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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K
(Mark One)

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

For the fiscal year ended December 31, 2012

OR
OO0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to
Commission file number: 001-35264

CARBONITE, INC.

(Exact name of registrant as specified in its chaer)
Delaware 33-1111329

(State or other jurisdiction of incorporation) (I.R.S. Employer Identification No.)
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Boston, Massachusetts 02115
(Address of principal executive offices (Zip Code)

(617) 587-1100

(Registrant’s telephone number, including area code
Securities Registered pursuant to Section 12(b) tiie Act:
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Common Stock, par value $0.01 per st The NASDAQ Stock Market LL(
Securities Registered pursuant to Section 12(g) tfe Act:
None
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Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®ecl5(d) of the Act. Yes[d No M

Indicate by check mark whether the registranthés filed all reports required to be filed by Sexeti3 or 15(d) of the Securities Exchange Act
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to such filing requirements for the past 90 dayses M No O

Indicate by check mark whether the registrant ldsmstted electronically and posted on its corpo¥ab site, if any, every Interactive Data
File required to be submitted and posted pursuaRite 405 of Regulation S-T during the precedigrbnths (or for such shorter period that
the registrant was required to submit and post §iled). Yes M No [

Indicate by check mark if disclosure of delinquilers pursuant to Item 405 of Regulation S-K is oontained herein, and will not be
contained, to the best of registrant’s knowledgeléfinitive proxy or information statements incorgted by reference in Part 11l of this Form
10-K or any amendment to this Form 10-K1

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maocelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated fil O Accelerated file| 4|

Non-accelerated file 0 (Do not check if a smaller reporting compa Smaller reporting compa [
Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the BExgje Act). Yes[ No M

As of June 29, 2012, the last business day ofdpistrant’s most recently completed second quatteraggregate market value of the voting
stock held by non-affiliates of the registrant Wd82,139,842.

As of March 1, 2013, there were 25,913,579 shafréseoregistrant’'s common stock, par value $0.0dspare, outstanding.

DOCUMENTS INCORPORATED BY REFERENCE
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PART |
SPECIAL NOTE REGARDING FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K (the “Annual Repprincluding the sections entitled “Business,” $RiFactors,” and “Management’s
Discussion and Analysis of Financial Condition &w®bults of Operations,” includes forward-lookingtements. The words “believe,” “may,”
“will,” “estimate,” “continue,” “anticipate,” “intand,” “expect,” “predict,” “potential,” and similagxpressions, as well as the negatives thereof
as they relate to us, our business, our managearghur industry, are intended to identify forwsordking statements. In light of risks and
uncertainties discussed in this Annual Reportftiard-looking events and circumstances discugséuis Annual Report may not occur and
actual results could differ materially from thos#ieipated or implied in the forward-looking statemts. We have based these forward-looking
statements on our current expectations and projestibout future events and financial trends affgdhe financial condition of our business.
Forward-looking statements should not be readgsasantee of future performance or results, andnetl necessarily be accurate indications
of the times at or by which such performance oulteswill be achieved. Forward-looking statementslzased on information available at the
time those statements are made and/or managengeniifaith belief as of that time with respectutufe events, and are subject to risks and
uncertainties that could cause actual performancesuilts to differ materially from those expresgedr suggested by the forward-looking
statements. Moreover, we operate in a very conipetiind rapidly changing environment. New risks ggadrom time to time and it is not
possible for our management to predict all risks,aan we assess the impact of all factors on osinkess or the extent to which any factor, or
combination of factors, may cause actual resultiffer materially from those contained in any famg-looking statements we may make.
Important factors that could cause such differeiesde, but are not limited to:

» our ability to accurately forecast revenue and appately plan our expenses and working capitaliregnents

» our ability to generate additional reven

» our ability to retain existing customers and attrasw customers

» our ability to protect our custom¢ stored files and adequately address privacy coBg

» the impact of actual or threatened litigation, uthg intellectual property infringement claimsydiving us or our industry

» the impact of increased competition in our busin

e interruptions in service and any related impacbonreputation

e our ability to maintain, protect, and enhance aantd; anc

» other risk factors included und“Risk Factor” in this Annual Report

Forward-looking statements speak only as of the dathis Annual Report. We may not actually achiéwe plans, intentions, or

expectations disclosed in our forward-looking staats, and you should not place undue reliancauoifooward-looking statements. Actual
results or events could differ materially from flans, intentions, and expectations disclosederfahward-looking statements we make. In

addition, our forward-looking statements do noteefthe potential impact of any future acquisiipmergers, dispositions, joint ventures, or
investments that we may make.

You should read this Annual Report completely aiitth ¢he understanding that our actual future resuidy be materially different from
what we expect. We do not assume any obligatiaptiate any forward-looking statements, whetherr@salt of new information, future
events, or otherwise, except as required by lawelipdate one or more forward-looking statementsnference should be drawn that we will
make additional updates with respect to those leerdorward-looking statements.

1



Table of Contents

Unless otherwise indicated, information containethis Annual Report concerning our industry arearket in which we operate,
including our general expectations and market fmwsitnarket opportunity, and market size, is baseéhformation from various sources, on
assumptions that we have made that are based brdata; and on our knowledge of the markets forsolutions. Such data involves a num
of assumptions and limitations, and you are caetiomot to give undue weight to such estimatesdtit@n, projections, assumptions, and
estimates of our future performance and the fuperéormance of the industry in which we operategtibr made by us or by third parties, are
necessarily subject to a high degree of uncertaint/risk due to a variety of factors, includingsb described in “Risk Factors” and elsewher
in this Annual Report. These and other factors@ealuse results to differ materially from thoseresped in the estimates made by the
independent parties and by us.

ITEM1. BUSINESS

Overview

Carbonite, Inc. (together with its subsidiariesatonite,” the “Company,” “our,” “we,” or “us”) waimcorporated on February 10, 2005
and is a Delaware corporation. We are a leadingigheo of cloud backup solutions for consumers andlsand medium sized businesses, or
SMBs. We provide easy-to-use, affordable, and seclaud backup solutions with anytime, anywhere=asdo files stored on our servers. We
believe that we are the best known brand in thecclwackup market.

We founded Carbonite on one simple idea: all coensuteed to be backed up, and in this always-céet@mnd highly-mobile world,
cloud backup is the ideal approach. Our “set angefy automated solution requires little effort gardtects our customers’ stored files even if
their computers are lost, stolen, or destroyed.

Our backup solutions work quietly in the backgrouagtomatically and continuously uploading encrgptepies of our customers’ files
to Carbonite servers. Our customers can browselaae their photos, videos, and documents anyimayhere using a web browser or our
free iPad, iPhone, BlackBerry, and Android apps.dNarge consumers a $59 flat fee for one year lirhited cloud backup with our Carbon
Home solution. Our Carbonite HomePlus solution ftes consumers with additional features, includiagkup and restore for external hard
drives, for an annual flat fee of $99. The CarbhibmePremier solution also includes automaticctlmackup for video files as well as a
recovery-by-mail feature for an annual flat feest#19. The pricing of all of our consumer solutigmsliscounted for multi-year subscriptions.
Our SMB solutions, Carbonite Business and CarbdditsinessPremier, allow for an unlimited numbeusdrs, subject to storage limits, and
are priced starting at $229 and $599 per yeareresly.

As of December 31, 2012, we had subscribers in minane 100 countries, with subscribers based irUtise representing 94% of our total
revenue for 2012. Since 2005, we have backed up3i&billion files and have restored nearly 20idnil files that might otherwise have been
permanently lost. We currently back up more thab i@lion files each day.

We have developed a highly predictable subscripgmenue model, with a consistently high custorategmntion rate and a scalable
infrastructure to support our growth. We generag@nue of $84.0 million in 2012. We continue tedst heavily in customer acquisition,
principally through advertising, and as a resultraeorded a net loss of $18.9 million in 2012. Baokings have grown from $32.9 million in
2009 to $98.5 million in 2012. For a reconciliatiohbookings to revenue for the last five years, ‘®elected Consolidated Financial and O
Data.”

Industry Trends

Cloud backup is gaining increasing acceptanceeabélt way to store copies of valuable data offise, where they are safe from
equipment failure, theft, loss, viruses, and aatidledeletion.
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Several trends are helping to fuel the growth efdloud backup industry:

Your life is on your compute€omputers and mobile devices have transformed gyepsople work, communicate, and lead their daily
personal and professional lives. People storethgia of information on their computers and moliices, from photos, music, videos, and
school work, to financial records, correspondepasswords, work files, and tax returns. These fitedd be permanently destroyed due to
equipment failure, theft, loss, viruses, and aadidledeletions. Often these files are accumulatet ime and are irreplaceable, making their
loss devastating for the owner.

Rapid growth in unprotected data drives demandikup service#ccording to IDC, an independent research firm,gragportion of
information in the digital universe that requiregalprotection is growing faster than the digitasiverse itself: From 2005 to 2020, the digital
universe is expected to grow by a factor of 308nfrL30 exabytes to 40,000 exabytes, or 40 trifjiabytes (more than 5,200 gigabytes for
every man, woman, and child in 2020) and, from 2@13020, the digital universe will about doublegyvtwo years, according to IDC.
Further, while less than a third of the digitalverise required data protection in 2010, that priomois expected to exceed 40% by 2020.
According to IDC, only about half the informatidmat should be protected from loss is currently gutsd.

Smartphones and tablets drive demand for anytimgwhere acces3he growing popularity of smartphones, tablet cotem) and other
mobile devices is driving the demand for instarmess to information regardless of a user’s locattaetording to IDC, worldwide tablet
shipments reached a record total of 52.5 millioitsuaind the tablet market grew 74.3% in the foguhrter of 2012 up from the third quarter’s
total of 30.1 million units. Approximately 712.6 liron smartphones were shipped globally in 2012iclwlwas 44.1% more than in 2011. IDC
predicts that these factors will drive demand fatadprotection and mobile access.

Plummeting storage and bandwidth co3tse cost of providing cloud backup is highly depemtdon the cost of storage and bandwidth.
According to IDC, between 2012 and 2020, the cesigigabyte (GB) is expected to drop from $2.08Q®0. In 2005, the average wholesale
cost of bandwidth was approximately $75 per megaiet second (Mbps) as compared to $5 per Mbp81f,2according to an August 2010
study done by DrPeering International. This studhjgets that the wholesale cost of bandwidth wiitlier decline to approximately $0.94 per
Mbps in 2014~

*

IDC information was derived from the following repodated December 2012 and January 2013: IDCdbighiverse Study, Sponsored by
EMC, Tablet Shipments Soar to Record Levels Duiirgng Holiday Quarter; The Digital Universe in POBig Data, Bigger Digital
Shadows and Biggest Growth in the Far East, Speddny EMC; Strong Demand for Smartphones and He&tedor Competition
Characterize the Worldwide Mobile Phone MarkehatEnd of 2012, IDC Say
DrPeering International: Internet Transit Pri— Historical and Projected, August 20:

3
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There are multiple alternatives currently availdblebacking up data, such as external hard disledy flash memory drives, CDs, DVI
and tape backup drives. However, these traditiaheinatives are limited by drive capacity, cumbere to scale, prone to failure, not secure,
and not accessible from a remote location. Traaititlhardware solutions for storing data have thleviong limitations:

Limitation Key Problems

Limited Capacity » Users must select which files to back up
» Cumbersome to add incremental capa

Susceptible to failure * Unable to protect files in the event of equipmiailure, theft,
loss, viruses, and accidental deleti

Overly complex  Time consuming and labor intensive to manuallyagge backup
« Confusing software and proces:

Lack of mobile access « Do not provide anytime, anywhere access from agep,
smartphones, tablets, and other mobile de\

As a result of these limitations, consumers and SME increasingly searching for simple, affordaol@itions that provide reliable and
secure cloud backup and anytime, anywhere accdbsitcstored files. We believe that cloud backtfpatively addresses the limitations of
traditional solutions and will be the predominaatkup solution in the future.

Our Solution

We provide cloud backup solutions for consumers@idBs. We believe that our customers buy our sohstibecause they are easy to
use, affordable, and secure, and provide anytimayhere access to their stored files. We makesy éar customers to restore their files and
we provide high quality customer support to thasgt@mers who need assistance.

We believe that our solution provides the followlmgnefits to all of our customers:

Easy to install and us&Ve offer our customers automatic backup, elimirgatire need to manually pick and choose which fidsack
up. Installation requires just an email addressastword. Once installed, our “set and forgetlisoh works continuously in the background
backing up new and changed files.

Easy to restore filedn the event of data loss, our restore wizard gumestomers through the process of restoring fitedr If customers
accidentally delete or overwrite files on their R@mite protected devices, they can quickly resfites from any device with an internet
connection.

Anytime, anywhere acce8¥e enable customers to access stored files frofadd#e servers anytime, anywhere using a web broarse
from any internet-connected device using one offme iPad, iPhone, BlackBerry, or Android appsst@mers can browse their photos, play
music and videos, and view documents, spreadsherdtpresentations. Unlike traditional remote dgsldoplications, we allow our customers
to access their stored files even if their compuége turned off, lost, stolen, or destroyed.

Affordability. We believe that we were one of the first compatoesffer consumers unlimited cloud backup for aébprice. Our
Carbonite Home subscription costs $59 for one yedin, discounts for multi-year plans. Our SMB s@uat allows for an unlimited number of
users with tiered pricing based on the total amotidtata backed up.

4
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Security.We encrypt all of our customers’ files before tlzeg transmitted to our data centers, guarding agaimauthorized access to
stored files and ensuring a high level of data scun addition, we employ state-of-the-art datmter security measures intended to prevent
intrusions.

Reliability. Our proprietary Carbonite Communications System@arbonite File System manage our customers’ stilesdand are
designed to ensure high levels of reliability andessibility.

Our Key Competitive Strengths
We believe that our key competitive strengths idelthe following:

Brand awarenesdVe believe that we have among the highest brandesm&as in the cloud backup market. According toresearch
surveys, our unaided brand awareness is more ti@amd a half times that of our nearest competitt promote our brand through our multi-
channel marketing program, which includes a braadence in television, radio, online display adsemny, print advertising, paid and natural
search, and an affiliate and reseller network.

Scale.Since 2005, we have backed up over 300 billiors filmd we currently back up more than 350 millitesfeach day. We believe
that our large scale infrastructure, built over ltst seven years, enables us to store additidesldt lower incremental cost than our smaller
competitors. In addition, we are able to purchagenal advertising at advantageous rates, acck&stassing opportunities that may be
unavailable to smaller businesses, and take adyauatfasophisticated analytical marketing systems.

Optimized backup architectur®ur entire infrastructure is optimized for backwjch is a low transaction speed, high volume,avrit
mostly application. We believe that our averagesgfe costs per subscriber are lower than thosizedadby typical general purpose data centel
storage systems.

Comprehensive customer suppdite believe that our U.S.-based customer suppanbi® comprehensive than that offered by our
primary competitors in the cloud backup market aiui$ in our customer retention. We provide freegghbne, live chat, and email customer
support in our basic subscription fee.

Significant intellectual property portfoli®e have a significant intellectual property poiitaielating to our cloud backup solutions.
CARBONITE is a registered trademark in the U.S. mnadver 30 other countries, including countrieshia European Union. Carbonite also
additional registrations and pending applicatiasaidditional marks in the U.S. and other countiieduding but not limited toCarbonite Th
Better Backup Plan”, Green Dot Logo, “Back it upet@ back”, “Because Your Life is On Your ComputeZarbonite and the Green Dot
Logo, Carbonite Lock Logo and Chinese characteressmtations for Carbonite. In addition, we hawg fesued patents and 18 pending paten
applications in the U.S. and internationally thater both our technical infrastructure and our kegbility and design concepts.

Our Offerings

We offer backup solutions to our customers withtiemng, anywhere access to their stored files. Wegghaonsumers a flat fee for one
year of unlimited cloud backup at three differezivice levels, each with discounts for r-year subscriptions. We offer SMB customers cl
backup for an unlimited number of computers foaanual flat fee based on the total amount of dat&éxd up, with the option to purchase
additional incremental storage capacity.
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The following table sets forth key features of @arbonite Home, Carbonite HomePlus, and Carbonit@éPremier consumer offering

Carbonite Home Carbonite HomePlus Carbonite HomePremier
Number of computel One per subscriptio
Supported operating syste Windows, Mac Windows
Pricing $59/year; unlimited storage $99/year; unlimited storag $149/year; unlimited storage,
external hard drive backyp external hard drive backup
and restore and restore, automatic
backup for video files,
recoven-by-mail feature

Subscription Perio Annual or mult-year
Customer suppo U.S-based telephone, live chat, and er
Remote file acces Anytime, anywhere using a web browser or our fRagli iPhone, Blackberry, or Android aj

The following table sets forth key features of Qarbonite Business and Carbonite BusinessPremi& &férings:

Carbonite Business Carbonite BusinessPremiel
Number of computel Unlimited
Supported operating syste Windows Windows and Windows Serv

$599/year; 500 GB of backup storage

Pricing $229/year; 250 GB of backup storage sg space
Subscription Perio Annual
Customer suppo U.S-based telephone, live chat, and er
Remote file acces Anytime, anywhere using a web browser or our fiRzgl, iPhone, Blackberry, or Android ag

We use sophisticated encryption technology to enthe privacy of our customerstored files. We encrypt files using a secure kefpie
the files leave the customer’'s computer and tranfraiencrypted files over the internet to onewfsecure data centers. Customers’ files
remain encrypted on our servers to guard agairesithorized access. We employ outside security aisafiyms, including anti-hacking
specialists, to review and test our defenses aednial procedures.

Our Proprietary Server Software

At the core of our offerings is our proprietarysarsoftware designed specifically for cloud bacKTipe server software is comprised of
two major components: the Carbonite Communicati®ystem (CCS) and the Carbonite File System (CH®)sd@ components work togethe
move and store vast amounts of customer datare than 350 million files every day. CCS movestomer data between our software inst:
on our customers’ computers and CFS running orstauage servers. CCS also balances loads acrossemer network. CFS manages the
write-mostly database of stored files with the ity to operate on a wide variety of readily #aale third-party storage hardware.

We invest heavily in the development of our tecbg@s. In 2012, 2011, and 2010, we spent $19.9omjl$16.5 million, and
$10.9 million, respectively, on research and dgwelent. Our proprietary technologies are fundameatalir value proposition as they enable
us to deliver the following benefits:

Scalability.We add storage capacity at the rate of approximatet petabyte every two weeks. CCS allows us tonaatically balance
processing and storage capacity across our layexgpanding server network. CFS allows us to easlity storage capacity across multiple
physical locations by automatically integrating nearage servers into our existing infrastructure.

Reliability. We designed CCS and CFS to eliminate all singlatpaf failure. The modular design of these comptmases well-defined
protocols intended to ensure that our customeuosédtfiles are accurate and free from errors. QfeSiges proprietary disk error detection for
errors that can occur over years of storage. Otwvare also incorporates checks and balances iy data integrity.

6



Table of Contents

Cost effectivenesStorage cost is the biggest component of our dogivenue. CCS enables us to dynamically load lsalamong
servers to allow higher overall utilization. CFSabtes us to reduce storage costs by utilizing al@esry block of physical disk space to store
our customers’ files. We can choose the most dbstieve hardware solutions for our data centersabse CFS allows us to operate in a
heterogeneous hardware environment.

Marketing and Sales

Our marketing efforts are focused on three pringargls: building brand awareness, acquiring custerata low cost, and retaining
existing customers. Our advertising reinforceshmand image by emphasizing ease of use, afforthalskcurity, reliability, and anytime,
anywhere access to stored files. We use televaioiradio advertising, online display advertisipignt advertising, paid search, direct
marketing, and affiliate and reseller marketingr Qublic relations efforts include engaging thalitianal press, new media, and social
networks.

M arketing.Most of our revenue is from consumers who signargCfarbonite backup on our website in responseitaect marketing
campaigns. Direct sales from our websites accouiore@6% of our total revenue during 2012. Our negirkg efforts are designed to attract
prospects to our website and enroll them as pagiistpmers, usually after a 15-day free trial thatoffer to consumers. Our SMB sales team
responds to inbound qualified SMB leads, commuei#te benefits of our solutions to the SMB masket assists our SMB customers to
enroll in free trial versions and purchase subsonig to our SMB offering.

Channel distribution and reseller strategin January 2012, we launched a new distributicategy designed to sell large volumes of ou
solutions through our sales channel relationshipkiding major retailers and resellers.

RetentionOur customer retention efforts are focused on éstabg and maintaining long-term relationshipshwitur customers by
delivering a compelling customer experience angsapvalue, communicating regularly with customém®ugh email, orsite messaging, ai
other media, and creating positive interaction®iwiir customer support team. We monitor developiggds in subscription durations,
renewals, and customer satisfaction to maximizecagtomer retention. We offer incentives to custame purchase multi-year subscriptions,
which we believe helps to increase our customent&tn. As of December 31, 2012, 2011, and 201%, D%, and 24%, respectively, of our
customers had multi-year subscriptions.

Intellectual Property

We believe that the strength of our brand and tinetfonality of our software help differentiate fosm our competitors. As such, our
success depends upon our ability to protect olnniglogies and intellectual property, including puoprietary server software, which allows
to move and store vast amounts of customer datardtect our intellectual property, we rely on antmnation of trademark, patent, copyright,
and trade secret laws, as well as confidentialibc@dures and contractual restrictions. CARBONIF & registered trademark in the U.S. ar
over 30 other countries, including countries in Bugopean Union. Carbonite also has additionabktegfions and pending applications for
additional marks in the U.S. and other countriesluding but not limited to “Carbonite The Bettemdkup Plan”, Green Dot Logo, “Back it up.
Get it back”, “Because Your Life is On Your ComptiteCarbonite and the Green Dot Logo, Carbonitek.bego and Chinese character
representations for Carbonite. In addition, we Hawe issued patents and 18 pending patent apjlitain the U.S. and internationally that
cover both our technical infrastructure and our Usgbility and design concepts.

The steps we have taken may not adequately protedhtellectual property or prevent unauthorized of our technologies. Others may
independently develop technologies that are conipetio ours or infringe our intellectual propertg.addition, costly and time consuming
litigation may be necessary to protect and enforgeintellectual property rights.

7
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If we become more successful, we believe that cditope will be more likely to try to develop prodsand services that are similar to
ours, and that may infringe our proprietary rightsnay also be more likely that competitors orastthird parties will claim that our solutions
infringe their proprietary rights.

Competition
We compete with both cloud backup providers andipirs of traditional hardware-based backup systdine market for cloud backup
solutions is competitive and rapidly changing. Wwectly compete with CrashPlan, Mozy (a divisiorvdflWare), SOS Online Backup, and
others. Certain of our features, including our n@backup and remote access service, also comjigtewvrent or potential services offerec
Apple, Google, Microsoft, Amazon, and others. Gartd our planned features, including the abilityshare data with third parties, compete
with current or potential services offered by DrapBSugarSync, Box, and others. With the introductif new technologies and market
entrants, we expect competition to intensify infilteire. Many of our actual and potential compesitenjoy competitive advantages over us,
such as greater name recognition, longer operatsigries, more varied services, and larger mangdiudgets, as well as greater financial,
technical, and other resources. In addition, mdrouo competitors have established marketing ratesthips and major distribution agreements
with computer manufacturers, internet service pexs, and resellers, giving them access to langgomer bases.
We believe that the key competitive factors inéghasumer and SMB backup industry include:

» ease of installation and us

» affordability;

* remote acces:

e storage capacity

e security of custome’ stored files

e rapid recovery of lost files

» reliability and redundanc)

e automated file backup; ar

e reputation of the provide

We believe that we compete favorably with respeesach of these factors by providing easy to u$erdable, unlimited, secure cloud
backup solutions with anytime, anywhere accessoied files.

Some of our competitors have made or may make sitiguis or enter into partnerships or other striategjationships to offer a more
comprehensive service than we do. These combirsatiary make it more difficult for us to compete efieely, including on the basis of price,
sales and marketing programs, technology, or sefuiactionality. We expect these trends to contasieompanies attempt to strengthen or
maintain their market positions.

Employees

As of December 31, 2012, we had 367 full-time ahgAart-time employees. Of our full-time employeE35 were in operations and
support, 45 were in sales and marketing, 105 weresearch and development, and 22 were in geadahdministrative functions. None of
our employees are covered by collective bargaiagrgements.
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Available Information

We file reports with the Securities and Exchangen@assion (“SEC"), including annual reports on FattiK, quarterly reports on Form
10-Q, current reports on Form 8-K, and other fiéimgquired by the SEC. We make available on ousitelpsww.carbonite.com) our annual
report on Form 10-K, quarterly reports on Form 10z@rent reports on Form 8-K, and all amendmemthase reports as soon as reasonably
practicable after such material is electronicallgdf with or furnished to the SEC. These materaésavailable free of charge on or through oul
website via the Investor Relations page at wwwaaite.com. References to our website address $rrdipiort are intended to be inactive
textual references only, and none of the infornmationtained on our website is part of this Annuap&t or incorporated in this Annual Reg
by reference.

The public may read and copy any materials thafilesvith the SEC at the SEC’s Public Reference iRad 100 F Street, NE,
Washington, DC 20549. The public may obtain infatioraon the operation of the Public Reference Rbagnaealling the SEC at 1-800-SEC-
0330. The SEC maintains an internet site (http:#nsec.gov) that contains reports, proxy and infaiomastatements, and other information
regarding issuers that file electronically with BEC.

ITEM 1A. RISK FACTORS

An investment in our common stock involves a hagrek of risk. You should carefully consider tis&sgidescribed below and the other
information in this Annual Report on Form 10-K lrefamaking an investment decision. Our businesspeats, financial condition, or
operating results could be harmed by any of thédesy as well as other risks not currently knownigaor that we currently consider
immaterial. The trading price of our common stookld decline due to any of these risks, and, assalt, you may lose all or part of your
investment.

Risks Related to Our Business

We have experienced losses and negative cash fioeesour inception, and we may not be able to acki®r sustain profitability or positive
cash flow in the future.

We experienced net losses of $25.8 million for 26B.5 million for 2011, and $18.9 million for 2BIrespectively, and have an
accumulated deficit of $119.4 million as of Decem®g, 2012. We do not expect to be profitable fier foreseeable future. We expect to
continue making significant expenditures to devedod expand our business, including for advertistngtomer acquisition, technology
infrastructure, storage capacity, product develagnmend international expansion, in an effort toré@ase and service our customer base. In
2012, we incurred increased expenses associatbdheitrelocation of one of our data centers tova fiaeility. We also expect that our
quarterly results may fluctuate due to a varietjaotors described elsewhere in this Annual RepofEorm 10-K, including the timing and
amount of our advertising expenditures, which aasenal, as well as the timing and amount of expmed related to the development of
technologies and solutions and to defend intellqitoperty infringement and other claims. In aiddit as a public company, we incur
significant legal, accounting, and other expenisediuding increased costs for director and offikalility insurance that we did not incur as a
private company. We may also incur increased loasdsegative cash flow in the future for a nundfaeasons, and we may encounter
unforeseen expenses, difficulties, complicatiom$ayk, and other unknown events. For these reas@nsxpect to continue to record net losse
for the next several years and we may not be abdeliieve or maintain positive cash flow from ogieres or profitability.

Any significant disruption in our service or loss anisuse of our custome’ data could damage our reputation and harm our bnsss and
operating results.

Our brand, reputation, and ability to attract, irgtand serve our customers are dependent upaelibble performance of our service ¢
our customersability to readily access their stored files. Oustomers rely on our cloud backup solution to sthigital copies of their valuab
data files, including financial records, business
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information, photos, and other personally meanihgbmtent. Our data centers are vulnerable to damagnterruption from human error,
intentional bad acts, computer viruses or hacleathquakes, hurricanes, floods, fires, war, tesrattacks, power losses, hardware failures,
systems failures, telecommunications failures, @imdlar events, any of which could limit our custens’ ability to access their files and could
prevent us from being able to continuously bacloupcustomers’ files. Prolonged delays or unfores#ifficulties in connection with adding
storage capacity or upgrading our network architectvhen required may cause our service qualisufter. A breach of our network security
and systems could also cause the loss or publitodigre of, or access by third parties to, ouramstrs’ stored files. Any event that
significantly disrupts our service or exposes aigtomers’ stored files to misuse could damage eputation and harm our business and
operating results, including reducing our reveruagising us to issue credits to customers, subgeuasrto potential liability, harming our
renewal rates, or increasing our cost of acquineg customers.

The market for cloud backup solutions is competépand if we do not compete effectively, our operatresults could be harmed.

We compete with both cloud backup providers andigeys of traditional hardware-based backup systdine market for cloud backup
solutions is competitive and rapidly changing. Wwectly compete with CrashPlan, Mozy (a divisiorvdflWare), SOS Online Backup, and
others. Certain of our features, including our nebackup and remote access service, also comjtewvrent or potential services offered
Apple, Google, Microsoft, Amazon, and others. Gartd our planned features, including the abilidyshare data with third parties, compete
with current or potential services offered by DrapBSugarSync, Box, and others. With the introdurctf new technologies and market
entrants, we expect competition to intensify infileire. Many of our actual and potential compesitoenefit from competitive advantages ¢
us, such as greater name recognition, longer dpgriaistories, more varied services, and largerketarg budgets, as well as greater financial,
technical, and other resources. In addition, mdrguo competitors have established marketing retesthips and major distribution agreements
with computer manufacturers, internet service miexs, and resellers, giving them access to laggtomer bases. Some of our competitors
may make acquisitions or enter into strategic i@hahips to offer a more comprehensive service thanlo. These combinations may make it
more difficult for us to compete effectively. Wepect these trends to continue as competitors attengtrengthen or maintain their market
positions.

Demand for our cloud backup solutions is sensttivprice. Many factors, including our advertisiegstomer acquisition and technology
costs, and our current and future competitors'ipgi@nd marketing strategies, can significantlgetffour pricing strategies. Certain of our
competitors offer, or may in the future offer, law®iced or free products or services that compétie our solutions. Similarly, certain
competitors may use internkased marketing strategies that enable them tdractustomers at a lower cost than us. There camlassuranc
that we will not be forced to engage in price-augtinitiatives, or to increase our advertising atlter expenses to attract and retain customer:
in response to competitive pressures, either oflwbould have a material adverse effect on ourmeg@nd operating results.

Our limited operating history makes it difficult tevaluate our current business and future prospects

We have been in existence since 2005, and our vevieas grown rapidly from $8.2 million in 2008 #®4%0 million in 2012, representit
a compound annual growth rate of 79% over thabgekiVe do not expect that this growth rate will thowme in future periods and you should
not rely on the revenue growth of any prior qudyter annual periods as an indication of our futpeeformance. In addition, because we
recognize revenue from customers over the terntisedf subscriptions, a large portion of our revefareeach quarter reflects deferred revenue
from subscriptions entered into during previousrtpra, and downturns or upturns in subscriptioesal renewals may not be reflected in our
operating results until later periods. We may rottieve sufficient revenue to achieve or maintaisipee cash flow from operations or
profitability, and our limited operating history snenake it difficult for you to evaluate our currdmisiness and our future prospects. We have
encountered and will continue to encounter riska difficulties frequently experienced by growing
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companies in rapidly changing industries, includimgeasing expenses as we continue to grow ounéss If we do not manage these risks
successfully, our business will be harmed. If atufe growth fails to meet investor or analyst extatons, it could have a negative effect on
our stock price. If our growth rate were to deckiignificantly or become negative, it could advirsdfect our financial condition and
operating results.

A decline in demand for our solutions or for clodgackup solutions in general could cause our revertoedecline.

We derive, and expect to continue to derive, sulbistity all of our revenue from the sale of ourudiobackup solutions, a relatively new
and rapidly changing market. As a result, widespaeceptance and use of cloud backup solutiontisat to our future growth and succes:
the market for cloud backup solutions fails to grmmgrows more slowly than we currently anticipatemand for our solutions could be
negatively affected.

Changes in customer preferences for cloud backiupi@es may have a disproportionately greater inhjpacus than if we offered
multiple products and services. The market for dlbackup solutions is subject to rapidly changingtemer demand and trends in preferer
Some of the potential factors that could affeatiiest in and demand for cloud backup solutionsuael

» awareness of our brand and the cloud backup soBitiategory generall

» the appeal and reliability of our solutiol

» the price, performance, features, and availabifftgroducts and services that compete with c
e public concern regarding privacy and data secL

e our ability to maintain high levels of customerisction; anc

» the rate of growth in online solutions genera

In addition, substantially all of our revenue isremtly derived from customers in the U.S. Consatjyea decrease of interest in and
demand for cloud backup solutions in the U.S. ctwalde a disproportionately greater impact on us thaur geographic mix of revenue was
less concentrated.

If we are unable to attract new customers to ouligmns on a cos-effective basis, our revenue and operating resultsuld be adversely
affected.

We generate substantially all of our revenue frbmdale of subscriptions to our solutions. In otdegrow, we must continue to attract a
large number of customers on a cost-effective basisy of whom have not previously used cloud bpdalutions. We use and periodically
adjust a diverse mix of advertising and marketinggpams to promote our solutions. Significant ilases in the pricing of one or more of our
advertising channels would increase our advertisogjs or cause us to choose less expensive ahapsdess effective channels. As we add t
or change the mix of our advertising and markesimgtegies, we may need to expand into channefssignificantly higher costs than our
current programs, which could adversely affectaperating results. We may incur advertising andketamg expenses significantly in advance
of the time we anticipate recognizing any reveneieegated by such expenses, and we may only adradiatie, or never, experience an increast
in revenue or brand awareness as a result of symEnditures. We have made in the past, and may make future, significant investments
test new advertising, and there can be no assuthatany such investments will lead to the cofgetive acquisition of additional customers.
If we are unable to maintain effective advertismiggrams, our ability to attract new customers ddad adversely affected, our advertising anc
marketing expenses could increase substantialtypanoperating results may suffer.

A portion of our potential customers locate our sitshthrough search engines, such as Google, Bimdy)Yahoo!. Our ability to maintain
the number of visitors directed to our websiteas entirely within our control. If
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search engine companies modify their search algostin a manner that reduces the prominence dfstimg, or if our competitors’ search
engine optimization efforts are more successful inars, fewer potential customers may click throt@bur website. In addition, the cost of
purchased listings has increased in the past agdmogease in the future. A decrease in websitidrar an increase in search costs could
adversely affect our customer acquisition effortd aur operating results.

A significant portion of our customers first tryroeloud backup solutions through free trials. Wekse convert these free trial users to
paying customers of our solutions. If our rate afiversion suffers for any reason, our revenue nealirte and our business may suffer.

If we are unable to retain our existing customei®,r revenue and operating results would be adveysafected.

If our efforts to satisfy our existing customers apt successful, we may not be able to retain tlagah as a result, our revenue and ak
to grow would be adversely affected. We may noalle to accurately predict future trends in custorerewals. Customers choose not to
renew their subscriptions for many reasons, incigdli customer service issues are not satisfagteegolved, a desire to reduce discretionary
spending, or a perception that they do not usedhéce sufficiently, that the solution is a poatue, or that competitive services provide a
better value or experience. If our customer retentate decreases, we may need to increase that natéch we add new customers in order to
maintain and grow our revenue, which may requireuscur significantly higher advertising and metikg expenses than we currently
anticipate, or our revenue may decline. A signiftodecrease in our customer retention rate wowdcefbre have an adverse effect on our
business, financial condition, and operating result

Our relationships with our partners may be termireat or may not continue to be beneficial in generaginew customers, which could
adversely affect our ability to increase our custenbase.

We maintain a network of active partners, whiclerefustomers to us through links on their websites outbound promotion to their
customers. If we are unable to maintain our cotiedaelationships with existing partners or essbhew contractual relationships with
potential partners, we may experience delays acreéased costs in adding customers, which could dawaterial adverse effect on us. The
number of customers that we are able to add thrthuege relationships is dependent on the markefiiogts of our partners, over which we
have very little control.

We have recently introduced additional solutions fmobile devices and, if users of these devicemdbwidely adopt our solutions, our
revenue and operating results could be adversefeetkd.

The number of people who access the internet thirdegices other than personal computers, inclusimgrtphones and handheld tablets
or computers, has increased dramatically in théfpasyears and is projected to continue to inazeasaddition, people are increasingly using
their mobile devices to create and store data &mer gontent that is important to them. We receimtisoduced our mobile backup solutions for
the iPhone and Android smartphones; however, thelsgions have not yet achieved widespread adopifi@me or more of our competitors
were to launch similar services, or if we are ugsssful in achieving widespread adoption of our ileadblutions, our competitive position
could be materially harmed. As new devices and platforms are continually being released, it isiclifit to predict the problems that we may
encounter in developing versions of our solutiasulse on these mobile devices, and we may nedelviate significant resources to the
creation, support, and maintenance of such solsitiwhich could adversely affect our operating rssul

If we are unable to expand our base of SMB custosiasur business could be adversely affect

In 2010, we introduced the first version of our kge solution targeted toward SMBs, which are gdhecampanies that are too small to
have a dedicated in-house IT staff. We have coreth#ind continue to commit
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substantial resources to the expansion and inateaaeketing of our SMB offerings. If we are unatdemarket and sell our solutions to SMBs
with competitive pricing and in a cost-effectivemmar, our ability to grow our revenue and achienddifability will be harmed. We believe
that it is more difficult and expensive to attraod retain SMB customers than consumers, becauSsSM

» are difficult to reach without using more expensiaggeted sales campaig

* may have different or much more complex needs thase of individual consumers, such as archivimgsion control, enhanced
security requirements, and other forms of encrypéind authentication, which our solutions may migtcaately address; a

» frequently cease operations due to the sale arrédf their busines:

In addition, SMBs frequently have limited budgetsl @are more likely to be significantly affected digonomic downturns than larger,
more established companies. As a result, they magse to spend funds on items other than our solsitparticularly during difficult
economic times. If we are unsuccessful in meetiegneeds of potential SMB customers, it could asblgraffect our future growth and
operating results.

If we are unable to improve market recognition ofid loyalty to our brand, or if our reputation wer® be harmed, we could lose custom:
or fail to increase the number of our customers, ish could harm our revenue, operating results, afidancial condition.

Given our consumer and SMB market focus, maintgimaind enhancing the Carbonite brand is criticalulosuccess. We believe that the
importance of brand recognition and loyalty wiltiease in light of increasing competition in ourrkeds. We plan to continue investing
substantial resources to promote our brand, batfedtically and internationally, but there is norgudee that our brand development strate
will enhance the recognition of our brand. Somewfexisting and potential competitors have welabkshed brands with greater recognition
than we have. If our efforts to promote and maimtair brand are not successful, our operating teauld our ability to attract and retain
customers may be adversely affected. In additiean & our brand recognition and loyalty increaghis may not result in increased use of our
solutions or higher revenue.

Our offerings, as well as those of our competitars,regularly reviewed in computer and businegdigations. Negative reviews, or
reviews in which our competitors’ products and gsgs are rated more highly than our solutions, doelgatively affect our brand and
reputation. From time-to-time, our customers expidissatisfaction with our solutions, including,ang other things, dissatisfaction with our
customer support, our billing policies, and the way solutions operate. If we do not handle custornenplaints effectively, our brand and
reputation may suffer, we may lose our customesefidence, and they may choose not to renew thisaiptions. In addition, many of our
customers participate in online blogs about conmsudad internet services, including our soluti@ms] our success depends in part on our
ability to generate positive customer feedbackughosuch online channels where consumers seekhand imformation. If actions that we ta
or changes that we make to our solutions upse¢tbestomers, their blogging could negatively affeat brand and reputation. Complaints or
negative publicity about our solutions or billingaptices could adversely impact our ability toadtrand retain customers and our business,
financial condition, and operating results.

The termination of our relationship with any majaeredit card company would have a severe, negatimpact on our ability to collect
revenue from customers. Increases in credit care@essing fees would increase our operating experssebadversely affect our operating
results.

Substantially all of our customers purchase ountgmis online with credit cards, and our businesgsethds upon our ability to offer credit
card payment options. The termination of our aptlit process payments on any major credit card dvsiginificantly impair our ability to
operate our business and significantly increaseadministrative costs related to customer paymeotgssing. If we fail to maintain our
compliance with the data protection and documentiagtandards adopted by the major credit cardissure applicable to us, these issuers
could terminate their agreements with us, and wedclese our ability to offer our customers a ctedi
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card payment option. If these issuers increase thedit card processing fees because we expereassive chargebacks or refunds or for
other reasons, it could adversely affect our bissirsad operating results.

Any significant disruption in service on our websi or in our computer systems could damage our tagion and result in a loss ¢
customers, which would harm our business, financ@ndition, and operating results.

Our brand, reputation, and ability to attract, irend serve our customers are dependent uporliable performance of our websites,
network infrastructure and payment systems, andostomers’ ability to readily access their stdiles. We have experienced interruptions in
these systems in the past, including server falthat temporarily slowed down our websites’ parfance and our customers’ ability to acces:
their stored files, or made our websites and itfuasure inaccessible, and we may experience impdons in the future. In addition, while we
operate and maintain the primary elements of oursites and network infrastructure, some elementlsisfcomplex system are operated by
third parties that we do not control and that waelduire significant time to replace. We expecs thependence on third parties to continue. Ir
particular, a portion of our solution is hostedAyazon Web Services, which provides us with cormguéind storage capacity pursuant to an
agreement that continues until terminated by eipiagty. Interruptions in our systems or the thiedtp systems on which we rely, whether due
to system failures, computer viruses, physicallecteonic breakins, or other factors, could affect the securityeaailability of our websites al
infrastructure and prevent us from being able tatiooiously back up our customers’ data or our qusts from accessing their stored data.

In addition, prolonged delays or unforeseen diffies in connection with adding storage capacityjgrading our network architecture
when required may cause our service quality teesuHroblems with the reliability or security ofr@ystems could harm our reputation.
Damage to our reputation and the cost of remedyiage problems could negatively affect our businf@ssncial condition, and operating
results.

Our systems provide redundancy at the disk levgldb not keep separate, redundant copies of stargtdmer files. Instead, we rely on
the fact that our customers, in effect, back upsystem by maintaining the primary instance ofrtfikss. We do not intend to create redundan
backup sites for our solutions. As such, a totéifa of our systems, or the failure of any of aystems, could result in the loss of or a
temporary inability to back up our customers’ data result in our customers being unable to adbegssstored files. If one of our data centers
fails at the same time that our customers’ compgutal, we would be unable to provide stored copietheir data. If this were to occur, our
reputation could be compromised and we could bgesuto liability to the customers that were afstt

Our data centers are vulnerable to damage or utiéon from human error, intentional bad acts, manids, earthquakes, hurricanes,
floods, fires, war, terrorist attacks, power los¢esdware failures, systems failures, telecommatitos failures, and similar events. As the
majority of our data facilities are located in agdeé metropolitan area, we may be more suscepbltlee risk that a single event could
significantly harm the operations of these fa@lti The occurrence of a natural disaster, powkerréadr an act of terrorism, vandalism or other
misconduct, a decision to close the facilities withadequate notice, or other unanticipated problemuld result in lengthy interruptions in our
services. The occurrence of any of the foregoirenes/could damage our systems and hardware or cauke them to fail completely, and our
insurance may not cover such events or may befio®uit to compensate us for the potentially siguaint losses, including the potential harm
to the future growth of our business, that may ltédsam interruptions in our service as a resulspétem failures.

We depend on data centers operated by third pariied any disruption in the operation of these fatigs could adversely affect our
business.

We host our services and serve all of our custorinens our network servers, which are located iradagnter facilities operated by third
parties. While we control and have access to awesg and all of the components of our network #ratlocated in our external data centers,
we do not control the operation of these facilit@sir data center leases expire at various tim&81% and 2016 with rights of extension, and :
separate data center hosting arrangement is cableebly us upon 120 days’ notice. If we are unablenew these
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agreements on commercially reasonable terms, webaagquired to transfer our servers to new datgecéacilities, and we may incur
significant costs and possible service interruptiooonnection with doing so. During the first haff2012, we relocated our equipment and
operations from our Boston, Massachusetts datecembur other data centers and discontinued skedtiour Boston, Massachusetts data
center. We incurred moving and other costs in cotime with this transition. See Notes 12 and 18uofinancial statements included
elsewhere in this Annual Report on Form 10-K faditidnal information.

Problems faced by our thiqgarty data center locations, with the telecommuitoa network providers with whom we or they cootrar
with the systems by which our telecommunicatioravjaters allocate capacity among their customedduding us, could adversely affect the
experience of our customers. Our third-party datater operators could decide to close their faeditvithout adequate notice. In addition, any
financial difficulties, such as bankruptcy, facgddur third-party data center operators or anyhefgervice providers with whom we or they
contract may have negative effects on our busirtkes)ature and extent of which are difficult tegict. Additionally, if our data centers are
unable to keep up with our growing needs for capathis could have an adverse effect on our bigsin&ny changes in third-party service
levels at our data centers or any errors, defdigrjptions, or other performance problems with semwices could harm our reputation and ma)
damage our customers’ stored files. Interruptionsur services might reduce our revenue, cause issue credits or refunds to customers,
subject us to potential liability, or harm our ress rates.

If the security of our custome’ confidential information stored in our systems t&eached or their stored files are otherwise sudtg to
unauthorized access, our reputation and businessyrba harmed, and we may be exposed to liability.

Our customers rely on our online system to stogéalicopies of their files, including financiala@rds, business information, photos, anc
other personally meaningful content. We also stoeelit card information and other personal infoiioratbout our customers. A breach of our
network security and systems or other events @age the loss or public disclosure of, or acceshiby parties to, our customers’ stored files
could have serious negative consequences for aimdss, including possible fines, penalties andadgrs, reduced demand for our solutions,
an unwillingness of customers to provide us witkirtieredit card or payment information, an unwilivess of our customers to use our
solutions, harm to our reputation and brand, Idssuo ability to accept and process customer creatitl orders, and time-consuming and
expensive litigation. Third parties may be ableitaumvent our security by deploying viruses, worarsd other malicious software programs
that are designed to attack or attempt to infiétradir systems and networks and we may not immégidicover these attacks or attempted
infiltrations. Further, outside parties may attetapfraudulently induce our employees, consultamtsffiliates to disclose sensitive informat
in order to gain access to our information or aistomers’ information. The techniques used to ohtaiauthorized access, disable or degrade
service, or sabotage systems change frequentgn afie not recognized until launched against a&taagd may originate from less regulated o
remote areas around the world. As a result, we Ioeaynable to proactively address these techniquesimplement adequate preventative or
reactionary measures. In addition, employee ordtars error, malfeasance, or other errors in theage, use, or transmission of personal
information could result in a breach of customeemployee privacy. We maintain insurance coverageitigate the potential financial impact
of these risks; however, our insurance may notcallesuch events or may be insufficient to compéasis for the potentially significant
losses, including the potential damage to the &ugiowth of our business, that may result frombteach of customer or employee privacy.

Many states have enacted laws requiring compaaiestify individuals of data security breaches iwitg their personal data. These
mandatory disclosures regarding a security breétein tead to widespread negative publicity, whiclynsause our customers to lose
confidence in the effectiveness of our data secuoniasures. Any security breach, whether successfudt, would harm our reputation and
could cause the loss of customers. Similarly vifedl-publicized breach of data security at any ottleud backup service provider or other
major consumer website were to occur, there coeld beneral public loss of confidence in the ush@internet for cloud backup services or
commercial transactions generally. Any of thesentsreould have material adverse effects on oumlessi financial condition, and operating
results.
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We process, store and use personal information atlder data, which subjects us to governmental regfidn and other legal obligations
related to privacy, and our actual or perceivedltae to comply with such obligations could harm obusiness.

We receive, store, and process personal informaitiohother customer data. There are numerous fedtte, local, and foreign laws
regarding privacy and the storing, sharing, usecessing, disclosure and protection of personatinétion and other customer data, the scop
of which are changing, subject to differing interfations, and may be inconsistent among countriesrflict with other rules. We generally
seek to comply with industry standards and areesiilhp the terms of our privacy policies and prraglated obligations to third parties. We
strive to comply with all applicable laws, policjdsgal obligations, and industry codes of condalzdting to privacy and data protection to the
extent possible. However, it is possible that trasgyations may be interpreted and applied in ameathat is inconsistent from one
jurisdiction to another and may conflict with othrates or our practices. Any failure or perceivaiiure by us to comply with our privar
policies, our privacy-related obligations to cusesmor other third parties, our privacy-relatedalaeghbligations, or any compromise of security
that results in the unauthorized release or tramgfpersonally identifiable information or otharstomer data, may result in governmental
enforcement actions, litigation, or public statetseagainst us by consumer advocacy groups or o#mergould cause our customers to lose
trust in us, which could have an adverse effeaurreputation and business. Our customers mayaatsidentally disclose their passwords or
store them on a mobile device that is lost or stobeeating the perception that our systems arsemire against third-party access.
Additionally, if third parties that we work withush as vendors or developers, violate applicabls lar our policies, such violations may also
put our customers’ information at risk and couldum have an adverse effect on our business. Amjfieant change to applicable laws,
regulations, or industry practices regarding thee arsdisclosure of our customers’ data, or regartie manner in which the express or impliec
consent of customers for the use and disclosusef data is obtained, could require us to modifysmlutions and features, possibly in a
material manner, and may limit our ability to deyghew services and features that make use ofataetiat our customers voluntarily share
with us.

We may not be able to respond to rapid technolog@@anges with new solutions, which could have aterdal adverse effect on our
operating results.

The cloud backup market is characterized by raggtiriological change and frequent new product andcgeintroductions. Our ability t
attract new customers and increase revenue frostirexicustomers will depend in large part on odulitslito enhance and improve our existing
solutions, introduce new features and products satfidnto new markets. Customers may require featand capabilities that our current
solutions do not have. Our failure to develop sohg that satisfy customer preferences in a tiraely cost-effective manner may harm our
ability to renew our subscriptions with existingstamers and create or increase demand for ouigudand may adversely impact our
operating results.

The introduction of new services by competitorshar development of entirely new technologies tdaep existing offerings could make
our solutions obsolete or adversely affect ourmess and operating results. In addition, any newketg or countries into which we attempt to
sell our solutions may not be receptive. We mayeerpce difficulties with software development,idas or marketing that could delay or
prevent our development, introduction, or impleraginh of new solutions and enhancements. We hatreeipast experienced delays in the
planned release dates of new features and upgraa#fiave discovered defects in new solutions Hftsr introduction. There can be no
assurance that new solutions or upgrades will leased according to schedule, or that when relehsgdwill not contain defects. Either of
these situations could result in adverse publiditys of revenue, delay in market acceptance,aimsl by customers brought against us, all of
which could have a material adverse effect on eputation, business, operating results, and firdeoindition. Moreover, upgrades and
enhancements to our solutions may require subatamtiestment and we have no assurance that suebtinents will be successful. If
customers do not widely adopt enhancements toalutisns, we may not be able to realize a returmaninvestment. If we are unable to
develop, license, or acquire enhancements to astirx solutions on a timely and cost-effectiveibasr if such enhancements do not achieve
market acceptance, our business, operating reaaltsfinancial condition may be adversely affected.
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Our quarterly operating results have fluctuated the past and may continue to do so in the futures &result, we may fail to meet or exce
the expectations of securities analysts or investarhich could cause our stock price to decline.

Our quarterly operating results may fluctuate assalt of a variety of factors, many of which atgside of our control. If our quarterly
operating results or guidance fall below the exgians of securities analysts or investors, theepof our common stock could decline
substantially. The following factors, among othexyld cause fluctuations in our quarterly opemtiesults or guidance:

» our ability to attract new customers and retairstxg customers

» our ability to accurately forecast revenue and appately plan our expense

* our ability to introduce new solution

» the actions of our competitors, including priciftanges or the introduction of new produ
» our ability to effectively manage our grow

» the mix of annual and mu-year subscriptions at any given tin

» seasonal variations or other cyclicality in the dechfor our solutions, including the purchasing badgeting cycles of our SMB
customers

» the timing and cost of advertising and marketirfgres;

» the timing and cost of developing or acquiring temlbgies, services, or business

« the timing, operating cost, and capital expendgusdated to the operation, maintenance, and eigran§our business
e service outages or security breaches and any dalatgact on our reputatio

» our ability to successfully manage any future asijons of businesses, solutions, or technolo¢

» the impact of worldwide economic, industry, and kediconditions and those conditions specific terinét usage and online
businesses

» costs associated with defending intellectual priypiefringement and other claims; a
» changes in government regulation affecting ourress

We believe that our quarterly revenue and operagsglts may vary significantly in the future ahdttperiod-to-period comparisons of
our operating results may not be meaningful. Yoausdhnot rely on the results of one quarter amdication of future performance.

Seasonal variations in our business may also daueations in our financial results. For example generally spend more on
advertising during the first and third quartersath year to capitalize on lower advertising rat¢bese periods and increased sales of device
that create or store data during post-holiday auk ibo school periods and our bookings tend toifpeeh in these periods. While we believe
that these seasonal trends have affected andamilinue to affect our quarterly results, our tregeg of rapid growth may have overshadowed
these effects to date. We believe that our busimagsbecome more seasonal in the future as ourthn@ate slows, and that such seasonal
variations in advertising expenditures and custopuechasing patterns may result in fluctuationsunfinancial results.

Growth may place significant demands on our managathand our infrastructure.

We have experienced substantial growth in our lassinThis growth has placed and may continue te@mnificant demands on our
management and our operational and financial itrfrakire. As our operations grow in size, scopé, @mplexity, we will need to improve
and upgrade our systems and infrastructure tocattra
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service, and retain an increasing number of custonide expansion of our systems and infrastruatilteequire us to commit substantial
financial, operational, and technical resourcesdwance of an increase in the volume of busineiis,ne assurance that the volume of busi
will increase. Any such additional capital investrtgewill increase our cost base. Continued growithiatalso strain our ability to maintain
reliable service levels for our customers, develng improve our operational, financial, and manag@montrols, enhance our reporting
systems and procedures, and recruit, train, aaghrbighly skilled personnel. If we fail to achietree necessary level of efficiency in our
organization as we grow, our business, financiati@mn, and operating results could be harmed.

We may expand by acquiring or investing in othemapanies, which may divert our management’s attentioesult in additional dilution to
our stockholders, and consume resources that areessary to sustain our business.

We may in the future acquire complementary prodsgsvices, technologies, or businesses. We mayeal®r into relationships with
other businesses to expand our portfolio of sohgtior our ability to provide our solutions in fageijurisdictions, which could involve preferi
or exclusive licenses, additional channels of ttigtion, discount pricing, or investments in otkempanies. We do not have substantial
experience with integrating and managing acquirgsiriesses or assets. Negotiating these transactonse time-consuming, difficult and
expensive, and our ability to complete these tratitsas may often be subject to conditions or apgal®that are beyond our control.
Consequently, these transactions, even if undertakd announced, may not close.

Acquisitions may also disrupt our business, dieartresources, and require significant managenterition that would otherwise be
available for the development of our business. Meeg, the anticipated benefits of any acquisitiomgestment, or business relationship may
not be realized or we may be exposed to unknovilitias, including litigation against the compasitat we may acquire. In connection with
any such transaction, we may:

e issue additional equity securities that would dilatir stockholder:

e use cash that we may need in the future to operatbusiness

e incur debt on terms unfavorable to us, that weuaable to repay, or that may place burdensomeagstrs on our operation

» incur large charges or substantial liabilities

* become subject to adverse tax consequences omstibstlepreciation, deferred compensation, orradlquisition-related
accounting charge

Any of these risks could harm our business andatjpey results.

Integration of an acquired compar’s operations may present challenges.

The integration of an acquired company requiregragother things, coordination of administrativees and marketing, accounting and
finance functions, and expansion of information emhagement systems. Integration may prove toffieuti due to the necessity of
coordinating geographically separate organizatetsintegrating personnel with disparate businaskdrounds and accustomed to different
corporate cultures. We may not be able to retaynekaployees of an acquired company. Additionah, process of integrating a new product
or service may require a disproportionate amounintd and attention of our management and finarasidl other resources. Any difficulties or
problems encountered in the integration of a nexdpct or service could have a material adverseedie our business.

The integration of an acquired company may costentizain we anticipate, and it is possible that wieimgur significant additional
unforeseen costs in connection with such integnatihich may negatively impact our earnings.
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In addition, we may only be able to conduct limitkee diligence on an acquired company’s operatiboklowing an acquisition, we may
be subject to unforeseen liabilities arising fromaaquired company’s past or present operationstes® liabilities may be greater than the
warranty and indemnity limitations that we negaiakny unforeseen liability that is greater thaesth warranty and indemnity limitations cc
have a negative impact on our financial condition.

Even if successfully integrated, there can be sarasice that our operating performance after aunisitign will be successful or will
fulfill management’s objectives.

The loss of one or more of our key personnel, or dailure to attract, integrate, and retain otherighly qualified personnel, could harm our
business.

We depend on the continued service and performaincer key personnel. We do not have long-term egpent agreements with any
of our officers or key employees. In addition, marfipur key technologies and systems are custade for our business by our personnel.
loss of key personnel, including key members ofrnanagement team, as well as certain of our keketiag, sales, product development, or
technology personnel, could disrupt our operatenms have an adverse effect on our ability to grawtusiness. In addition, several of our |
personnel have only recently been employed byngswae are still in the process of integrating thesesonnel into our operations. Our failure
to successfully integrate these key employeesdntdusiness could adversely affect our business.

To execute our growth plan, we must attract anaimédtighly qualified personnel. Competition for $eeemployees is intense, and we |
not be successful in attracting and retaining djedlipersonnel. We have from time to time in thetgxperienced, and we expect to contint
experience, difficulty in hiring and retaining higtskilled employees with appropriate qualificattoNew hires require significant training and,
in most cases, take significant time before théyea® full productivity. Our recent hires and pladrhires may not become as productive a
expect, and we may be unable to hire or retairicseifit numbers of qualified individuals. Many okthompanies with which we compete for
experienced personnel have greater resources thémave. In addition, in making employment decisjgasticularly in the internet and high-
technology industries, job candidates often comdiue value of the stock options that they areetiive in connection with their employment.
In addition, employees may be more likely to leaséf the shares they own or the shares underljien vested options have significantly
appreciated in value relative to the original passprices of the shares or the exercise prickmaiptions, or if the exercise prices of the
options that they hold are significantly above tierket price of our common stock. If we fail toratt new personnel, or fail to retain and
motivate our current personnel, our business aodthrprospects could be severely harmed.

Our corporate culture has contributed to our sucegsnd if we cannot maintain this culture as we gvpwe could lose the innovation,
creativity, and teamwork fostered by our cultureydour business may be harmed.

We believe that our corporate culture has beeryaastributor to our success. If we do not contitmidevelop our corporate culture as
we grow and evolve, including maintaining our cratof transparency with our employees, it couldrhaur ability to foster the innovation,
creativity, and teamwork that we believe that wechto support our growth. As our organization grawd we are required to implement more
complex organizational structures, we may finahd@reasingly difficult to maintain the beneficiapasts of our corporate culture, which could
negatively impact our future success. In addittbe,availability of a public market for our secig# could create disparities of wealth among
our employees, which could adversely impact refetiamong employees and our corporate culture iargén

Our operating results may be harmed if we are reul to collect sales or other related taxes for @ubscription services in jurisdictions
where we have not historically done so.

We do not believe that we are required to collatgs use, or other similar taxes from our custsirdowever, one or more states or
countries may seek to impose sales, use, or aikarallection obligations on us,

19



Table of Contents

including for past sales by us or our resellersathér partners. A successful assertion by a statetry, or other jurisdiction that we should
have or should be collecting sales, use, or otherston our services could, among other things|tressubstantial tax liabilities for past sales,
create significant administrative burdens for us¢aurage customers from purchasing our servigestherwise harm our business and
operating results.

Our ability to use net operating losses to offseture taxable income may be subject to certain liations.

As of December 31, 2012, we had federal, statef@meign net operating loss carryforwards, or NOafs$116.9 million, $107.0 million,
and $2.0 million, respectively, available to offegure taxable income, which expire in variousrggairough 2033 if not utilized. A lack of
future taxable income would adversely affect oulitgtio utilize these NOLs before they expire. Wmdhe provisions of the Internal Revenue
Code of 1986, as amended, or the Internal Reveonde Gubstantial changes in our ownership may timitamount of pre-change NOLSs that
can be utilized annually in the future to offsetaale income. Section 382 of the Internal RevenogeCor Section 382, imposes limitations on
a company'’s ability to use NOLs if a company exgeeces a more-than-50-percent ownership changeaaireee-year testing period. We
performed an analysis of our changes in ownerstigmugh December 31, 2012 and have adjusted our N®Io$ that date to reflect the usage
limitations, calculated in accordance with Sect®@2, resulting from such changes in ownershipdtfigonal changes in our ownership occur
in the future, our ability to use NOLs may be ferthimited. For these reasons, we may not be ahblgilize a material portion of the NOLs,
even if we achieve profitability. If we are limitéa our ability to use our NOLs in future yearswhich we have taxable income, we will pay
more taxes than if we were able to fully utilizer ®8OLs. This could adversely affect our operatiagults and the market price of our common
stock.

Any expenses or liability resulting from litigatiooould adversely affect our operating results andancial condition.

From time to time, we may be subject to claimstagdtion, including intellectual property litigath as described elsewhere in this Ani
Report on Form 10-K. Any such claims or litigatiory be time-consuming and costly, divert managemeswurces, require us to change our
services, require us to credit or refund subsaniptees, or have other adverse effects on our bssirAny of the foregoing could have a
material adverse effect on our operating resultscauld require us to pay significant monetary dgesaln addition, we receive and must
respond on a periodic basis to subpoenas from fd@r@ement agencies seeking information in conpaatiith criminal investigations. While
we have in place a procedure to respond to sugbogmas, any failure on our part to properly respgorgich subpoena requests could expose
us to litigation or other proceedings and adveraéfigct our business, financial condition, and afiag results.

Our success depends on our customers’ continuechksgeed access to the internet and the continudbdity of the internet
infrastructure.

Our business depends on our customers’ high-spmedato the internet, as well as the continuetter@ance and development of the
internet infrastructure. The future delivery of aatutions will depend on third-party internet seevproviders to expand high-speed internet
access, to maintain a reliable network with theessary speed, data capacity and security, andsedaecomplementary products and servi
including high-speed modems, for providing reliatal timely internet access and services. All eSénhfactors are out of our control. To the
extent that the internet continues to experienceeneased number of users, frequency of use, mihi@th requirements, the internet may
become congested and be unable to support the dsméaced on it, and its performance or reliabifitsty decline. Any internet outages or
delays could adversely affect our ability to prevgkrvices to our customers.

Our business may be significantly impacted by a oba in the economy, including any resulting effemt consumer spending.

Our business may be affected by changes in theoempgenerally, including any resulting effect omsomer spending. Our solutions
discretionary purchases, and our customers mayesttheir discretionary
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spending on our solutions during an economic dommtdlthough we have not experienced a materialicédn in subscription renewals, we
may experience such a reduction in the future,@aljhein the event of a prolonged recessionaryqeerConversely, media prices may increas
in a period of economic growth, which could sigedintly increase our marketing and advertising egpenAs a result, our business, financial
condition, and operating results may be signifigaatfected by changes in the economy generally.

We face many risks associated with our plans toaxg internationally, which could harm our businesfinancial condition, and operating
results.

We anticipate that our efforts to expand internaity will entail the marketing and advertisingafr services and brand and the
development of localized websites. We do not hawsstantial experience in selling our solutionsnteinational markets or in conforming to
the local cultures, standards, or policies necgdsasuccessfully compete in those markets, anthwst invest significant resources in order to
do so. We may not succeed in these efforts or aeluar customer acquisition or other goals. Foresarternational markets, customer
preferences and buying behaviors may be diffeserd,we may use business or pricing models thalifezent from our traditional
subscription model to provide cloud backup andteel@ervices to customers. Our revenue from negigormarkets may not exceed the costs
of establishing, marketing, and maintaining oueinttional offerings, and therefore may not beifable on a sustained basis, if at all.

In addition, conducting international operationbjeats us to new risks that we have not generalted in the U.S. These risks include:

» localization of our solutions, including translatimto foreign languages and adaptation for locatfices and regulatory
requirements

» lack of experience in other geographic mark
» strong local competitor:

» cost and burden of complying with, lack of famitigiwith, and unexpected changes in foreign lega gegulatory requirements,
including consumer and data privacy la'

» difficulties in managing and staffing internatiorglerations
» fluctuations in currency exchange rates or regrston foreign currenc

» potentially adverse tax consequences, includingtimeplexities of transfer pricing, foreign valuedad or other tax systems, dou
taxation and restrictions, and/or taxes on thetrigpmn of earnings

» dependence on third parties, including channehpastwith whom we do not have extensive experie

« compliance with the Foreign Corrupt Practices A&chnomic sanction laws and regulations, exportrotsjtand other U.S. laws a
regulations regarding international business oparst

» increased financial accounting and reporting busderd complexities
» political, social, and economic instability abrogetrorist attacks, and security concerns in génenal
» reduced or varied protection for intellectual pnapeights in some countrie

Operating in international markets also requirgsificant management attention and financial resesirThe investment and additional
resources required to establish operations and geagr@wth in other countries may not produce dddaeels of revenue or profitability.

Our software contains encryption technologies aieflypes of which are subject to U.S. and foreigport control regulations and, in
some foreign countries, restrictions on importatod/or use. Any failure on our part
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to comply with encryption or other applicable expmontrol requirements could result in financiahpkies or other sanctions under the U.S.
export regulations, including restrictions on fetexport activities, which could harm our businasd operating results. Regulatory restriction:
could impair our access to technologies that w& memproving our solutions and may also limitreduce the demand for our solutions
outside of the U.S.

We may not be able to maintain control of our bue#s in China.

The government of the People’s Republic of Chim&RC, restricts foreign investment in internet antine advertising businesses.
Accordingly, we operate our cloud backup businasShina through an affiliated entity in China owrmdan individual designated by us who
is a PRC citizen. We have entered into contractrangements with our affiliated entity and itsiindual stockholder that are intended to
protect our technologies and business. We havetbamds to the designated individual in orderrtal#e the individual to form the affiliated
entity and obtain any necessary licenses, includiménternet Content Provider (ICP) license, whias granted by the PRC government, and
we may continue to loan funds to the designatetyiahgal in the future. All loans are, and will camtie to be, secured by the capital stock o
affiliated entity and the designated individualcstoolder has granted us the contractual right ey@se his rights as the sole stockholder of the
affiliated entity.

We cannot assure you, however, that we will be sbenforce these contracts. We have no equity oshieinterest in the affiliated
entity and we rely on contractual arrangements thighentity and the designated individual stockptd control and operate the entity. These
contractual arrangements may not be as effectipeaniding control over the affiliated entity ageatit ownership. For example, the entity cc
fail to take actions required for, or beneficial doir business or fail to maintain our websiteiests contractual obligations to do so. In
addition, we cannot assure you that the individiareholder of the affiliated entity will always &t our best interests. If the individual
stockholder of our affiliated entity fails to perfo his obligations under the respective agreemeitksus, we may need to engage in litigation
in China to enforce our rights, which may be tineeguming and costly, divert management resourcdg\e other adverse effects on our
business, and we may not be successful in enforingights.

Enforcing agreements and laws in China is difficudtind may be impossible because China does not lzasemprehensive system of lav

In China, enforcement of contractual agreements Ineagporadic, and implementation and interpretaifdaws may be inconsistent. The
PRC judiciary is relatively inexperienced in interfing agreements and enforcing China’s laws, teath a higher than usual degree of
uncertainty as to the outcome of any litigationeEwhere adequate law exists in China, it may eqidssible to obtain swift and equitable
enforcement of such law, or to obtain enforceménat jodgment or an arbitration award by a courdiedther jurisdiction. The PRC governm
has exercised and continues to exercise substantisiol over virtually every aspect of the Chinesenomy through regulation and state
ownership. Many of the current reforms that suppaotate business in China are of recent origiarerprovisional in nature. Other political,
economic and social factors, such as political geanchanges in the rates of economic, growth, plment, or inflation, or in the dispariti
of per capita wealth among citizens of China artevben regions within China, could also lead toHartreadjustment of the PRC government
reform measures. It is not possible to predict Wwhethe PRC government will continue to be as stijpygoof private business in China, nor is
it possible to predict how any future reforms waitfect our business.

Specifically, the laws and regulations governing lousiness or the enforcement and performancergbramposed contractual
arrangements with our affiliated Chinese entity Hreldesignated individual stockholder are reldyivew and may be subject to change, and
their official interpretation and enforcement mayalve substantial uncertainty. New laws and retijuria that affect our business may also be
applied retroactively. We cannot assure you thaRRC government would agree that the operatirsgngements of our affiliated Chinese
entity comply with PRC licensing, registration, or othegulatory requirements, with existing policiesyath requirements or policies that i
be adopted in the future. For example, in Septer@b¢l, the PRC
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Ministry of Commerce stated that the relevant depants of the PRC government are jointly conside&ddditional regulation of the type of
investment structure that we use, which is basetth®@@approach used by other non-PRC companiesr@sfiect to their conduct of businesses
that require an ICP license. If the PRC governndettrmines that we do not comply with applicable, ld could revoke our business and
operating licenses and those of our affiliated €b@entity, including our affiliated entity’s ICiednse, require us to restructure our operation:
require us to discontinue or restrict our operajaastrict our right to collect revenue, block aabsites, impose additional conditions or
requirements with which we may not be able to comiphpose restrictions on our business operatiormaur customers, or take other
regulatory or enforcement actions against us thaldcbe harmful to our business.

In addition, because of the particular weaknesh®fChinese intellectual property regime, it ieoftlifficult to create and enforce
intellectual property rights in China. Accordinglye may not be able to effectively protect ourliettual property rights in China against
infringement by other business entities, individyaind current or former employees.

Risks Related to Intellectual Property

Assertions by a third party that our solutions irifige its intellectual property, whether or not catct, could subject us to costly and ti-
consuming litigation or expensive licenses. We atgrently a defendant in a lawsuit alleging patemtfringement.

There is frequent litigation in the software anchteology industries based on allegations of infeimgnt or other violations of intellectt
property rights. Many companies are devoting sigaift resources to obtaining patents that coulkecafhany aspects of our business. Third
parties may claim that our technologies or solimrringe or otherwise violate their patents drastintellectual property rights. As we face
increasing competition and become increasinghbigsas a publicly-traded company, or if we beconmeensuccessful, the possibility of new
third-party claims may increase.

We have licensed proprietary technologies frondtpaurties that we use in our technologies and lessirand we cannot be certain that
the owners’ rights in their technologies will n@ thallenged, invalidated, or circumvented. If wefarced to defend ourselves against
intellectual property infringement claims, whetligey have merit or are determined in our favormay face costly litigation, diversion of
technical and management personnel, limitationsuwrability to use our current websites and tecbgiels, and an inability to market or
provide our solutions. As a result of any suchnalave may have to develop or acquire non-infringeghnologies, pay damages, enter into
royalty or licensing agreements, cease providintageservices, adjust our marketing and advedisictivities, or take other actions to resolve
the claims. These actions, if required, may belgastunavailable on terms acceptable to us, atlat

Furthermore, we may acquire proprietary technokiem third parties and may incorporate such teldgies in our solutions. In
addition to the general risks described above &ssutwith intellectual property and other propaigtrights, we are subject to the additional
risk that the seller of such technologies may rstehappropriately created, maintained, or enfoticeit rights in such technology.

In August 2010, Oasis Research, LLC, or Oasis Reketiled a lawsuit against us and several ofemmpetitors and other online
technology companies in the U.S. District Courttfog Eastern District of Texas, alleging that doud backup storage services and other
companies’ products or services infringe certai@astis Research’s patents. Oasis Research sealsahfor damages in an unspecified
amount. Oasis Research does not currently seefjuarction. A trial date has been set for March20t,.3. We are not able to assess with
certainty the outcome of this lawsuit or the amaumtange of potential damages or future paymesgs@ated with this lawsuit at this time.
However, any litigation is subject to inherent unamties, and there can be no assurance thakgienses associated with defending this
lawsuit or its resolution will not have a matetdaverse impact on our business, operations, finhoondition, or cash flows.
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Our success depends in large part on our abilitypimtect and enforce our intellectual property ri¢h If we are not able to adequately
protect our intellectual property and proprietargt¢hnologies to prevent use or appropriation by @ampetitors, the value of our brand ar
other intangible assets may be diminished, and business may be adversely affected.

Our future success and competitive position depetarge part on our ability to protect our intelleal property and proprietary
technologies. We rely on a combination of tradempatent, copyright, and trade secret laws, as agetlonfidentiality procedures and
contractual restrictions, to establish and protectproprietary rights, all of which provide oniynited protection and may not now or in the
future provide us with a competitive advantage. ®ERIITE is a registered trademark in the U.S. andvier 30 other countries, including
countries in the European Union. Carbonite alsoad@stional registrations and pending applicatifomsadditional marks in the U.S. and other
countries, including but not limited to “Carbonitbe Better Backup Plan”, Green Dot Logo, “Backpt Get it back”, “Because Your Life is
On Your Computer”, Carbonite and the Green Dot Ld@arbonite Lock Logo and Chinese character reptatiens for Carbonite. We cannot
assure you that any future trademark registratigtide issued for pending or future applicatiomglmat any registered trademarks will be
enforceable or provide adequate protection of oopietary rights. We currently have four issuetepés and 18 pending patent applications il
the U.S. and internationally. We cannot assuretizatiany patents will issue from any such pateptiegtions, that patents that issue from <
applications will give us the protection that welseor that any such patents will not be challengalidated, or circumvented. Any patents
that may issue in the future from our pending durfel patent applications may not provide suffidigbtoad protection and may not be
enforceable in actions against alleged infringers.

There can be no assurance that the steps thakevevithbe adequate to protect our technologiesiatellectual property, that our
trademark and patent applications will lead tostgied trademarks or issued patents, that othdirsatidevelop or patent similar or superior
technologies, products, or services, or that mdemarks, patents, and other intellectual propeittynot be challenged, invalidated, or
circumvented by others. Furthermore, effectivedradrk, patent, copyright, and trade secret pratectiay not be available in every country in
which our services are available or where we hawgl@yees or independent contractors. In additioa |¢gal standards relating to the validity,
enforceability, and scope of protection of intelled property rights in internet-related industré@s uncertain and still evolving.

We may be involved in lawsuits to protect or enfemur patents, which could be expensive and timastoning and could materially harm
our business.

The steps we have taken may not adequately protedhtellectual property or prevent unauthorized of our technologies. Others may
independently develop technologies that are cortiyeetio ours or infringe our intellectual properfyo counter infringement or unauthorized
use, we may be required to file patent infringenadgitns, which can be expensive and time-consungidigigate. In addition, in an
infringement proceeding, a court may decide thaatent of ours is not valid or is unenforceablemary refuse to stop others from using the
technology at issue on the grounds that our pafedt( not cover such technology. An adverse detetioin of any litigation or defense
proceedings could put one or more of our patentislabf being invalidated or interpreted narrowatyd could put our patent applications at risl
of not being issued. If our efforts to protect terhnologies and intellectual property are inadégjuhe value of our brand and other intangible
assets may be diminished and competitors may leetalvhimic our solutions and methods of operatiémy. of these events could have a
material adverse effect on our business, finargabition, and operating results.

Furthermore, because of the substantial amounisobdery required in connection with intellectuabperty litigation, there is a risk that
some of our confidential information could be coomised by disclosure. In addition, during the cew§any such litigation, there could be
public announcements of the results of hearingsiom®, or other interim proceedings or developmdiitsecurities analysts or investors
perceive these results to be negative, it coule lrasubstantial adverse effect on the price otoarmon stock.
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Confidentiality agreements with employees and otharay not adequately prevent disclosure of our &amkcrets and proprietary
information. Failure to protect our proprietary indrmation could make it easier for third parties tmmpete with our solutions and harm o
business.

We have devoted substantial resources to the dawelot of our proprietary technologies and related@sses. In order to protect our
proprietary technologies and processes, we rghaihon trade secret laws and confidentiality agesgs with our employees, licensees,
independent contractors, and other advisors. Thgsements may not effectively prevent disclos@i@ofidential information and may not
provide an adequate remedy in the event of unaatitbdisclosure of confidential information. In ddth, others may independently discover
our trade secrets, in which case we would not e tabassert trade secret rights, or develop sirtélehnologies and processes. Further, laws |
certain jurisdictions may afford little or no tragecret protection, and any changes in, or uneggdeoterpretations of, the intellectual property
laws in any country in which we operate may compsenour ability to enforce our intellectual properights. Costly and time-consuming
litigation could be necessary to enforce and ddtesrthe scope of our proprietary rights, and failar inability to obtain or maintain trade
secret protection or otherwise protect our proprietights could adversely affect our business.

Our use of “open source” software could negativelffect our ability to sell our solutions and subjeas to possible litigation.

A portion of the technologies licensed by us to customers incorporates so-called “open sourcaiveoé, and we may incorporate open
source software in the future. Such open sourdwvaof is generally licensed by its authors or othid parties under open source licenses.
These licenses may subject us to certain unfave@aiditions, including requirements that we offer solutions that incorporate the open
source software for no cost, that we make pubhelgilable source code for modifications or derivativorks we create based upon,
incorporating, or using the open source softwand/a that we license such modifications or derixatwvorks under the terms of the particular
open source license. Additionally, if a third-pastftware provider has incorporated open sourdsvaoé into software that we license from
such provider, we could be required to discloseayur source code that incorporates or is a naatibn of such licensed software. If an
author or other third party that distributes opeurse software that we use or license were to allkgt we had not complied with the
conditions of the applicable license, we coulddmuired to incur significant legal expenses defegadigainst such allegations and could be
subject to significant damages, enjoined from #ie ef our solutions that contained the open sosoésvare, and required to comply with the
foregoing conditions. Any of the foregoing couldmipt the distribution and sale of our solutiond harm our business.

We rely on third-party software, including serveoftware and licenses from third parties to use patied intellectual property, that is
required to develop and provide our solutions.

We rely on software licensed from third partiesiéwelop and offer our solutions, including senatware from Microsoft and other
patented third-party technologies. In addition,mesy need to obtain future licenses from third partd use intellectual property associated
with the development of our solutions, which migbt be available to us on acceptable terms, di.amy loss of the right to use any softwz
required for the development and maintenance ofolutions could result in delays in the provisadrour solutions until equivalent
technology is either developed by us, or, if alddarom others, is identified, obtained, and iméggd, which delay could harm our business.
Any errors or defects in third-party software corddult in errors or a failure of our solutions,igthcould harm our business.

If we are unable to protect our domain names, owputation, brand, customer base, and revenue, al ageour business and operatir
results, could be adversely affected.

We have registered domain names for websites, drsUtRat we use in our business, such as www.c#@goom. If we are unable to
maintain our rights in these domain names, our @titgos or other third parties could capitalizeaur brand recognition by using these
domain names for their own benefit. In
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addition, although we own the Carbonite domain namger various global top level domains such as.and .net, as well as under various
country-specific domains, we might not be ableotanay choose not to, acquire or maintain othentrgespecific versions of the Carbonite
domain name or other potentially similar URLs. Damaames similar to ours have already been regdtierthe U.S. and elsewhere, and our
competitors or other third parties could capitalimeour brand recognition by using domain namedairo ours. The regulation of domain
names in the U.S. and elsewhere is generally caeduny internet regulatory bodies and is subjechtange. If we lose the ability to use a
domain name in a particular country, we may beddno either incur significant additional expensemarket our solutions within that
country, including the development of a new brand the creation of new promotional materials, ecthot to sell our solutions in that
country. Either result could substantially harm business and operating results. Regulatory badiekl establish additional top-level
domains, appoint additional domain name regist@rsodify the requirements for holding domain namfs a result, we may not be able to
acquire or maintain the domain names that utileertame Carbonite in all of the countries in whighcurrently conduct or intend to conduct
business. Further, the relationship between reigngoverning domain names and laws protectirdetraarks and similar proprietary rights
varies among jurisdictions and is unclear in somsglictions. We may be unable to prevent thirdipaffrom acquiring and using domain
names that infringe, are similar to, or otherwiserdase the value of, our brand or our tradem@&recting and enforcing our rights in our
domain names and determining the rights of othexg raquire litigation, which could result in subgtal costs, divert management attention,
and not be decided favorably to us.

Material defects or errors in our software could ha our reputation, result in significant costs tos and impair our ability to sell ou
solutions.

The software applications underlying our solutians inherently complex and may contain materiaécksfor errors, particularly when
first introduced or when new versions or enhanceamare released. We have from time to time fouridate or errors in our solutions, and r
defects or errors in our existing solutions maybtected in the future by us or our customers.csts incurred in correcting such defects or
errors may be substantial and could harm our operatsults. In addition, we rely on hardware pasgd or leased and software licensed fron
third parties to offer our solutions. Any defegtsér unavailability of, our or third-party softweaor hardware that cause interruptions to the
availability of our solutions could, among otheintys:

e cause areduction in revenue or delay in marked@ance of our solution
e require us to issue credits or refunds to our gusts or expose us to claims for damay
e cause us to lose existing customers and make & whifficult to attract new customel

« divert our development resources or require usakerextensive changes to our solutions or softwelnesh would increase our
expenses

e increase our technical support costs;
e harm our reputation and brar

Risks Related to Ownership of our Common Stock

Our stock price may be volatile due to fluctuatioimsour operating results and other factors, eachwhich could cause our stock price to
decline.

Shares of our common stock were sold in our ingiddlic offering in August 2011 at a price of $1@@er share, and our common stock
has subsequently traded as high as $21.10 anevass|85.75. An active, liquid, and orderly marl@tdéur common stock may not be
developed or sustained, which could depress thinggrice of our common stock. The market priaestwares of our common stock could be
subject to significant
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fluctuations in response to various factors, somehich are beyond our control. Some of the factbed may cause the market price for share
of our common stock to fluctuate include:

» fluctuations in our quarterly financial resultstbe quarterly financial results of companies pesegito be similar to u:
» actual or anticipated fluctuations in our key opiagametrics, financial condition, and operatinguks;

* loss of existing customers or inability to attraetv customers

e actual or anticipated changes in our growth 1

e announcements of technological innovations or nff@riags by us or our competitor

« our announcement of actual results for a fiscalbopethat are lower than projected or expected orammouncement of revenue or
earnings guidance that is lower than expec

e changes in estimates of our financial results comemendations by securities analy

« failure of any of our solutions to achieve or maintmarket acceptanc

e changes in market valuations of similar compar

e success of competitive products or servi

» changes in our capital structure, such as futsgaisces of securities or the incurrence of ¢

* announcements by us or our competitors of signifiproducts or services, contracts, acquisitionstrategic alliance:
* regulatory developments in the U.S. or foreign ¢oes;

» actual or threatened litigation involving us or auolustry;

» additions or departures of key personi

» general perception of the future of the cloud backarket or our solution:

» share price and volume fluctuations attributablmémnsistent trading volume levels of our sha
» sales of our shares of common stock by our existiagkholders; an

e changes in general economic, industry, and maxkaditions.

In addition, the stock market in general, and tlaekat for internet-related companies in particutas experienced extreme price and
volume fluctuations that have often been unrelatedisproportionate to the operating performanctho$e companies. Securities class action
litigation has often been instituted against conmggfollowing periods of volatility in the overatharket and in the market price of a company’
securities. This litigation, if instituted againg, could result in very substantial costs, dieeitmanagement’s attention and resources, and
harm our business, financial condition, and opegatesults. In addition, recent fluctuations in timancial and capital markets have resulted ir
volatility in securities prices.

If we fail to maintain proper and effective interdaontrols, our ability to produce accurate and tety financial statements could k
impaired, which could harm our operating resultsupability to operate our business, and investowsews of us.

Ensuring that we have adequate internal financidlaccounting controls and procedures in placéaovwe can produce accurate
financial statements on a timely basis is a caatly time-consuming effort that needs to be evallimeziuently. As part of our process of
documenting and testing our internal control ovweariicial reporting, we may identify areas for ferttattention and improvement.
Implementing any appropriate changes to our interoatrols may distract our officers and employesgail substantial costs to modify our
existing
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processes, and take significant time to complétes& changes may not, however, be effective intaiaing the adequacy of our internal
controls, and any failure to maintain that adequacyonsequent inability to produce accurate fomrstatements on a timely basis, could
increase our operating costs and harm our busitreasldition, investors’ perceptions that our intrcontrols are inadequate or that we are
unable to produce accurate financial statementstonely basis may harm our stock price and makwoite difficult for us to effectively
market and sell our solutions to new and existingt@mers.

Our failure to raise additional capital or generatide cash flows necessary to expand our operatiand invest in our business could reduce
our ability to compete successfully.

Although we currently anticipate that our availatlaeds, including the net proceeds of our initiabfic offering and our available bank
line of credit, will be sufficient to meet our casbeds for at least the next 12 months, we mayineegdditional financing in the future. Our
ability to obtain financing will depend, among athieings, on our development efforts, businessglaperating performance and condition of
the capital markets at the time we seek finandinge need to raise additional funds, we may noable to obtain additional debt or equity
financing on favorable terms, if at all. If we miadditional equity financing, our stockholders reaperience significant dilution of their
ownership interests, and the per share value of@mmon stock could decline. If we engage in detatrfcing, we may be required to accept
terms that restrict our ability to incur additiomatlebtedness and force us to maintain specifeeddity or other ratios. If we need additional
capital and cannot raise it on acceptable termsnase not be able to, among other things:

» develop or enhance our solutio

e continue to expand our development, sales, andatiagkorganizations

e acquire complementary technologies, products, sinesses

» expand our operations in the U.S. or internatign.

e hire, train, and retain employet

* respond to competitive pressures or unanticipatattiwg capital requirements;
* continue our operation

Future sales of shares of our common stock by erigtstockholders could depress the market priceoaf common stock.

If our existing stockholders sell, or indicate atent to sell, a substantial number of shares ofommon stock in the public market, the
trading price of our common stock could declinengigantly. A large portion of our outstanding seaof common stock is held by our
directors, executive officers, and holders of nmben 5% of our common stock, or their respectiVidiaes. Two of our largest shareholders
venture capital funds, which are typically struetlito have a finite life. As these venture cagitats approach or pass the respective terms o
their funds, their decision to sell or hold our ecoon stock may be based not only on the underlyimgstment merits of our securities but alsc
on the requirements of their internal fund struetuxdditionally, our directors, executive officees)d holders of more than 5% of our common
stock, and their respective affiliates beneficiallyn approximately 18.5 million shares of our conmnstock, which represents 69% of our
issued and outstanding shares of common stock Bea#mber 31, 2012. If these shares are sold,itisiperceived that they will be sold in-
public market, the trading price of our common ktoould decline substantially.

Our directors, executive officers, and principalostkholders have substantial control over us and tbdelay or prevent a change in
corporate control.

Our directors, executive officers, and holders ofethan 5% of our common stock, together withrthfiliates, beneficially hold a
majority of our outstanding shares of common staoét have the ability to control the outcome of eratsubmitted to our stockholders for
approval, including the election of directors ang a
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merger, consolidation, or sale of all or substdigtell of our assets. In addition, these stockleodd acting together, have the ability to contn
influence the management and affairs of our comp@hig concentration of ownership could limit yability to influence corporate matters
and may have the effect of delaying or preventiggange in control of our company.

If securities or industry analysts do not publishr oease publishing research or reports about usr business, or our market, or if the
change their recommendations regarding our stockvadsely, our stock price and trading volume couleatine.

The trading market for our common stock will bduehced by the research and reports that industsgaurities analysts may publish
about us, our business, our market, or our conqustitf any of the analysts who cover us change tkeommendation regarding our securities
adversely, or provide more favorable relative resmndations about our competitors, our stock prioalt/likely decline. If any analyst who
covers us were to cease coverage of our compaiajl o regularly publish reports on us, we coudé visibility in the financial markets,
which in turn could cause our stock price or trgdiolume to decline.

Our management will continue to have broad discmstiover the use of the proceeds we received inioitial public offering and might not
apply the proceeds in ways that increase the valfigour investment.

Our management will continue to have broad disonetib use our net proceeds from our initial pubffering, and you will be relying on
the judgment of our management regarding the agic of these proceeds. Our management mightppdy ghese proceeds in ways that
increase the value of your investment. We intengsethe remaining net proceeds from our initiddligwoffering primarily for general
corporate purposes, including working capital, saled marketing activities, general and adminisganatters, and capital expenditures. We
may also use a portion of these proceeds to acdmirest in, or obtain rights to complementary teadbgies, solutions, or businesses. Until we
use these proceeds from our initial public offeriweg plan to invest them, and these investmentsnoayield a favorable rate of return. If we
do not invest or apply the remaining net proceeais four initial public offering in ways that enhanstockholder value, we may fail to achieve
expected financial results, which could cause tagksprice to decline.

We do not currently intend to pay dividends on aommon stock and, consequently, your ability to @sle a return on your investment will
depend on appreciation in the price of our commadock.

We have never declared or paid any cash dividendsiocommon stock and do not intend to do sotferforeseeable future. We
currently intend to invest our future earningsrtfy, to fund our growth and continuing operatidnsaddition, the provisions of our revolving
credit facility prohibit us from paying cash divitds. Therefore, you are not likely to receive aiwdegnds on your shares of common stock fo
the foreseeable future and the success of an meestin shares of our common stock will depend ugonfuture appreciation in their value.
Our common stock may not appreciate in value onemaintain the price at which our stockholders haweehased their shares.

Anti-takeover provisions contained in our certificaté incorporation and bylaws, as well as provisions@elaware law, could impair a
takeover attempt.

Our certificate of incorporation and bylaws contaiovisions that could have the effect of delayangpreventing changes in control or
changes in our management without the consentrdf@ard of directors. These provisions include:

» aclassified board of directors with threear staggered terms, which may delay the abifistackholders to change the member
of a majority of our board of director

* no cumulative voting in the election of directasdyich limits the ability of minority stockholders tlect director candidate
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» the exclusive right of our board of directors teatla director to fill a vacancy created by theaggion of the board of directors or
the resignation, death, or removal of a directdricl prevents stockholders from being able tovitancies on our board of
directors;

» the ability of our board of directors to determtndssue shares of preferred stock and to deterthimerice and other terms of thc
shares, including preferences and voting rightthaut stockholder approval, which could be usesigaificantly dilute the
ownership of a hostile acquire

« aprohibition on stockholder action by written cents which forces stockholder action to be takesma&annual or special meeting of
our stockholders

« the requirement that a special meeting of stocldrsichay be called only by the chairman of the bo&directors, the chief
executive officer, or the board of directors, whinhy delay the ability of our stockholders to focomsideration of a proposal or to
take action

« limiting the liability of, and providing indemnifation to, our directors and officel
« controlling the procedures for the conduct and duhieg of stockholder meeting

» providing the board of directors with the expresser to postpone previously scheduled annual mgetif stockholders and to
cancel previously scheduled special meetings akbimders;

» providing that directors may be removed prior te éxpiration of their terms by stockholders onlydause; an

» advance notice procedures that stockholders muasplyowith in order to nominate candidates to ouaroloof directors or to propa
matters to be acted upon at a stockholders’ meetihith may discourage or deter a potential acqdifmom conducting a
solicitation of proxies to elect the acqu’s own slate of directors or otherwise attemptingkitain control of us

These provisions, alone or together, could delafileatakeovers and changes in control of our comma changes in our management.

As a Delaware corporation, we are also subjectdwigions of Delaware law, including Section 203lwé Delaware General Corporation
Law, which prevents some stockholders holding nioba& 15% of our outstanding common stock from eimggim certain business
combinations without approval of the holders ofstahtially all of our outstanding common stock. Ampvision of our certificate of
incorporation or bylaws or Delaware law that haseffect of delaying or deterring a change in aadrttould limit the opportunity for our
stockholders to receive a premium for their shafesir common stock, and could also affect theeptiat some investors are willing to pay
our common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Our principal executive offices are located in BostMassachusetts, in a 39,775 square-foot facilitger a lease expiring on
December 31, 2016. We also have a 22,592 squatretstomer support facility in Lewiston, Maine unddease expiring on June 1, 2016.
maintain small offices in Princeton, New Jersey Sodnyvale, California, as well as a small develepnoffice in Beijing, China.

Our data centers are located at two facilities msbachusetts and one facility in Arizona. Our Wiakef Massachusetts and Phoenix,
Arizona data center leases expire between Septe?@iérand January 2016 and our Somerville, Massattsuseparate data hosting
arrangement is cancellable by us upon 120 daygeot
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ITEM 3. LEGAL PROCEEDINGS

In August 2010, Oasis Research, LLC, or Oasis Reketiled a lawsuit against us and several ofemmpetitors and other online
technology companies in the U.S. District Courttfee Eastern District of Texas, alleging that doud backup storage services, and the othel
companies’ products or services, infringe certdi®asis Research’s patents. Oasis Research seekgath for damages in an unspecified
amount. Oasis Research does not currently seefjuarction. A trial date has been set for March20t 3. We are not able to assess with
certainty the outcome of this lawsuit or the amaumange of potential damages or future paymesgs@ated with this lawsuit at this time.

In May 2012, Markley Boston, LLC filed a lawsuitaigst us in Massachusetts Superior Court seekirfyiilllion in damages related to
our termination of a data center lease. We haveiadc$1.0 million, being the discounted presenti@alf the remaining contractual payments
under the lease agreement. In addition, as a rekaltourt order, we have presented $0.5 millionestricted cash on our balance sheet. See
Notes 12 and 13 to our financial statements inaduglsewhere in this Annual Report on Forn-K for additional information.

While we are not able to assess with certaintyotiteome of these lawsuits, we intend to defendedues and prosecute our
counterclaims vigorously. However, any litigati@nsubject to inherent uncertainties, and therebeamo assurance that the expenses associa
with defending these lawsuits or their resolutidh mot have a material adverse impact on our bessnoperations, financial condition, or cask
flows. In addition to these lawsuits, from timetitme, we have been and may become involved in legeleedings arising in the ordinary
course of our business. Although the results ifditon and claims cannot be predicted with cetyaiwe are not presently involved in any
other legal proceeding in which the outcome, itd@ined adversely to us, would be expected to havaterial adverse effect on our business
operating results, or financial condition. Regasdlef the outcome, litigation can have an advemgmct on us because of defense and
settlement costs, diversion of management resouaoesother factors.

ITEM 4. MINE SAFETY DISCLOSURES
Not Applicable.
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PART Il

ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

Our common stock has been traded on The NASDAQ & ldlarket under the symbol “CARB” since our init@lblic offering on
August 11, 2011. Prior to this time, there was nblic market for our common stock. The followingleshows the high and low sale prices
per share of our common stock as reported on Th8NXQ Global Market for the periods indicated:

2012 2011

High Low High Low

First Quarter $11.6¢ $7.9C $ — $ —
Second Quarte $11.7( $6.7¢4 $ — $ —
Third Quartel $10.1¢ $5.7¢ $21.1(C $10.8(C
Fourth Quarte $10.1: $5.7¢ $14.6¢ $10.62

On March 1, 2013, the closing price as reported@lom NASDAQ Global Market, of our common stock wa&s7@¥ per share. As of
March 1, 2013, we had approximately 60 holdersobrd of our common stock. This does not inclugerthmber of persons whose stock is
held in nominee or “street” name accounts througtkdrs.

We have never declared or paid, and do not anteigeclaring or paying, any cash dividends on oanrmon stock. Any future
determination as to the declaration and paymedividends, will be at the discretion of our boafdlwectors and will depend on then existing
conditions, including our financial condition, op&ng results, contractual restrictions, capitguieements, business prospects, and other
factors that our board of directors may deem releva

Our equity plan information required by this itesriricorporated by reference to the informationant R, Iltem 12 of this Annual Report
on Form 10-K.

Performance Graph

The following performance graph compares the cutiveldotal return to holders of our common stocktfe period from August 11,
2011, the date our common stock commenced tradinthe NASDAQ Global Market, through December 311 2(gainst the cumulative
total return of The NASDAQ Composite Index and NESDAQ-100 Technology Sector Index.

The comparison assumes that $100.00 was investad ibcommon stock, The NASDAQ Composite Index ahd NASDAQ-100
Technology Sector Index, and assumes reinvestnfi@tidends, if any. The graph assumes the initédlie of our common stock on
August 11, 2011 was the closing sale price ondbgtof $12.35 per share and not the initial offgnimice to the public of $10.00 per share.
performance shown on the graph below is basedsiarhdal results and is not intended to suggestréuperformance.
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COMPARISON OF CUMULATIVE TOTAL RETURN
AMONG CARBONITE, INC., THE NASDAQ COMPOSITE INDEX
AND THE NASDAQ-100 TECHNOLOGY SECTOR INDEX

Stockholder Return Graph - Quarterly
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This performance graph shall not be deemed “satigimaterial” or to be “filed” with the Securitieand Exchange Commission for
purposes of Section 18 of the Securities ExchawotefA 934, as amended, or otherwise subject tdighdities under that Section, and sh
not be deemed to be incorporated by referenceanyofiling of Carbonite, Inc. under the Securitést of 1933, as amended.

Recent Sales of Unregistered Securities
There were no unregistered sales of our equityriggsuduring the twelve months ended Decembe812.

Use of Proceeds

On August 10, 2011, our registration statementemFS-1 (File No. 333-174139) was declared effector our initial public offering.
On August 16, 2011, we closed our initial publiteahg of 7,187,500 shares of common stock at ériofy price of $10.00 per share, of wt
6,303,973 shares were sold by us, including 937sb@es pursuant to the underwriters’ option telpase additional shares, and 883,527
shares were sold by selling stockholders. The wwiters of the offering were Merrill Lynch, Pierdéenner & Smith Incorporated, J.P.
Morgan Securities LLC, William Blair & Company, LC., Canaccord Genuity Inc., Oppenheimer & Co.,land Pacific Crest Securities Inc.
Following the sale of the shares in connection wighclosing of our initial public offering, thefefing terminated.

As a result of the offering, including the undeters’ option to purchase additional shares, weivedenet proceeds of $55.6 million,
after deducting total expenses of $7.4 million,sisting of underwriting discounts and commission$44 million and offering-related
expenses of $3.0 million. None of such payment®wi@ect or indirect payments to any of the Compmdirectors or officers or their
associates, to person owning 10% or more of oumeomstock, or to any of our affiliates.
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The net proceeds to us from our initial public dffg have been invested in money market accourtgamernment and government
agency securities.

There has been no material change in the planreedfysroceeds from our initial public offering assdribed in our prospectus filed with
the Securities and Exchange Commission pursudRtik® 424(b) under the Securities Act.

ITEM 6. SELECTED CONSOLIDATED FINANCIAL AND OTHER D ATA

You should read the following selected consoliddieancial and other data below in conjunction withanagement'’s Discussion and
Analysis of Financial Condition and Results of Ggtiems” and the consolidated financial statemeaetated notes, and other financial
information included in this Annual Report on Fot®K. The selected consolidated financial and otlaa in this section are not intended to
replace the consolidated financial statements amd@alified in their entirety by the consolidafethncial statements and related notes
included elsewhere in this Annual Report on ForrK10

The consolidated statements of operations datthéoyears ended December 31, 2012, 2011 and 2@ltharconsolidated balance she
data as of December 31, 2012 and 2011 are dengeddur audited consolidated financial statememthided elsewhere in this report. The
consolidated statements of operations data foyehes ended December 31, 2009 and 2008 and thelictated balance sheets data as of
December 31, 2010, 2009 and 2008 are derived franawdited consolidated financial statements ndtigted in this Annual Report on Form
10-K. Historical results are not necessarily intlieaof the results to be expected in the future.

Years Ended December 31
2012 2011 2010 2009 2008
(in thousands, except share and per share dat

Consolidated statements of operations dat:

Revenue $ 84,04 $ 60,51 $ 38,56 $ 19,11 $ 8,20:
Cost of revenue (1 29,06( 23,20: 16,28 8,954 4,27:
Gross profit 54,98: 37,31( 22,27¢ 10,16( 3,92¢
Operating expenses (-
Research and developmt 19,92t 16,51 10,86¢ 6,21( 4,66:
General and administrati 9,92¢ 6,631 4,20¢ 2,48¢ 2,38¢
Sales and marketir 42,71¢ 37,72 33,09¢ 21,06° 14,72¢
Restructuring charge 1,34 — — — —
Total operating expens 73,91. 60,86¢ 48,17! 29,76 21,78:
Loss from operation (18,939 (23,559 (25,896 (19,607) (17,857
Interest and other income, r 38 41 13¢ 377 41%
Loss before income tax (18,896 (23,519 (25,767) (19,229 (17,439
Provision for income taxe (40 (23 — — —
Net loss (18,936 (23,53¢) (25,769 (19,229 (17,439
Accretion of redeemable convertible preferred
stock — (12¢) (210 (210 (210
Net loss attributable to common stockholc $ (18,936 $ (23,669 $ (25,979 $ (19,43) $ (17,649
Basic and diluted net loss per share attributable t
common stockholdel $ (0.79) $ (1.89) $ (5.90 $ (4.7¢) $ (4.6))

Weightedaverage number of common shares
in computing basic and diluted net loss per
share 25,503,06 12,841,23 4,399,13 4,065,23! 3,828,07
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(1) Stocl-based compensation included in the consolidatedmstnts of operations data above was as foll

Years Ended December 31

2012 2011 2010 2009 200¢

(in thousands)
Cost of revenu $ 44C $207 $ 45 $ 35 $16
Research and developmt 1,19¢ 511 171 88 38
General and administratiy 1,57¢ 34¢ 227 18¢€ 89
Sales and marketir 91z 381 99 79 60

As of December 31
2012 2011 2010 2009 2008
(in thousands)

Consolidated balance sheet data:

Cash $ 40,34: $59,84. $ 13,85t $ 28,27¢ $ 2,54:
Working capital (deficit (11,685 18,83¢ (12,38) 12,59t 12,26¢
Total asset 100,92! 99,60¢ 40,94 46,43 30,70:
Deferred revenue, including current port 75,20¢ 59,69¢ 38,72: 23,144 9,401
Total liabilities 86,99 72,00« 47,83¢ 29,14¢ 14,00¢
Preferred stock warrant liabilii — — 82 18 18
Redeemable and convertible st — — 68,73( 67,77( 48,38’
Total stockholder equity (deficit) 13,93 27,60: (75,627 (50,48¢) (31,696

Years Ended December 31
2012 2011 2010 2009 2008
(in thousands, except percentage dat:

Key metrics:

Total customers (1 1,431 1,22z 951 59C 281
Annual retention rate (< 84% 82% 83% 79% 81%
Renewal rate (3 82% 82% 81% 78% 78%
Bookings (4) $98,48¢ $80,90( $ 54,14: $32,85 $ 14,06¢
Free cash flow (& $(4,065) $(5,979) $(12,204) $(8,04%) $(12,409

(1) We define total customers as the number of paith@are Home and Business subscriptions at the étitbaelevant perioc

(2) We define annual retention rate as the percenthgestomers on the last day of the prior year wdrmain customers on the last day ol
current year, or for quarterly presentations, thecentage of customers on the last day of the cabfequarter in the prior year who
remain customers on the last day of the currentteu.

(3) We define renewal rate for a period as thegr@age of customers who renew annual or multi-gebscriptions that expire during the
period presented. Renewal rate excludes customeler wur third-party distribution agreements aridrf8MB offerings with
subscriptions that remain active until cancel

(4) We define bookings as revenue recognized duhiageriod plus the change in total deferred regdexcluding deferred revenue
recorded in connection with acquisitions) during ame perioc

(5) We define free cash flow as net cash provideflbed in) operating activities, less capital exgiures, and adjusted for the cash portion
of the lease exit charg

Bookings and free cash flow are financial data #atnot calculated in accordance with GAAP. Tiesbelow provide reconciliation
of bookings and free cash flow to revenue and paghided by (used in) operating activities, respety, the most directly comparable
financial measures calculated and presented irrdanoe with GAAP.
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Our management uses annual retention rate to detethe stability of our customer base and to eatalthe lifetime value of our
customer relationships. As customers’ annual anidi-year subscriptions come up for renewal througittbe calendar year based on the date:
of their original subscriptions, measuring retemtim a trailing twelve month basis at the end cheguarter provides our management with
useful and timely information about the stabilifyooir customer base. Management uses renewalbratenitor trends in customer renewal
activity.

Our management uses bookings as a proxy for casipte. Bookings represent the aggregate dollareval customer subscriptions
received by us during a period. We initially recardubscription fee as deferred revenue and ttoemgnéze it ratably, on a daily basis, over the
life of the subscription period. Management uses frash flow as a measure of our operating perfocedor planning purposes, including the
preparation of our annual operating budget; tocalie resources to enhance the financial performainger business; to evaluate the
effectiveness of our business strategies; to peog@hsistency and comparability with past finanp&diformance; to determine capital
requirements; to facilitate a comparison of ouuksswith those of other companies; and in commatidois with our board of directors
concerning our financial performance. We also use €ash flow as a factor when determining managgsi@centive compensation.
Management believes that the use of free cashplowides consistency and comparability with ourt iasincial performance, facilitates
period to period comparisons of operations, ana fsilitates comparisons with other peer compamiemy of which use similar non-GAAP
financial measures to supplement their GAAP results

Although bookings and free cash flow are frequendigd by investors and securities analysts in thailuations of companies, bookings
and free cash flow have limitations as analytioalg, and you should not consider them in isolatipas substitutes for analysis of our results
of operations as reported under GAAP. Some of thesgtions are:

* bookings does not reflect our receipt of paymemfisubscribers
» free cash flow does not reflect our future requieats for contractual commitments to vend:

» free cash flow does not reflect the non-cash corapbaf employee compensation or depreciation anatt@ration of property and
equipment; an

» other companies in our industry may calculate boggior free cash flow or similarly titled measudé@gerently than we do, limitin
their usefulness as comparative meast

The following tables present reconciliations of bookings and free cash flow to revenue and casviged by (used in) operating
activities, respectively, the most directly comdeinancial measures calculated and presentaddardance with GAAP.

Years Ended December 31

2012 2011 2010 2009 2008
(in thousands)

Revenue $84,04: $60,51: $38,56: $19,11- $ 8,20:
Add change in deferred revenue (excluding acqarsy 14,44" 20,38¢ 15,57¢ 13,74 5,86

Bookings $98,48¢ $80,90( $54,14: $32,85] $14,06¢

Years Ended December 31
2012 2011 2010 2009 2008
(in thousands)

Cash provided by (used in) operating activi $ 9,19t $ 7,57 $(1,55) $ (9460 % (7,709
Add cash portion of lease exit chal 157 — — — —
Subtract capital expenditur (13,417 (13,549 (10,657) (7,099 (4,704

Free cash flov $ (4,065  $ (5,979  $(12,204)  $(8,045  $(12,409
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our finahcondition and results of operations should bad in conjunction with the financial
statements and related notes appearing elsewhdtdésminnual Report on Form 10-K. The followingedission contains forward-looking
statements that reflect our plans, estimates, aigfs. Our actual results could differ materialtpm those discussed in the forward-looking
statements. Factors that could cause or contribotihese differences include those discussed bataelsewhere in this Annual Report on
Form 1(-K, particularly in “Risk Factors.”

Overview

We are a leading provider of cloud backup solutimmsonsumers and SMBs. We provide easy-to-u$erdeble, and secure cloud
backup solutions with anytime, anywhere accesaéas $tored on our servers. We believe that wetedest known brand in the cloud backup
market.

In 2005, we began development of our cloud backlytisn and raised our first capital from investdfge sold the first Carbonite
subscription in 2006. In 2010, we introduced ourBssblution and expanded our management team terldettus on our consumer and SMB
markets. We surpassed 100,000 subscribers in 3008000 subscribers in 2009, and 1,000,000 sulessrib early 2011. As of December 31,
2012, we had subscribers in more than 100 countrigis subscribers based in the U.S. represen#ég 6f our total revenue for 2012.

We derive our revenue from subscription fees framstimers and SMBs. We charge consumers a $5®#dbf one year of unlimited
cloud backup with our Carbonite Home solution. Garbonite HomePlus and Carbonite HomePremier saolsifprovide consumers with
additional features at annual prices of $99 an®$despectively. The pricing of all of our consurselutions is discounted for multi-year
subscriptions. Our SMB solutions, Carbonite Bussresd Carbonite BusinessPremier, allow for an utdiimumber of users, subject to
storage limits, and are priced starting at $229%889 per year, respectively. We charge custorherfull subscription amount at the beginr
of each subscription period. We initially recordubscription fee as deferred revenue and then oo ratably over the subscription period.
The annual or multi-year commitments of our custem@amhance management’s visibility of our revema @harging customers at the
beginning of the subscription period provides wogkcapital.

In October 2012, we acquired Zmanda, Inc. for $13illon, net of cash acquired. We believe thas tacquisition will enhance our SMB
offering with the ability to backup databases ateldystems to the cloud, and will enable SMB’®bdain all of the backup solutions that they
need from one vendor.

We are investing aggressively in customer acqaisitiecause we believe that the market for clouugais in the early stages of
development. Our largest expense is advertisingdstomer acquisition, which is recorded as saildsnaarketing expense. This is comprised
of television and radio advertising, online disptadvertising, print advertising, paid search, diraarketing, and other expenses. Our total
advertising expense in 2012, 2011, and 2010 wad $2#lion, $25.1 million, and $23.6 million, resgevely. We generally spend more on
advertising in the first and third quarters of egelar based on the seasonality of customer purgdgsitterns and fluctuations in advertising
rates. In January 2012, we launched a new distoibstrategy designed to sell large volumes ofsmiutions through our sales channel
relationships including major retailers and resslle

As we grow our business we continue to invest ditaxhal storage and infrastructure. Our capitgdenditures in 2012, 2011, and 2010
were $13.4 million, $13.5 million, and $10.7 mihliorespectively.

Our revenue has grown from $38.6 million in 201&6®.5 million in 2011 and $84.0 million in 2012t the same time, our total
operating costs have grown from $48.2 million i1@®@o $60.9 million in 2011 and
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$73.9 million in 2012, principally as a result afranvestment in customer acquisition and reseanthdevelopment. We expect to continue to
devote substantial resources to customer acquisitigproving our technologies, and expanding olutgms. In addition, we expect to invest
heavily in our operations to support anticipateasMgh and public company reporting and compliandéegations. We defer revenue over our
customers’ subscription periods, but expense miakebsts as incurred. As a result of these facteesexpect to continue to incur GAAP
operating losses on an annual basis for the foabseéuture.

Our Business Model

We evaluate the profitability of a customer relasibip over its lifecycle because of the naturewflusiness model. As we generally
incur customer acquisition costs and capital eqeiptncosts in advance of subscriptions while reciggirevenue ratably over the terms of the
subscriptions. As a result, a customer relationstay not be profitable or result in positive calslwfat the beginning of the subscription
period, even though it may be profitable or reBuftositive cash flow over the life of the customelationship. While we offer both annual and
multi-year subscription plans, a significant m&jpof our customers are currently on annual suption plans. We typically generate positive
cash flow during the first year of a multi-year sofiption as we charge the subscription fee fortht@e period at the beginning of the
subscription.

Key Business Metrics

Our management regularly reviews a number of fird@nd operating metrics, including the followikgy metrics, to evaluate our
business:

e Total customersie calculate total customers as the number of @aithonite Home and Business subscriptions at tHetthe
relevant period. Each consumer subscription coaaiagle computer; therefore, a consumer with mplglttcomputers would have
multiple subscriptions. Each SMB subscription cevai computers of the SMB entity; therefore, anEsWith multiple computers
would have one subscriptio

* Annual retention rateWe calculate annual retention rate as the percerghgustomers on the last day of the prior yeas vémain
customers on the last day of the current yeamiogt@iarterly presentations, the percentage of ouste on the last day of the
comparable quarter in the prior year who remairtaruers on the last day of the current quarter. i@amagement uses these
measures to determine the stability of our custdmse and to evaluate the lifetime value of outarasr relationships

* Renewal rateWe define renewal rate for a period as the pergenté customers who renew annual or multi-year cujitsons that
expire during the period presented. Renewal ratkudgs customers under our discontinued third-pdigtyibution agreements and
prior SMB offerings with subscriptions that remaictive until cancelled. Our management uses thasome to monitor trends in
customer renewal activit

» BookingsWe calculate bookings as revenue recognized daripgrticular period plus the change in total def@mevenue
(excluding deferred revenue recorded in connedtiitin acquisitions) during the same period. Our ngemaent uses this measure a:
a proxy for cash receipts. Bookings represent fyeegate dollar value of customer subscriptionsivet! by us during a period. \
initially record a subscription fee as deferrederave and then recognize it ratably, on a dailyshasier the life of the subscription
period.

* Free cash flowWe calculate free cash flow as net cash provide@ibgd in) operating activities, less purchasqeagperty and
equipment, and adjusted for the cash portion ofdase exit charge. Our management uses this neetsavaluate our operating
results.
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Subscription renewals may vary during the year thasethe date of our customers’ original subsaipgi As we recognize subscription
revenue ratably over the subscription period, dleiserally has not resulted in a material seasomad¢t on our revenue, but may result in
material monthly and quarterly variances in onenore of the key business metrics described above.

Performance Highlights
The following table presents our performance higffth for the periods presented:
Years Ended December 31

2012 2011 2010
(in thousands, except percentage dati

Key metrics:

Total customer 1,431 1,22: 951
Annual retention rat 84% 82% 83%
Renewal ratt 82% 82% 81%
Bookings $98,48t¢ $80,90( $ 54,14:
Free cash flov $(4,065) $(5,979) $(12,204)

Our total customers and bookings increased ovepdhieds presented and we continue to invest itbower acquisition in an effort to
drive continued growth in total customers and boggi While we expect our total customers to comtitwincrease on an absolute basis, we
expect that our annual percentage increase indatabmers will decline as our customer base grows.

In June 2010, we decided to cease distributioruoconsumer solutions through thiparty distribution channels, and we terminated 1
of our distribution agreements at that time. Dur2@d.0, subscriptions purchased through third-pdigiributors accounted for 8% of our
revenue. Historically, renewal rates for subsooipdi purchased through third-party distributors weweer than for direct sales. Excluding
renewal activity related to third-party distributales, our annual retention rates for the yeadecdDecember 31, 2012, December 31, 2011,
and December 31, 2010 were 85%, 86%, and 85% risggc

Our free cash flow over the periods presentedingsaved due to economies of scale and the impdugbkr per customer profitability
associated with consistently strong renewal rdte=e cash flow for the year ended December 31, #8ptoved by $1.9 million and $8.1
million compared to the years ended December 311 20/d December 31, 2010, respectively.

Key Components of our Consolidated Statements of @pations
Revenus

We derive our revenue from subscription fees framstimers and SMBs. We typically charge a custasreedit card the full price of t
subscription at the commencement of the subscrnigt@riod and at each renewal date, unless themastdecides not to renew the
subscription. We initially record a customer sulgin fee as deferred revenue and then recoghiagably, on a daily basis, over the life of
the subscription period.

Cost of revenue

Cost of revenue consists primarily of costs assediaith our data center operations and custonmmuati centers, including wages and
benefits for personnel, depreciation of equipmantortization of developed technology, rent, ugktand broadband, equipment maintenance
software license fees, and allocated overheadeXpenses related to hosting our services and stipgpa@ur customers are related to the
number of customers and the complexity of our sevand hosting infrastructure. We expect theseresgs to increase in absolute
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dollars as we continue to increase our number stfocners. On a per subscriber basis, our costshieam decreasing as we purchase equip
and services in larger quantities and our custauapport personnel become more efficient in suppgriur customers. We have also
experienced a downward trend in the cost of stoeaggpment and broadband service, which we exp#latantinue in the future.

Gross profit and gross margin

Our gross margins have historically expanded dysite@ increases for our consumer solutions, thediiction of higher priced offerings
targeting both consumers and SMBs, cost savingstireg from a downward trend in the cost of storageipment and services, and
efficiencies of our customer support personnelipp®rting our customers. We expect these trendertnue.

Operating expenses

Research and developmeResearch and development expenses consist primamigges and benefits for development personnel,
consulting fees, rent, and depreciation. We hagaded our research and development efforts onibigtioving ease of use and functionality
of our existing solutions and developing new offgs. The majority of our research and developmeni@yees are located at our corporate
headquarters in the U.S. We expect that reseatiderelopment expenses will increase in absolutardan an annual basis as we contint
enhance and expand our services.

General and administrativeGeneral and administrative expenses consist pitimad wages and benefits for management, finance,
accounting, human resources, legal and other astrative personnel, legal and accounting feesyamae, and other corporate expenses. We
expect that general and administrative expensesneiease in absolute dollars on an annual basiseacontinue to add personnel and enhanc
our internal information systems in connection vifite anticipated growth of our business and incstsrelated to operating as a public
company.

Sales and marketingSales and marketing expenses consist primarideértising costs, wages and benefits for saldsraarketing
personnel, creative expenses for advertising prograredit card fees, commissions paid to thirdypaartners and affiliates, and the cost of
providing free trials. The largest component oésand marketing expense is advertising for custaecguisition, principally television, radio,
online, and print advertisements. Online searcksamnsist primarily of pay-per-click payments ¢éaich engine operators. Advertising costs
are expensed as incurred. To date, marketing arettiaging costs have been incurred principallyhie U.S., but we may increase our marke
and advertising expenditures in other countries.@ifgect that we will continue to commit significaasources to our sales and marketing
efforts to grow our business and awareness of @rdiand solutions. We expect that sales and niagkexpenses will continue to increase in
absolute dollars on an annual basis, but decreaagarcentage of revenue.

Restructuring chargesRestructuring charges consists of the accrultafe remaining lease payments associated witividmeh 2012
closure of our Boston, Massachusetts data centemaving expenses to relocate equipment formergdbin that facility and the December
2012 personnel related restructuring of our openatin China. See Notes 12 and 13 to our finastéaéments included elsewhere in this
Annual Report on Form 10-K for additional infornaati

Critical Accounting Policies

Our financial statements are prepared in accordaitbeaccounting principles generally acceptechia t).S., or GAAP. The preparation
of our financial statements and related disclostggaires us to make estimates, assumptions, aigadnjents that affect the reported amount of
assets, liabilities, revenue, costs and expenedgedated disclosures. We base our estimatesssuirgotions on historical experience and ¢
factors that we believe to be reasonable undegitbemstances, but all such estimates and assumspdi@ inherently uncertain
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and unpredictable. We evaluate our estimates asudrg#ions on an ongoing basis. Actual results nifsgrdrom those estimates and
assumptions, and it is possible that other prodesds, applying their own judgment to the samesfacid circumstances, could develop and
support alternative estimates and assumptionsibiald result in material changes to our operatagylts and financial condition. Our most
critical accounting policies are summarized below.

See Note 2 to our financial statements includeeveigre in this Annual Report on Form 10-K for aitdial information about these
critical accounting policies, as well as a des@ipbf our other significant accounting policies.

Revenue recognitic

We derive revenue from cloud backup subscriptiouises. These services are stand-alone indepesderite solutions, which are
generally contracted for a one- to three-year t&uahscription agreements include access to ussatutions via the internet. We recognize
revenue in accordance with the Financial Accoun8tendards Codification (ASC) 605-1Dyerall Revenue RecogniticBubscription revenu
is recognized ratably on a daily basis upon adtimabver the subscription period, when persuasiwegesmce of an arrangement with a custome
exists, the subscription period has been activaltedprice is fixed or determinable, and collecti®neasonably assured. Deferred revenue
represents payments received from customers facsiplion services prior to recognizing the reverelated to those payments.

Business Combinatior

In accordance with ASC 80Business Combinationghe Company allocates the purchase price of e®djgiompanies to the tangible :
intangible assets acquired and liabilities assub@sed on their estimated fair values. Determiniregé fair values requires management to
make significant estimates and assumptions, edjyewit¢h respect to intangible assets.

The fair value of identifiable intangible assetb@sed on detailed valuations that use informatimhassumptions provided by
management, which consider management’s best @srofinputs and assumptions that a market ppatitiwould use. Our identifiable
intangible assets acquired consist of developédthtdogy, customer relationships, tradenames, anecompete agreements. Developed
technology consists of products that have reaobelthblogical feasibility and tradenames represemquised company and product names.
Customer relationships represent the underlyiratidships and agreements with customers of thei@tjicompany’s installed base. Non-
compete agreements represent the protection agaekiss of business and resultant cash flows fliwett competition. We estimate the
useful lives of our intangible assets based uperetpected period over which we anticipate genmegaconomic benefits from the related
intangible asset.

Goodwill and acquired intangible assets

We record goodwill when consideration paid in aibess acquisition exceeds the fair value of thearegible assets and the identified
intangible assets acquired. Our estimates of fitevare based upon assumptions believed to benaals at that time, but that are inherently
uncertain and unpredictable. Assumptions may benpdete or inaccurate, and unanticipated eventiraumstances may occur, that may
affect the accuracy or validity of such assumpti@ssimates or actual results. Goodwill is not amed, but rather is tested for impairment
annually or more frequently if facts and circumseswarrant a review. We perform our assessmeininfmirment of goodwill on an annual
basis and we have determined that there is a siagteting unit for the purpose of conducting tsual goodwill impairment assessment. Fo
purposes of assessing potential impairment, wenasti the fair value of the reporting unit (basedonmarket capitalization) and compare
amount to the carrying value of the reporting (a# reflected by our total stockholders’ equity)vé determine that the carrying value of the
reporting unit exceeds its fair value, an impairtr@rarge would be required. Our annual goodwillamment test is at November 30 of each
year. To date, we have not identified any impairhtergoodwill.
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Intangible assets acquired in a business combinati® recorded under the acquisition method of @iy at their estimated fair values
at the date of acquisition. We amortize acquiredrngible assets over their estimated useful lizseb on the pattern of consumption of the
economic benefits or, if that pattern cannot belirgaletermined, on a straight-line basis. We revgir intangible assets with definite lives for
impairment, in conjunction with its other long-liv@ssets, whenever events or changes in circunestamdicate that the carrying amount of
any of these assets may not be recoverable. Hettwverability of these assets is considered tinpaired, the impairment to be recognized
equals the amount by which the carrying value efabsets exceeds its estimated fair value. Wenzhidentified any impairment of its long-
lived assets as of December 31, 2012, 2011, an@. 201

Income taxe

We provide for income taxes under the liability heat. Deferred tax assets and liabilities are deterdhbased on differences between
financial reporting and tax bases of assets aibditias and are measured using the enacted tas rateffect when the differences are expecte
to reverse. Deferred tax assets are reduced blpatizm allowance to reflect the uncertainty asated with their ultimate realization. We
account for uncertain tax positions recognizedunaonsolidated financial statements by prescrilimgore-likely-than-not threshold for
financial statement recognition and measuremeattak position taken or expected to be taken axasturn.

Due to a history of losses, we have provided avalllation allowance against our deferred tax assemore fully described in Note 1!
our consolidated financial statements. The abhititytilize these losses, any future losses, and#myr tax credits or attributes may be restri
or eliminated by changes in our ownership, chamgésgislation, and other rules affecting the apito offset future taxable income with losses
from prior periods. Future determinations on thechfor a valuation allowance on our net deferrecatsets will be made on an annual basis,
and our assessment at December 31, 2012 reflectstimued need for a full valuation allowance.

Stock-based compensation

Accounting guidance requires employee stock-basgthpnts to be accounted for under the fair valughoak Under this method, we are
required to record compensation cost based onstiteated fair value for stock-based awards graatedrtized over the requisite service
periods for the individual awards, which generalfjuals the vesting periods. We use the straightdimortization method for recognizing
stock-based compensation expenses.

Determining the appropriate fair value model anldwdating the fair value of stock-based paymentrawaequires the use of highly
subjective estimates and assumptions, includingstienated fair value of our common stock. Follogvirur initial public offering, we used the
guoted market price of our common stock to estatthie fair value of the common stock underlying stoick options. Because there was no
public market for our common stock prior to outiadipublic offering, our board of directors detened the fair value of our common stock
with input from management, based on reports afraelated third-party valuation specialist.

We estimate the fair value of stock options ondate of grant using the Black-Scholes option-pgaimodel, which further requires the
use of highly subjective estimates and assumptionkjding expected stock price volatility, expetterm of an award, risk-free interest rate,
and expected dividend yield. As a public companhwimited trading history, we consider both theatiity of our stock price and that of our
publicly traded peer companies. The expected §&imption is based on the simplified method farresting expected term as we do not have
sufficient stock option exercise experience to supg reasonable estimate of the expected termriSkdree interest rate is based on the
implied yield currently available on U.S. Treasagro-coupon issues with terms approximately equtie expected life of the stock option.
We use an expected dividend rate of zero as wermtlyrhave no history or expectation of paying cdisidends on our capital stock.
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Results of Operations

The following table sets forth, for the periodsgaeted, data from our consolidated statementseritipns as well as the percentage of
revenue that each line item represents. The péoiqubriod comparison of financial results is notessarily indicative of future results. The
information contained in the tables below shouldds in conjunction with financial statements agldted notes included elsewhere in this

Annual Report on Form 10-K.

Consolidated statements of operations dat:

Revenue

Cost of revenu

Gross profit

Operating expense
Research and developmt
General and administrati
Sales and marketir
Restructuring charge

Total operating expens

Loss from operation

Interest and other income, r

Loss before income taxi

Provision for income taxe

Net loss

Accretion of redeemable convertible preferred s
Net loss attributable to common stockholc

Consolidated statements of operations data:

Revenue
Cost of revenu

Gross profit

Operating expense
Research and developmt
General and administratiy
Sales and marketir
Restructuring charge

Total operating expens

Loss from operation

Interest and other income (expense),

Loss before income taxi
Provision for income taxe
Net loss

Years Ended December 31
2012 2011 2010
(in thousands)

$ 84,04 $ 60,51: $ 38,56

29,06( 23,20: 16,28+
54,98: 37,31( 22,27¢
19,92¢ 16,51 10,86¢
9,92¢ 6,631 4,20¢
42,71¢ 37,72: 33,09¢

1,34¢ — —
73,91 60,86+ 48,17
(18,93)  (2355) (25,89
38 41 132
(18,896  (2351) (25,76

(40) (23) —
(18,930 (23530 (25,769
(126) (210

$(18,93)  $(23,669  $(25,979)

Years Ended December 31
2012 2011 2010
(% of revenue)

10C% 10C% 10C%
34 38.2 42.2
65.4 61.7 57.¢€
23.7 27.: 28.z
11.€ 11.C 10.€
50.¢ 62.c 85.¢
1.€ — —
87.c 100.¢ 124.€
(22.9) (38.9 (67.2)
_— _— _ 04
(2.5 (38.9 (66.9)
(22.9% (38.9% (66.9%
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Comparison of Years Ended December 31, 2012, 20Bhd 2010

Revenut
Years Ended December 31 2011 to 201 2010 to 201
2012 2011 2010 % Change % Change
(in thousands, except percentage dat:
Revenue $84,04: $60,51: $38,56: 38.% 56.%

Revenue increased by $23.5 million from 2011 to284d by $21.9 million from 2010 to 2011, primadlye to increases in the average
selling prices for our consumer and SMB offeringd also due to 17.0% and 28.5% increases in théeuof total customers in 2012 and
2011, respectively. Revenue from our SMB offerings approximately $12.0 million in 2012 compare&%a8 million in 2011.

Cost of revenue, gross profit, and gross margin

Years Ended December 31 2011 to 201 2010 to 201
2012 2011 2010 % Change % Change
(in thousands, except percentage dati
Cost of revenu $29,06( $23,20: $16,28¢ 25.2% 42.5%
Gross profit 54,98: 37,31( 22,27¢ 47.2% 67.5%
Gross margir 65.4% 61.7%% 57.&%

Cost of revenue increased by $5.9 million from 2612012 and by $6.9 million from 2010 to 2011 nmiily due to an increase in the
total number of customers. The increase in costw#Enue from 2011 to 2012 was comprised primalfillyasting costs of $5.1 million,
including depreciation of equipment, personnelteslacosts of our operations employees, and incseassur data storage capacity, and an
increase in customer support costs of $0.8 millgsimarily attributable to increased personnelteglacosts of our customer support employ
partially offset by lower third-party outsourcingsts as a result of having replaced our outsowsapgort in India during 2011. The increase ir
cost of revenue from 2010 to 2011 was comprisedamily of hosting costs of $5.5 million, includinigpreciation of equipment, personnel
related costs of our operations employees, anéases in our data storage capacity, and an incieasstomer support costs of $1.4 million,
primarily associated with the cost of new employee®place outsourced support in India. Grossifprafreased primarily as a result of
operating efficiencies primarily due to economiéseale and our higher priced consumer and SMBioffe.

Operating expenses

Years Ended December 31 2011 to 201 2010 to 201
2012 2011 2010 % Change % Change
(in thousands, except percentage dat:
Research and developm $19,92¢ $16,51: $10,86¢ 20.7% 51.9%
General and administratiy 9,92¢ 6,631 4,20¢ 49.7% 57.5%
Sales and marketir 42,71¢ 37,72 33,09¢ 13.2% 14.(%
Restructuring charge 1,34t — — 100.(% —

Research and developmeiRResearch and development expenses increasedbhm$ion from 2011 to 2012 and by $5.6 milliorofn
2010 to 2011, primarily due to personnel relatest€associated with additional hiring to enhanesftimctionality of our solutions and to
develop new offerings.
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General and administrativeGeneral and administrative expenses increas&33ymillion from 2011 to 2012 and by $2.4 milliktom
2010 to 2011. In both years, we increased the nuofhgeneral and administrative employees to supmaroverall growth. The overall
increases consisted primarily of increases of $tileon and $1.5 million in professional fees, inding legal and accounting fees, from 201
2012 and 2010 to 2011, respectively, and increals$$.9 million and $0.4 million in personnel reddtand recruiting costs from 2011 to 2012
and 2010 to 2011, respectively.

Sales and marketingSales and marketing expenses increased by $8i6mfiiom 2011 to 2012 and by $4.6 million fromZ®to 2011.
The increase from 2011 to 2012 was attributabentencrease in advertising campaigns and otheretiackexpenses of $1.7 million and an
increase in personnel related costs of $2.0 milléana result of hiring new employees. In additmosts related to free trials increased by $1.1
million. The increase from 2010 to 2011 was attidlale to an increase in advertising campaigns @& 8fillion and an increase in personnel
related costs of $1.1 million, as a result of lgrimew employees. In addition, credit card procesies increased by $0.8 million and costs
related to free trials increased by $1.2 million.

Restructuring chargesRestructuring charges increased by $1.3 milllomf2011 to 2012. This increase was attributabtbédviarch
2012 closure of our Boston, Massachusetts data&icantd the relocation of the equipment formerlytédsn that facility of $1.1 million and ti
December 2012 personnel related restructuring nbparations in China of $0.2 million. See Notesah® 13 to our financial statements
included elsewhere in this Annual Report on ForrK1f@r additional information.

Liquidity and Capital Resources

As of December 31, 2012, we had cash and cashaqote of $40.3 million, which primarily consisteficash and money market funds.
In connection with our initial public offering inugust 2011, we received net proceeds of $55.6amillPrior to our initial public offering, we
had funded our operations primarily through prepagtmof subscriptions and the sale of $68.8 milbdpreferred stock, all of which was
converted into shares of our common stock in cotimeevith our initial public offering. Our principaises of cash are funding our operations
and capital expenditures. In June 2011, we usediriillion of cash to acquire substantially all bétassets of Phanfare, Inc., which operates :
service that enables users to create, maintainsltaaue: online photo and video albums. In Octob&22®e used $13.4 million of cash to
acquire all of the outstanding capital stock of Ziatea, Inc., a provider of open source and cloud adolutions.

Sources of funds

We believe, based on our current operating plaat,dbr existing cash and cash equivalents, marleetgzurities, and borrowings
available under our revolving credit facility wilke sufficient to meet our anticipated cash needatfeast the next 12 months.

From time to time, we may explore additional finggcsources to develop or enhance our solutionfsintd expansion, to respond to
competitive pressures, to acquire or to invesoimglementary products, businesses or technologiigs,lower our cost of capital, which cot
include equity, equity-linked, and debt financififpere can be no assurance that any additionaldingmwill be available to us on acceptable
terms, if at all. If we raise additional funds thgh the issuance of equity or convertible debttbeequity-linked securities, our existing
stockholders could suffer significant dilution, aamtly new equity securities we issue could haveasjgireferences, and privileges superior to
those of holders of our common stock.

In September 2012, we amended and renewed ouwiegdiank credit facility in order to extend thernteof the facility through
August 31, 2013 and increased the maximum amountebtedness that we may incur to $25 million. &utes under the credit facility bear
interest on the outstanding daily balance, at anualrate equal to the lender’s prime reference pais 0.25%. We have pledged our accounts
receivable, equipment, and shares of our subsidiaoi the lender to collateralize our obligationder the credit facility. We have also agreed
not to grant a security interest in or pledge otellectual property to any third party. The crdditility
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contains customary events of default, conditionsaiwowings and restrictive covenants, includingtnietions on our ability to dispose of ass
make acquisitions, incur additional debt, incunsiemake distributions to our stockholders, makestments, or enter into certain types of
related party transactions. The credit facilityodlscludes financial and other covenants includiogenants to maintain a minimum current
ratio, a minimum number of total subscribers, amdstriction as to where we may hold the majorftpur cash and investments. To date, we
have not drawn down on our revolving credit fagiliény inability to meet our debt service obligatsocould adversely affect our financial
position and liquidity.

Uses of funds

We have increased our operating and capital expeediin connection with the growth in our openasi@and the increase in our
personnel, and we anticipate that we will contitmigncrease such expenditures in the future. Owréucapital requirements may vary
materially from those now planned and will dependmany factors, including:

» the levels of advertising and promotion requireddquire and retain custome
» expansion of our data center infrastructure necgssaupport our growtt
» growth of our operations in the U.S. and worldwi
e our development and introduction of new soluticary]
» the expansion of our sales, customer support, reisead development, and marketing organizati
Consistent with previous periods, future capitgdenditures will focus on acquiring additional dstarage and hosting capacity and

general corporate infrastructure. We are not ctrgrarty to any purchase contracts related torutiapital expenditures, other than short-terr
purchase orders.

Cash flows
The following table summarizes our cash flow data2012, 2011, and 2010.

Years Ended December 31

2012 2011 2010
(in thousands)
Net cash provided by (used in) operating activi $ 9,19 $ 7,572 $ (1,557)
Net cash used in investing activiti (29,807 (18,187 (13,919
Net cash provided by financing activiti 1,102 56,60( 1,041

Operating activities

Our cash flows from operating activities are sigpaifitly influenced by the amount of our net logevgh in subscription sales and
customer growth, changes in working capital accguhie timing of prepayments and payments to vendald-backs of non-cash expense
items such as depreciation and amortization, asekdtased compensation expense.

In 2012, cash provided by operating activities %<2 million, which was primarily driven by a $14llion increase in deferred
revenue associated with the increase in subsanigtites and customer growth. Net cash inflows foperating activities included non-cash
charges of $16.3 million, including $10.8 milliohaepreciation and amortization and $4.1 milliorstifick-based compensation. These cash
inflows were partially offset by our net loss of&s million, a decrease in accounts payable andiadexpenses of $1.8 million, and a $0.6
million increase in prepaid expenses and othereotassets.
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In 2011, cash provided by operating activities %&$ million, which was primarily driven by a $20llion increase in deferred
revenue associated with the increase in subsanigtites and customer growth. Net cash inflows foperating activities included non-cash
charges of $9.3 million, including $7.9 million dépreciation and amortization and $1.4 milliontotk-based compensation. An increase in
accounts payable and accrued expenses providedti#ioaal $2.8 million. These cash inflows weretfly offset by our net loss of $23.5
million and a $1.2 million increase in prepaid exges and other current assets.

In 2010, we used $1.6 million in operating actasti which was primarily driven by our net loss 868 million, offset by a $15.6 millio
increase in deferred revenue associated with tireaise in subscription sales and customer growticash charges of $5.6 million, including
$5.1 million of depreciation and $0.5 million obsk-based compensation, and a $3.0 million increasarrent liabilities.

Investing activitie:

In 2012, cash used in investing activities was $28illion, consisting primarily of capital expendlies of $13.4 million primarily for
server equipment and other data center infrastreicaun increase in restricted cash of $0.5 millaoxg the use of $13.4 million, net of cash
acquired, in connection with the acquisition of Zma, Inc. In addition, purchases and maturitiesmafketable securities netted to a $2.5
million use of cash.

In 2011, cash used in investing activities was $18illion, consisting primarily of capital expendlies of $13.5 million primarily for
server equipment and other data center infrastreend the use of $1.9 million of net cash in catina with the acquisition of substantially
of the assets of Phanfare, Inc. In addition, pusehand maturities of marketable securities nétted$2.7 million use of cash.

In 2010, we used $13.9 million in investing actedt consisting primarily of $10.7 million for tipairchase of equipment, in addition to a
net investment of $3.3 million in marketable setiesi

Financing activities
Cash provided by financing activities in 2012 wasl$million from the proceeds from the exercisstotck options.

Cash provided by financing activities in 2011 wa$.$ million, consisting of $55.6 million of netqueeds from our initial public
offering and $1.0 million from the proceeds frone xercise of stock options.

Cash provided by financing activities in 2010 wasO$million, consisting primarily of net proceeds$0.8 million from the issuance of
shares of Series D convertible preferred stock®h@ million from the proceeds from the exercisstotk options.

Off-balance sheet arrangements
As of December 31, 2012, we did not have any oféifige sheet arrangements.

47



Table of Contents

Contractual obligations
The following table summarizes our contractual gdgions at December 31, 2012 and the effect sulipadions are expected to have on
our liquidity and cash flow in future periods.

Payment Due by Perioc
Less

Than 1
Total Year 1-3 Years 3-5 Years
(in thousands)
Office lease obligation $ 5,921 $1,807 $ 2,70¢ $ 1,40¢
Hosting facility lease obligations ( 4,73: 1,58¢ 3,08 63
Other purchase commitmer 6,61¢ 5,02¢ 1,58i —
Total $17,27( $8,42¢ $7,37¢ $ 1,471

(1) Does not include $1.0 million related to oursBm, Massachusetts data center that we vacatddnch 2012 and for which we have
accrued $1.0 million as part of our restructurihgrges. See Notes 12 and 13 to our financial stttnincluded elsewhere in this
Annual Report on Form -K for additional information

The commitments under our office lease obligatsimswn above consist primarily of lease payment®fwBoston, Massachusetts
corporate headquarters and our Lewiston, Maineooust support facility.

We also lease small amounts of general office spaSennyvale, California, Princeton, New Jersey Beijing, China under lease
agreements that expire at various dates througlctviz014.

Our Lewiston, Maine support facility lease expiogsJune 1, 2016. We may terminate this lease atisneyafter May 31, 2013. The lec
contains a renewal option for an additional tworgeand requires us to pay a proportion of incre@seperating expenses and real estate tax
after January 1, 2013.

The commitment under our hosting facility obligasoshown above consists of Somerville, Massaclajddtikefield, Massachusetts, i
Phoenix, Arizona data centers.

Other purchase commitments shown above consigirdfactual commitments to various vendors primdalyadvertising, marketing,
and broadband services.

Recent Accounting Pronouncements

Effective January 1, 2012, we adopted ASU No. 208 IFesting Goodwill for Impairment (the revised stamtja The revised standard
intended to reduce the cost and complexity of tirual goodwill impairment test by providing entitian option to perform a “qualitative”
assessment to determine whether further impairtesting is necessary. The adoption of this guidalet@ot have an effect on our
consolidated financial statements.

Effective January 1, 2012, we adopted ASU No. 203, Presentation of Comprehensive Inconuinder this guidance, we can present
the total of comprehensive income, the componeimebincome, and the components of other compherincome either in a single
continuous statement of comprehensive income twanseparate but consecutive statements. We elexi@@sent comprehensive income
using two separate but consecutive statements.gliisince eliminates the option to present the aomapts of other comprehensive income a
part of the statement of changes in stockholdeygite. As the new guidance relates only to how caghpnsive income is disclosed and does
not change the items that must be reported as @mapsive income, adoption did not have an effedwrconsolidated financial statements.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

We are exposed to market risks in the ordinary smof our business. These risks include primanilgrest rate fluctuation risks and
foreign exchange risks.

Interest Rate Fluctuation Ri

Our cash consists of interest bearing bank accowesdid not have long-term borrowings as of Decein8d, 2012. Interest income is
sensitive to changes in the general level of Lht&rést rates. The primary objective of our investtractivities is to preserve principal while
maximizing income without significantly increasirigk. Our cash equivalents and marketable secsidtie relatively insensitive to interest rate
changes. In future periods, we will continue toleate our investment policy in order to ensure thatcontinue to meet our overall objectives.
In the event that we borrow under our revolvingddréacility, which bears interest at the lendgrtime rate plus 0.25%, we would be exposed
to interest rate fluctuations.

Foreign Currency Exchange Ri

We have foreign currency risks related to our ojiregeexpenses and potential revenue denominatedriencies other than the U.S.
dollar, principally the Chinese Yuan. We do notid& movements in the foreign currencies in whiehtiansact will significantly affect future
net earnings. Foreign currency risk can be quautifiy estimating the change in cash flows resuftiogn a hypothetical 10% adverse chanc
foreign exchange rates. We believe such a changédwot have a material impact on our results afrapons.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Carbonite, Inc.

We have audited the accompanying consolidated balsineets of Carbonite, Inc. as of December 312 288l 2011, and the related
consolidated statements of operations, comprehefs$s, redeemable and convertible preferred sstokkholders’ equity (deficit), and cash
flows for each of the three years in the periodeehDecember 31, 2012. These financial statemeatharresponsibility of the Company’s
management. Our responsibility is to express aniopion these financial statements based on outsaud

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and digs in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managenenelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements refer@alove present fairly, in all material respedts, ¢onsolidated financial position of
Carbonite, Inc. at December 31, 2012 and 2011 {fendonsolidated results of its operations andah flows for each of the three years in the
period ended December 31, 2012, in conformity Wwit8. generally accepted accounting principles.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), Carbonite
Inc.’s internal control over financial reporting @sDecember 31, 2012, based on criteria estatdighénternal Control-Integrated Framework
issued by the Committee of Sponsoring Organizatidrike Treadway Commission and our report datedcM8, 2013 expressed an
unqualified opinion thereon.

/sl Ernst & Young LLI

Boston, Massachusetts
March 6, 2013
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Carbonite, Inc.
Consolidated Balance Sheets

December 31
2012 2011
(In thousands, except share
and per share dat

ASSETS
Current asset:
Cash and cash equivalel $ 40,34: $ 59,84:
Marketable securitie 14,99( 12,68¢
Accounts receivable, net of allowar 1,54¢ 944
Prepaid expenses and other current a: 2,36¢ 1,73(
Restricted cas 50C —
Total current asse 59,74¢ 75,20(
Property and equipment, r 24,62: 21,64¢
Other asset 147 18¢
Acquired intangible assets, r 4,871 1,05¢
Goodwill 11,53¢ 1,51«
Total asset $ 100,92! $ 99,60¢

LIABILITIES AND STOCKHOLDERS '’ EQUITY

Current liabilities:

Accounts payabl $ 6,247 $ 6,85¢
Accrued expense 5,06¢ 4,99¢
Current portion of deferred reven 60,11¢ 44,50¢
Total current liabilities 71,43¢ 56,36:

Deferred revenue, net of current port 15,08° 15,19:
Other lon¢-term liabilities 473 451
Total liabilities 86,99 72,00¢

Commitments and contingencieNote 12)
Stockholder' equity:
Preferred stock, $0.01 par value; 6,000,000 sterdwrized; no shares isstL — —
Common stock, $0.01 par value; 45,000,000 shatt®azed at December 31, 2012 and 2011,
respectively; 25,806,123 and 25,137,342 sharesamdlimig at December 31, 2012 and 2011,

respectively 25¢ 251
Additional paic-in capital 133,05¢ 127,80°
Accumulated defici (119,379 (100,43)
Treasury stock, at cost (2,009 shal (22 (22
Accumulated other comprehensive inca 9 3

Total stockholder equity 13,93: 27,60:
Total liabilities and stockholde’ equity $ 100,92! $ 99,60¢

The accompanying notes are an integral part ofef@msolidated financial statements.
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Carbonite, Inc.

Consolidated Statements of Operations

Revenue
Cost of revenu
Gross profit
Operating expense

Research and developmt

General and administrati

Sales and marketir

Restructuring charge

Total operating expens

Loss from operation
Interest and other income, r
Loss before income taxi
Provision for income taxe
Net loss
Accretion of redeemable convertible preferred si
Net loss attributable to common stockholc

Basic and diluted net loss per share attributabmmon stockholde

Weighted-average number of common shares usediputing basic and
diluted net loss per sha

Years Ended December 31

2012 2011 2010
(In thousands, except share and per share

$ 84,04: $ 60,51: $ 38,56
29,06( 23,20: 16,28
54,98 37,31( 22,27¢
19,92¢ 16,51 10,86¢
9,92¢ 6,631 4,20¢
42,71¢ 37,72 33,09¢
_ 134 = =
73,917 60,86 48,17¢
(18,939 (23,559 (25,896
38 41 138
(18,89¢) (23,519 (25,767
(49 & - =
(18,936) (23,53¢) (25,767
— (12¢) (210)
$ (18,930 $ (23,669 $ (25,979
$ (0.79 $ (1.89 $  (5.90
25,503,06 12,841,23 4,399,13

The accompanying notes are an integral part ofelmmsolidated financial statements.
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Carbonite, Inc.
Consolidated Statements of Comprehensive Loss

Years Ended December 31

2012 2011 2010
(In thousands
Net loss $(18,93¢)  $(23,53()  $(25,76%)
Other comprehensive incorr
Net unrealized gain (loss) on marketable secul 2 2 —
Foreign currency translation adjustme 4 2 3
Total other comprehensive incot 6 — 3
Total comprehensive ot $(18,930)  $(23,53()  $(25,76()

The accompanying notes are an integral part ofelmmsolidated financial statements.
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Carbonite, Inc.

Consolidated Statements of Redeemable and ConvergbPreferred Stock and Stockholders’ Equity (Defidi)

Balance at December 31, 2009

Issuance of Series D convertible
preferred stocl

Issuance of common stock in
connection with stock option
exercises

Accretion of redeemable convertible
preferred stock to redemption va

Stocl-based compensation expel

Other comprehensive incor

Net loss

Balance at December 31, 2C

Issuance of common stock in
connection with stock option
exercises

Accretion of redeemable convertible
preferred stock to redemption va

Repurchase of common sta

Stocl-based compensation expel

Issuance of common stock in
connection with initial public
offering, net of issuance costs of
$2,995

Conversion of redeemable and
convertible preferred stock into
common stocl

Reclassification of a warrant to
purchase shares of redeemable
convertible preferred stock into a
warrant to purchase common stc

Net loss

Balance at December 31, 2C

Issuance of common stock in
connection with stock option
exercises

Stocl-based compensation expel

Other comprehensive incor

Net loss

Balance at December 31, 2C

The accompanying notes are an integral part ofelmmsolidated financial statements.

Series /-2
Redeemable Convertible
Convertible Preferred Accumulated
Preferred Stock Stock Common Stock  Additional
Number of Number of Number of Accumulated Treasury Comprehensive Total
Paid-in Stockholders’
Shares Amount  Shares  Amount Shares  Amount Capital Deficit Stock Equity (Deficit)
502,87: 4,19¢ 3,969,64' 63,57¢ | 4,266,07 43 1,30¢ (51,837) — — (50,48¢)
— — 21,96¢ 75C — — — — — —
— — — — 260,52 2 28¢ — — — 291
— 21C — — — — — (210 — — (210)
— — — — — — 54z — — — 54z
— — — — — — — — — 3 3
— — — — — — — (25,767) — — (25,767)
502,87: 4,40¢ 3,991,61 64,32t | 4,526,60: 45 2,13¢ (77,80%) — 3 (75,629
— — — — 825,30: 8 982 — — — 99(
— 12¢ — — — — — (129¢) — — (12¢)
— — — — (2,009) — — — (22) — (22)
— — — — — — 1,357 — — — 1,357
— — — — 6,303,97. 63 55,56¢ — — — 55,63:
(502,87) (4,537 (3,991,61) (64,32¢)| 13,483,47 13t 67,69: 1,032 — — 68,85¢
— — — — — — 74 — — — 74
— — — — — — — (23,536) — — (23,53¢)
— L — $ — |25137,34 251 $ 127,80° $ (100,43) $ 22) $ 3% 27,60:
— — — — 668,78 7 1,09t — — — 1,102
— — — — — — 4,157 — — — 4,151
— — — — — — — — — 6 6
— — — — — — — (18,93¢) — — (18,93¢)
— $ — — $ — |.25,806,12 25¢ $ 133,05¢ $ (119,37) $ (22) $ 9% 13,93:
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Carbonite, Inc.

Consolidated Statements of Cash Flows

Operating activities
Net loss
Adjustments to reconcile net loss to net cash piexviby (used in) operating activitie
Depreciation and amortizatic
Gain on disposal of equipme
Amortization of premium on marketable securit
Stocl-based compensation expel
Provision for (reduction of) reserves on accouateivable
Non-cash restructuring charg
Re-measurement of preferred stock warrant liab
Changes in assets and liabilities, net of acqaissti
Accounts receivabl
Prepaid expenses and other current a:
Other asset
Accounts payabl
Accrued expense
Other lon¢-term liabilities
Deferred revenu
Net cash provided by (used in) operating activi
Investing activities
Purchases of property and equipir
Proceeds from maturities of marketable secur
Purchases of marketable securi
Net increase in restricted ca
Payment for acquisitions, net of cash acqu
Net cash used in investing activiti
Financing activities
Proceeds from exercise of stock opti
Proceeds from issuance of preferred stock, netsoi@ince cos
Proceeds from issuance of common stock in conneutith initial public offering, net of offering
costs
Repurchase of common sta
Net cash provided by financing activiti
Effect of currency exchange rate changes on
Net increase (decrease) in cash and cash equis
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Non cash investing and financing activitie:

Accretion of redeemable convertible preferred s

Acquisition of property and equipment included @taunts payabl
Conversion of redeemable and convertible prefesteck to common stoc
Conversion of preferred stock warrant to commoulstearrant

Years Ended December 31

2012 2011 2010
(In thousands)

$(18,93)  $(23,530)  $(25,76))
10,79¢ 7,87( 5,06(
(41) — —
15¢ 40 —
4,131 1,44t 54z
73 ) —
1,14¢ — —
— (8) 64
(332) (29€) (43)
(575) (1,186 (35)
42 (112) —
(611) 1,93¢ 2,38
(1,15)) 83 531
48 208 131
14,44¢ 20,38¢ 15,57¢
9,19t 7,57: (1,557)
(13,41) (13,549 (10,657
13,70¢ 10,00( 6,80¢
(16,19 (12,699 (10,06¢)
(500) — —
(13,39)) (1,949 —
(29,807 (18,187 (13,919
1,10z 99C 291
— — 75C

— 55,63: —

_ (22) —
1,102 56,60( 1,041
4 2 8
(19,507 45,98; (14,42))
59,84: 13,85¢ 28,27¢
$40,34.  $59,84.  $13,85
$ — $ 12¢ $ 21C
$ 2,08 $ 2,65¢ $ 85t
$ — $ 68,85¢ —
$ — $ 74 —

The accompanying notes are an integral part ofef@msolidated financial statements.
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Carbonite, Inc.

Notes to Consolidated Financial Statements
1. Nature of Business

Carbonite, Inc. (the “Company”) was incorporatedhe State of Delaware on February 10, 2005, aadskes on the development and
marketing of computer backup service that enabdesu® backup, access, and restore data fileseonlin

The Company views its operations and manages #ii&ss in one operating segment.

2. Summary of Significant Accounting Policies
Principles of Consolidation
The accompanying consolidated financial statemientade the accounts of the Company and its whmlyed subsidiaries.

In addition, through its wholly owned subsidiaryrBanite (China) Co., Ltd. (“Carbonite China”), tB®@mpany effectively controls a
variable interest entity (“VIE"), Pan Sheng An Ximternet Technology Co., Ltd., which is incorpochtender the laws of the People’s Repubilic
of China. The People’s Republic of China restroteign ownership of internet-related service comes. To comply with these foreign
ownership restrictions, the Company operates isiness in China through this VIE. The Company hered into certain exclusive
agreements with the VIE and its shareholders tHra@arbonite China, which provides the ability toedt the VIE’s most significant economic
activities and to receive a majority of VIE’s ecomo benefits.

Based on these contractual arrangements, the Conepasolidates the VIE as required by Financialdoting Standards Codification
(“ASC") 810-10,Consolidation, because the Company is the primary beneficiath@VIE through Carbonite China. Despite the latk
majority ownership, there exists a parent-subsydialationship between the Company and the VIEughothe aforementioned agreements,
whereby the equity holders of the VIE effectivegs@ned all of their voting rights underlying thequity interest in the VIE to Carbonite
China. In addition, the Company has the ability antdntion to continue to exercise its rights taaot substantially all of the profits and to
absorb all of the expected losses of the VIE.

All intercompany accounts and transactions betwieerCompany, its subsidiaries, and the VIE have lsdieninated in consolidation.
These consolidated financial statements have begraped in accordance with accounting principlesegaly accepted in the United States
(“GAAP™).

Use of Estimates

The preparation of consolidated financial statesméntonformity with GAAP requires management tdkenastimates and assumptions
that affect the reported amounts of assets antlitied, the disclosure of contingent assets aalilities at the date of the financial statements,
and the reported amounts of revenues and expenseg the reporting period. Although the Compangularly assesses these estimates, a
results could differ materially from these estinsat&hanges in estimates are recorded in the perietiich they become known. The Compi
bases its estimates on historical experience andugother assumptions that it believes to beamasle under the circumstances. Actual
results may differ from management’s estimateg#tgxperience or other assumptions do not turtodog substantially accurate, even if suct
assumptions are reasonable when made.

Translation of Foreign Currencies

The functional currency of the Compasybreign subsidiary and VIE is the local curreircyvhich they operate. The financial stateme
of the Company’s foreign subsidiary and VIE in Ghare translated into U.S.
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dollars. The Company translates assets and liailitt the exchange rates in effect at period-edd-@enues and expenses at the average
exchange rates in effect during the period. Gamslasses from foreign currency translation areméed as a component of other
comprehensive income (loss).

Concentration of Credit Risk

Financial instruments that potentially subject@mmpany to credit risk primarily consist of cashl aash equivalents, marketable
securities, and accounts receivable. The Compatmytamas its cash and cash equivalents and marketadurities with high-quality financial
institutions and, consequently, the Company besig¢kiat such funds are subject to minimal credit iGash equivalents and marketable
securities consist of investment grade debt séesiir money market funds investing in such seestit

The Company sells its services primarily to consuama small business customers. Payment for therityapf the Company’s sales
occurs via credit card. The Company regularly nesgiéts accounts receivable related to customeledbdn traditional credit terms and provi
an allowance for expected credit losses. Due teetifiectors, no additional credit risk beyond amsymbvided for collection losses is believed
by management to be probable in the Company’s atswoaceivable. At December 31, 2012, one custoapesented approximately 11% of
the Company’s accounts receivable balance and stormer represented 10% or more of the Company&wey for all periods presented.

Revenue Recognition

The Company derives revenue from online backupcsigi®n services. These services are standalatependent service solutions,
which are generally contracted for a one- to thyear term. Subscription arrangements include adoesse the Company’s services via the
internet. The Company recognizes revenue in acaoedaith ASC 605-10Qverall Revenue RecogniticBubscription revenue is recognized
ratably on a daily basis upon activation over thigssription period, when persuasive evidence afreangement with a customer exists, the
subscription period has been activated, the psiéxéd or determinable, and collection is reastynabsured. Deferred revenues represent
payments received from customers for subscriptmises prior to recognizing the revenue relatethtse payments.

Cash Equivalents and Marketable Securities

The Company considers all highly liquid investmgmischased with an original maturity of three mandh less to be the equivalent of
cash for the purpose of balance sheet and staterheash flows presentation.

Short-term investments in marketable securitieckssified as available-for-sale and are recoedddir value. Realized gains and losse:
and declines in value judged to be other-ttemporary are included in income based on the Bpédentification method. Unrealized gains
losses (excluding other-thaemporary impairments) are reported as a compafeatcumulated other comprehensive income (loss).Value
is determined based on quoted market prices.

The Company reviews its investments for other-tteamporary impairment whenever evidence indicatasah investment’s carrying
amount is not recoverable within a reasonable gesfdime. There were no other-than-temporary impants during the year ended
December 31, 2012.

Property and Equipment

Property and equipment are stated at cost. Experdifor repairs and maintenance are charged &nsrpas incurred. Upon retirement
or sale, the cost of the assets disposed of anelited accumulated depreciation
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are eliminated from the accounts and any resufiaig or loss is reflected in the consolidated statg of operations. Depreciation and
amortization is provided using the straight-linetihegl over the estimated useful lives of the assdigh are as follows:

Asset Classificatiot Estimated Useful Life

Computer equipmet 2—4 years

Software 3 years

Furniture and fixture 5 years

Leasehold improvemen Shorter of useful life or remaining life of lea

Impairment of Long-Lived Assets

The Company reviews property and equipment andgiltiée assets for impairment whenever events on@bsin circumstances indicate
that the carrying amount of an asset may not baverable. If the recoverability of these assetoissidered to be impaired, the impairment to
be recognized equals the amount by which the cagryalue of the assets exceeds its estimateddhievThe Company has not identified any
impairment of its long-lived assets as of Decen#igr2012, 2011, and 2010.

Business Combinations

In accordance with ASC 80Business Combinationghe Company allocates the purchase price of eadjgiompanies to the tangible :
intangible assets acquired and liabilities assub@sed on their estimated fair values. Determiniregé fair values requires management to
make significant estimates and assumptions, edjyewit¢h respect to intangible assets.

The fair value of identifiable intangible assetb@sed on detailed valuations that use informatimhassumptions provided by
management, which consider management’s best @sirofiinputs and assumptions that a market ppatitiwould use. The Company’s
identifiable intangible assets acquired consistefeloped technology, customer relationships, tradees, and non-compete agreements.
Developed technology consists of products that meaehed technological feasibility and tradenaregsasent acquired company and product
names. Customer relationships represent the unidgnglationships and agreements with custometseocquired company’s installed base.
Non-compete agreements represent the protection aghakposs of business and resultant cash flows fiect competition. The Company
estimates the useful lives of its intangible asbated upon the expected period over which the @agnanticipates generating economic
benefits from the related intangible asset.

Goodwill and Acquired Intangible Assets

The Company records goodwill when consideration paia business acquisition exceeds the fair vafuke net tangible assets and the
identified intangible assets acquired. The Compaegtimate of fair value are based upon assumpbelesved to be reasonable at that time,
but that are inherently uncertain and unpredictaldsumptions may be incomplete or inaccurate,uar@hticipated events or circumstances
may occur, which may affect the accuracy or validit such assumptions, estimates or actual resatiedwill is not amortized, but rather is
tested for impairment annually or more frequenthfiacts and circumstances warrant a review. The fi&om performs its assessment for
impairment of goodwill on an annual basis and & datermined that there is a single reporting fanithe purpose of conducting this annual
goodwill impairment assessment. For purposes @&safsg potential impairment, the Company estimie$air value of the reporting unit
(based on the Company’s market capitalization)@mdpares this amount to the carrying value of &porting unit (as reflected by the
Company’s total stockholders’ equity). If the Compaletermines that the carrying value of the repgninit exceeds its fair value, an
impairment charge would be required. The Compaagisual goodwill impairment test is at November 88axch year. To date, the Company
has not identified any impairment to goodwiill.
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Intangible assets acquired in a business combinati® recorded under the acquisition method ofauing at their estimated fair values
at the date of acquisition. The Company amortizegiiaed intangible assets over their estimateduli$igés based on the pattern of
consumption of the economic benefits or, if thatgra cannot be readily determined, on a straigiettbasis. The Company reviews its
intangible assets with definite lives for impairneas discussed above. See policy on “Impairmehbaofy-Lived Assets,” above, for additional
information.

Software and Website Development Costs

Research and development costs are expensed adheand primarily include salaries, fees to cotasu$, and other related costs. The
Company follows the guidance of ASC 350-#@ernal Use Softwarand ASC 350-50\Vebsite Development Costisl accounting for its
software and website development costs. The costsried in the preliminary stages of developmeatexpensed as incurred. Once an
application has reached the development stagenaitand external costs, if direct and incremeratiad, capitalized until the application is
substantially complete and ready for its intendsel BBecause the Company believes the majoritys afévelopment efforts are categorized in
operation stage (post-implementation), no coste teen capitalized to date. These costs are intlindhe accompanying statements of
operations as research and development expense.

Advertising Expenses

The Company expenses advertising costs as incibrethg the years ended December 31, 2012, 20H12@h0, the Company incurred
approximately $24.1 million, $25.1 million, and $&3nillion of advertising expense, respectively jebhs included in sales and marketing
expense in the accompanying statements of opesation

Accounts Receivable

Accounts receivable are recorded at the invoiceduantn The allowance for doubtful accounts is thenpany’s best estimate of the
amount of probable credit losses in the Compamnyistiag accounts receivable. The Company specifielalyzes historical bad debts, the
aging of the accounts receivable, creditworthinasd, current economic trends, to evaluate the alhwe for doubtful accounts. Past due
balances are reviewed individually for collectaliliAccount balances are charged off against tleevahce after all means of collection have
been exhausted, and the potential for recovergnsidered remote.

Income Taxes

The Company provides for income taxes under thuliip method. Deferred tax assets and liabilitees determined based on differences
between financial reporting and tax bases of assetdiabilities and are measured using the endatethtes in effect when the differences are
expected to reverse. Deferred tax assets are redhyca valuation allowance to reflect the uncetiaassociated with their ultimate realization.

The Company accounts for uncertain tax positionegrized in the consolidated financial statemewtpriescribing a more-likely-than-
not threshold for financial statement recognitiod aneasurement of a tax position taken or expeotéé taken in a tax return.

Segment Information

Operating segments are defined as componentseritarprise engaging in business activities for Widiscrete financial information is
available and regularly reviewed by the chief opiegadecision maker in deciding how to allocateorgses and in assessing performance. The
Company views its operations and manages its bssineone operating segment. The Company doesisubbse geographic information for
revenue and long-lived assets as revenue and leegj#dssets located outside the United States tlexceed 10% of total revenue and total
assets.
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Accounting for Stock-Based Compensation

Stock-based compensation is recognized as an exjretise financial statements based on the grantfda value of the stock awards
granted. For awards that vest based on servicdtmmg] the Company uses the straight-line metloaallbcate compensation expense for
awards expected to vest over the requisite sepgded of those awards. The grant date fair vafugptons granted is calculated using the
Black-Scholes option-pricing model, which requities use of subjective assumptions including vatatiexpected term, risk-free interest rate,
and expected dividend yield. The grant date fdineaf restricted stock units granted is basecherfair value of the underlying common stock
on the date of grant.

Recently Issued and Adopted Accounting Standards

Effective January 1, 2012, the Company adopted A®U2011-08,Testing Goodwill for Impairment (the revised stamtja The revised
standard is intended to reduce the cost and coritypleithe annual goodwill impairment test by pradivig entities an option to perform a
“qualitative” assessment to determine whether grtimpairment testing is necessary. The adoptidhisfguidance did not have an effect on
the Company'’s consolidated financial statements.

Effective January 1, 2012, the Company adopted ABU2011-05Presentation of Comprehensive Incotdader this guidance, the
Company can present the total of comprehensivanecthe components of net income, and the compsmémther comprehensive income
either in a single continuous statement of compreive income or in two separate but consecutivierstants. The Company elected to presen
comprehensive income using two separate but cotigeaiatements. This guidance eliminates the ogbgresent the components of other
comprehensive income as part of the statementasfgds in stockholders’ equity. As the new guidaetaes only to how comprehensive
income is disclosed and does not change the iteatsrtust be reported as comprehensive income, iadafiti not have an effect on the
Company'’s consolidated financial statements.

3. Net Loss per Share

The Company calculates basic and diluted net lessipare of common stock by dividing the net Iajasted for the dividend on the
redeemable convertible preferred stock by the wejaverage number of shares of common stock odtisi;during the period. The
Company'’s redeemable and convertible preferredksiatstanding for 2011 and 2010 are participatimusities as defined by ASC 260-10,
Earnings Per Shar, but are excluded from the earnings per shareiledion in 2011and 2010 as they did not have aigatibn to share in the
Company’s net losses.

The Company’s net loss per share is calculatedlbsyvs (in thousands, except per share data):

2012 2011 2010

Net loss $(18,93¢) $(23,53¢) $(25,767)
Accretion of redeemable convertible preferred s — (128) (210
Net loss attributable to common stockholc $(18,93¢) $(23,66¢) $(25,977)
Weightec-average number of shares of common stock, basidiandd 25,50 12,84: 4,39¢
Net loss per share attributable to common stocldre|dasic and dilute $ (0.79 $ (1.89) $ (5.90
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The following potentially dilutive common stock égalents have been excluded from the computatiatilofed weightedaverage shart
outstanding as of December 31, 2012, 2011, and 291Bey would be anti-dilutive due to the Compamgt losses (in thousands):

Years Ended December 31

2012 2011 2010
Redeemable and convertible preferred stock — — 13,48:
Options to purchase common stc 3,29¢ 2,861 2,47:
Warrant 11 11 11
Restricted stoc 0 9 27
Total 3,30t  2,88i 15,99

4. Fair Value of Financial Instruments

The Company applies the guidance in ASC &0t Value Measurements and Disclosur¢sASC 820”), which provides that fair value
is based on the price that would be received {casehsset or paid to transfer a liability in adenty transaction between market participants a
the measurement date. In order to increase consjsend comparability in fair value measuremenSC/A820 establishes a fair value hierar
that prioritizes observable and unobservable inpsiéxl to measure fair value into three broad levaisch are described below:

Level 1: Quoted prices (unadjusted) in active marketsdahataccessible at the measurement date for asdibilities. The fair value
hierarchy gives the highest priority to Level 1utg

Level 2: Other inputs that are observable directly or iacklly, such as quoted prices for similar assetdiabdities or market
corroborated inputs.

Level 3: Unobservable inputs are used when little or noketadlata is available, which requires the Compargetvelop its own
assumptions about how market participants wouldevgthe assets or liabilities. The fair value hiehngrgives the lowest priority to
Level 3 inputs.

In determining fair value, the Company utilizesuatlon techniques that maximize the use of obséiaputs and minimize the use of
unobservable inputs to the extent possible indsegsment of fair value.

The Company'’s assets and liabilities that are nredsat fair value on a recurring basis, by levethin the fair value hierarchy are
summarized as follows (in thousands):

December 31, 201, December 31, 201.
Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 2 Total
Assets:
Cash equivalen—money market fund $15,64¢ $ — $ — $1564. $40,941 $ — $—  $40,94:
Marketable securities -4.S. agency and treast
securities — 14,99( — 14,99( — 12,68 — 12,68
Total —
$15,64¢ $14,99C $ — $30,63: $40,94: $12,68: $ $53,627
Accrued liabilities:
Lease exit charg $ — $ — $1,000 $1000 $ — $ — $— $ —
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The Company’s marketable securities are class#getevel 2 within the fair value hierarchy as theg valued using professional pricing
sources for identical or comparable instrumentherathan direct observations of quoted pricestiva markets. The Company has a $1.0
million accrual relating to lease exit charges. Twmmpany has classified this as a Level 3 fairaheasure. The Company measured the
accrual based on the discounted present valueeagkthaining lease payments of the vacated Bostass&thusetts data center through the
August 2013 lease expiration. The rate used toeptaslue the payments of 4.25% is based on tkeassociated with the Company’s
revolving line of credit. There were no other chasigr additions to Level 3 measurements duriny¢ae.

5. Acquisition
Phanfare, Inc

In June 2011, the Company acquired substantidllyf dhe assets of Phanfare, Inc., for $1.9 millinat of cash acquired, and the
assumption of certain liabilities. Phanfare’s seeveénables users to create, maintain, and sharegtioto and video albums. The Company
maintains the former service, employees, and offication of Phanfare.

The results of operations for the acquisition hiagen included in the Company'’s operations sincel#tte of acquisition and were not
material for the periods presented.

The acquisition of Phanfare has been accounteaisfarpurchase of a business and, accordinglypthlepurchase price has been alloc
to the tangible and identifiable intangible assetguired and the net liabilities assumed baseti@in iespective fair values on the acquisition
date. As a result of the acquisition of Phanfdre,EGompany recorded goodwill in the amount of $iilion and identifiable intangible assets
of $1.2 million. The identified intangible asset#l e amortized on a straight-line basis over itlestimated useful lives. The following table
presents the estimated fair values and useful t¥éise identifiable intangible assets acquired:

Weighted Average Useft

Amount Life
(in thousands’ (in years)
Developed technolog $ 88C 5
Customer relationshir 18C 3
Non-compete agreemer 15C 5
Total identifiable intangible asse $ 1,21 4.7

Zmanda, Inc.

In October 2012, the Company completed the acéprisitf all of the outstanding capital stock of ZrdanInc. for $13.4 million, net of
cash acquired. Accordingly, the total purchaseephias been allocated to the tangible and idenifimibangible assets acquired and the net
liabilities assumed based on their respectiveviaiues on the acquisition date. The Company bedigvat this acquisition will enhance its sn
and medium sized business (“SMB”) offering with Higlity to backup databases and file systemseatbud, and will enable SMBs to obtain
all of the backup solutions that they need from weedor. Zmanda’s offerings will provide IT resedlavith affordable, secure, and easy to use
solutions for data protection and recovery foritickents.

The results of operations for the acquisition hiagen included in the Company'’s operations sincel#tte of acquisition and were not
material for the periods presented.
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The aggregate purchase price was $14.4 milliomydneg $1.0 million of cash acquired. The Compahgcated the purchase price as
follows (in thousands):

Cash acquire $ 95¢
Accounts receivabl 34¢
Prepaid and othe 33
Property and equipme 19
Intangible asset 4,13(
Goodwill 10,02:
Total assets acquire 15,50¢
Less fair value of liabilities assum 1,15¢
Net assets acquire $14,35(

Goodwill of $10.0 million was recognized for thecess purchase price over the fair value of thesséts acquired. The goodwill
recorded in connection with this transaction isnatiily related to the expected synergies to beeaeld related to the Company’s SMB product
offerings and the ability to leverage existing sad@d marketing capacity and customer base witfeotdo the acquired Zmanda service.
Goodwill from the acquisition of Zmanda is includeihin the Company’s one reporting unit and iduded in the Company’s annual review
for impairment. It is not amortized for tax purpsse this acquisition was a stock purchase.

Identifiable intangible assets of $4.1 million araortized based upon the pattern in which econbenefits related to such assets are
realized. Developed technology consists of prodi@shave reached technological feasibility aadénames represent acquired company ar
product names. The developed technology and tragematangibles were valued using the relief frolyatty method, which considers both
market approach and the income approach. Custatationships represent the underlying relationships agreements with customers of the
acquired company’s installed based. To value tistoooer relationships, the Company utilized the imne@pproach, specifically a variation of
the discounted cash-flow method known as the neritjgl excess earnings method. Non-compete agresmegresent the protection against
the loss of business and resultant cash flows fimaett competition. The comparative business vadnanethod was used to value the non-
compete agreements. The following table preseptestimated fair values and useful lives of thaiifiable intangible assets acquired:

Weighted Average Useft

Amount Life
(in thousands’ (in years)
Developed technolog $ 2,10C 8
Customer relationshir 1,40C 7
Tradename 40C 8
Non-compete agreemer 23C 3
Total identifiable intangible asse $ 4,13« 7.4

6. Goodwill and Acquired Intangible Assets

As of December 31, 2012, the carrying amount ofdgalh is $11.5 million. The change in the carryiamount of goodwill is as follows
(in thousands):

Balance as of December 31, 2( $ 1,51
Goodwill related to the acquisition of Zmanda, | 10,02:
Balance as of December 31, 2( $11,53¢
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Goodwill is not amortized. The Company reviews gaitidfor impairment at least annually in the foudbarter, or on an interim basis if
an event or circumstance occurs indicating therpiatiefor impairment. The Company completed theuatimpairment review as of
November 30, 2012 by estimating the fair valuehefteporting unit (based on the Com(’s market capitalization) and comparing this am
to the carrying value of the reporting unit (adeetied by the Company’s total stockholders’ equitifje Company determined that goodwiill
was not impaired. To date, the Company has hachpairments to goodwill.

Purchased intangible assets consist of the follgwimthousands):

Developed technology
Customer relationshir
Tradenamt
Non-compete agreemer

December 31, 201, December 31, 201
Weightec-
Average
Estimated Gross Net Gross Net
Useful Life Carrying Accumulated Carrying Carrying Accumulated Carrying
(in years) Value Amortization Value Value Amortization Value
7.1 $2,98( $ 314 $2,66¢ $ 88C $ 10z $ 77¢
6.5 1,58( 95 1,48t 18C 35 14t
8.C 40C 6 394 — — —
3.8 38C 54 32¢€ 15C 18 132
$5,34( $  46¢ $4,871 $1,21( $ 15t $1,05¢

The Company recorded amortization expense of $@l@mand $0.2 million for the years ended Decembg, 2012 and 2011,
respectively. Amortization relating to developedheology is recorded within cost of revenue, amzatton of customer relationships is
recorded within sales and marketing expenses, mnudtaation of tradenames and non-compete agreenentécorded within general and
administrative expenses. Future estimated amadizaxpense of acquired intangibles is as followghousands):

2013
2014
2015
2016
2017
Thereaftel

7. Property and Equipment

Property and equipment consists of the followinatember 31, 2012 and 2011 (in thousands):

Computer equipment
Software

Furniture and fixture
Leasehold improvemen

Total property and equipme

Less accumulated depreciation and amortize

Property and equipment, r

$ 667

December 31

2012
$ 46,47
1,60¢
571
1,11¢
49,76¢
(25,14)
$ 24,62:
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Depreciation and amortization expenses were $10l®m $7.7 million, and $5.1 million for the yemended December 31, 2012, 2011,
and 2010, respectively.

8. Accrued Expenses
Accrued expenses consist of the following (in tfeous):

December 31

2012 2011
Accrued media spend $1,91( $1,22:
Accrued other expens 1,73¢ 1,07(C
Accrued restructurin 1,022 —
Accrued compensatic 40C 2,70¢
Total accrued expens $5,06¢ $4,99¢

9. Redeemable and Convertible Preferred Stock andi&kholders’ Equity (Deficit)
Initial Public Offering

In August 2011, the Company closed its initial pubffering (“IPO”) of 7,187,500 shares of common stock at a pricel6f@® per shar
including 937,500 shares of common stock pursuaskércise of the underwriters’ option to purchadditional shares. Of the total shares of
common stock sold in the IPO, 6,303,973 shares sa@eby the Company and 883,527 were sold bynge#itockholders. The Company
received aggregate proceeds of $58.6 million, hehderwriters’ discounts and commissions, but kefteducting offering expenses of
approximately $3.0 million. Upon the closing of tf®©, the Company’s outstanding shares of redeeatd convertible preferred stock
(“Preferred Stock”) converted into 13,483,473 sharecommon stock and all outstanding warrantsutchase Preferred Stock converted into
warrants to purchase 11,316 shares of common stdei.simultaneously with the closing of the IP@e €Companys charter was amended &
restated to authorize 45,000,000 shares of commeck,gar value $0.01 per share, and 6,000,00@sladmpreferred stock, par value $0.01 pe
share, all of which preferred stock is undesignated

Redeemable and Convertible Preferred Stock

Prior to the Company’s IPO, at which time all slsané Preferred Stock, consisting of 502,874 shaf&eries A2 redeemable convertit
preferred stock (“Series A-2") and 3,991,617 ofwentible preferred stock, were converted into shafecommon stock, the following rights,
privileges and preferences of the preferred stoetevas follows:

Dividends

The holders of Preferred Stock were entitled teirex; out of funds lawfully available, dividendsh&n, as and if they were declared by
the Company'’s Board of Directors, at an annual pateshare, without compounding, equal to 6% ofotfiginal purchase price. Dividends
accrued, whether or not declared, and were cumelatid payable upon the occurrence of a liquidaignt for all Preferred Stock, as well as
upon redemption for Series A-2. Therefore, dividengre accreted on the Series A-2 such that itpresented at redemption value. No
dividends were declared through the date on whietPreferred Stock was converted into common stock.
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Redemption

Holders of Series A-2 could have elected to hae& ghares redeemed at any time after Decemb&03P, upon written request to the
Company. The redemption amount would have beenrigaal issue price, plus any accrued but unpaidtldnds. Dividends were accreted on
Series A-2 such that it was presented at redemptbare. Upon conversion of the Series A-2 to comsioik, all accrued dividends were
reversed through accumulated deficit.

Additional Rights, Preferences, and Privileges

In addition to those rights described above andélestration rights described below, the holddridhie Company’s Preferred Stock had
certain voting rights, liquidation preferences, aodversion privileges. All rights, preferences gnidileges associated with the Preferred
Stock, other than the registration rights describeldw, were terminated at the time of the Compsih§O in conjunction with the conversion
of all outstanding shares of Preferred Stock ihtras of common stock.

Registration Rights

Pursuant to an investors’ rights agreement, thddrslof the Company’s common stock that resultech fthe conversion of the Preferred
Stock have certain registration rights. The holdherge the right to demand that the Company regssteln shares of common stock pursuant tc
the Securities Act of 1933, as amended. Subjeceti@in limitations, the Company shall bear thesfeests, and expenses of such registration
other than underwriting discounts and commissidhg. Company is not required to settle such redistraights by delivery of registered
shares or by a net cash settlement.

Warrants

In October 2006, in connection with a commercia¢ lof credit, the Company issued a warrant to @setshares of Series A-2, which, at
the time of the Company’s IPO, was converted imicagrant to purchase 11,316 shares of common sipalprice of $2.32 per share (the
“Warrant”). The Warrant is exercisable at any titheugh expiration in October 2013. The Companyedithe Warrant at the date of grant a
$18 thousand, and recorded the fair value of ther&daas a charge to interest expense. The Cormeamyasured the fair value of the Warrant
each reporting period in accordance with the pious of ASC 480Distinguishing Liabilities from Equityesulting in a fair value of
$82 thousand as of December 31, 2010, which wasded in other longerm liabilities. At the time of conversion of thi¢arrant in connectic
with the Company’s IPO, the fair value of the Watravas $74 thousand, which was reclassified asrgpoaent of additional paid-in capital.
No portion of the Warrant has been exercised &eoember 31, 201.

10. Stock-based Awards

The Company’s 2005 Stock Incentive Plan (the “2BGh”) provided for granting of incentive stock igpts, non-qualified options,
restricted stock, or other awards to the Compaesiployees, officers, directors, and outside coaststup to an aggregate of 3,601,551 share
of the Company’s common stock. In conjunction witl effectiveness of the 2011 Equity Award Plae (2011 Plan”), the Company’s Board
of Directors voted that no further stock optionstrer equity-based awards would be granted uge2®05 Plan.

The Company’s 2011 Plan provides for the issuafegock options, restricted stock, and other stoaked awards to the employees,
officers, directors, and consultants of the Companiys subsidiaries. In connection with the apatay the plan, the Company reserved
1,662,000 shares of common stock for issuance uhde2011 Plan. On Januarytl of each year, begironnJanuary 1, 2012, the number of
shares reserved under the 2011 Plan will increpsbéedlesser of 1,500,000 shares, 4.0% of the and@tg shares of common stock and
common stock equivalents, or another amount detenby the Company’s Board of Directors.
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As of December 31, 2012, 454,308 shares of comnuouk svere available for future grant under the 2B1dn.

Stock Options

Stock options granted to employees generally wast a three- or four-year period, and expire tearydérom the date of grant. Certain
option awards provide for accelerated vestingéféhs a change of control, as defined in the Z21@8h or 2011 Plan, as applicable. The
Company has generally granted stock options atceseeprices not less than the fair market valuésafommon stock on the date of grant.

The Company records compensation expense relattddk options based on the estimated fair valubettock option on the date of
grant amortized over the service periods for tlvidual awards, which generally equals the vesgiagods. The Company uses the straight-
line amortization method for recognizing stock-ltheempensation expenses.

Determining the appropriate fair value model anldwdating the fair value of stock-based paymentrasaequire the use of highly
subjective estimates and assumptions, includingstienated fair value of the Compasyommon stock. Following its IPO, the Company t
the quoted market price of its common stock tol#ista fair value of the common stock underlyingctoptions. Prior to the IPO, because
there was no public market for the Company’s comstook, the Company’s Board of Directors determithedfair value of the Company’s
common stock with input from management, basedenédport of an unrelated third-party valuationcéqlést.

The Company estimates the fair value of stock ogtion the date of grant using the Black-Scholemoggricing model, which further requires
the use of highly subjective estimates and asswmgtincluding expected stock price volatility, egfed term of an award, risk-free interest
rate, and expected dividend yield.

The assumptions used to estimate the fair valtleeo$tock options using the Black-Scholes optidoipg model were as follows for the
years ended December 31, 2012, 2011, and :

Years Ended December 31

2012 2011 2010
Weighted-average fair value of common stock $9.03 $12.20 $7.32
Risk-free interest rat 0.83% to 1.33¢ 2.12% to 2.49 1.45% to 3.04¢
Expected dividend yiel —% —% —%
Expected volatility 55% to 57% 53% to 629 61% to 649
Expected term (in year 5.51t0 6.1 5.8106.1 6.1

Risk-Free Interest Rate

The Company bases the risk-free interest rateitthaes in the option valuation model on U.S. Tueagero-coupon issues with
remaining maturities similar to the expected tefrthe options.

Expected Dividend Yie

The Company has not paid, and does not anticiati@, cash dividends on shares of common stoeketbre, the expected dividend
yield is assumed to be zero in the option valuatimael.

Expected Volatility

Until the Company’s IPO, as there had been no pubdirket for the Company’s common stock, the Comgtermined the volatility
for options granted based on an analysis of regatéta for a peer group of
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companies that issued options with substantiafhilar terms. Beginning at the time of the Compan#®, the expected volatility of options
granted has been determined using a combinatitmediistorical volatility measures of this peergyaf companies for a period equal to the
expected term of the option.

Expected Terr

The Company has limited public historical infornoatito develop reasonable expectations about fegixeecise patterns and post-vesting
employment termination behavior for its stock optgrants. As a result, for stock option grants nuting the years ended December 31,
2012, 2011, and 2010 the expected term was estinnatag the “simplified method.” The simplified rhet is based on the average of the
vesting tranches and the contractual life of eaelnty

Forfeitures

The Company is required to estimate forfeiturethatime of grant and revise those estimates isesylent periods if actual forfeitures
differ from those estimates. The Company uses tiésicdata to estimate pre-vesting option forfesgiand records stock-based compensation
expense only for those awards that are expecteelsto

The following table summarizes stock option acgivinder the 2005 and 2011 Plans:

Weighted- Weighted-
Average
Average Remaining
Exercise Contractual Aggregate
Price Intrinsic
Number of per Life Value
Shares Share (in years) (in thousands) (2
Outstanding at December 31, 2011 2,867,31 $ 6.7¢4 8.41 $ 12,49:
Grantec 1,580,001 9.0:
Exercisec (668,78 1.6F
Cancelec (484,509 9.01
Outstanding at December 31, 2( 3,294,02 $ 8.54 7.5€ $ 6,19:
Exercisable at December 31, 2( 1,115,411 $ 6.9: 5.91 $ 3,80¢
Vested and expected to vest at December 31, 20 3,068,53 $ 8.4¢ 7.4¢ $ 5,987

(1) Represents the number of vested stock optismd Becember 31, 2012, plus the number of unvesttmrk options expected to vest as of
December 31, 2012, based on the unvested stoakngpiutstanding at December 31, 2012, adjusteelstimated forfeitures

(2) The aggregate intrinsic value is calculatethaspositive difference between the exercise pfdbe underlying stock options and the fair
market value of the Compa's common stock on December 31, 2011 and Decembh@032.

The weighted-average grant date fair value of ogtigranted to employees during the years endednibiere31, 2012, 2011, and 2010
was $4.73, $6.47, and $4.68 per share, respectiVelytotal intrinsic value of options exercisedidg the years ended December 31, 2012,
2011, and 2010 was approximately $4.9 million, $8illion, and $1.2 million, respectively.

At both December 31, 2012 and 2011, there was appately $9.4 million of unrecognized stock-basethpensation cost, net of
estimated forfeitures, related to unvested stodlong that is expected to be recognized over ahteiyaverage period of 2.38 and 2.96 years
respectively. The total unrecognized stock-basadpemsation cost will be adjusted for future charigesstimated forfeitures.
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Incentive Unit Agreements

In 2011, the Company’s Board of Directors adoptedihcentive Unit Plan, which provides up to anraggte of 60,000 incentive units
(“Units”) to certain employees of its subsidiary@hina to afford these employees the benefit ofagyreciation in the value of the Company.
The Units had a five year term and vested uporri@imeance condition, which has been satisfied, asdrvice period of up to four years. U
vesting, the recipients of Units received a castusdased on the difference between the fair wafltiee Company’s stock and the base value
set forth in their respective Incentive Units Agrents. In January 2012, the Board of Directorsrd@teed to cease issuance of any further
grants pursuant to the Incentive Unit Plan. In @ation with the restructuring of the Company’s Ghaperations in December 2012, the
Incentive Unit Plan has been terminated. As of Drmer 31, 2012, all Units have either been paidootitave been terminated, in each case in
accordance with the Incentive Unit Plan.

Restricted Stock

In 2009, the Company sold an aggregate of 72,086:stof common stock at the fair value of $1.31gbare to non-employee members
of the Board of Directors under restricted stockeagnents in accordance with the terms of the Cogip@®05 Plan. During 2009, due to the
departure of one board member, 18,000 of thesesheere forfeited. The restricted stock vests tataver three years from the grant date. In
the event that a member of the Board of Directesses to serve on the Company’s Board of Direfborany reason, with or without cause,
the Company has the right to repurchase some of #ike unvested shares at the fair values ondhesdf issuance.

The fair value of the restricted stock is basedhenfair value of the Company’s common stock ondate of grant. Stock-based
compensation expense related to restricted staglcagnized on a straight-line basis over the stugervice period. There are no
performance-based measures. During 2012, the 8jtf}@s of restricted stock that were unvested Beoémber 31, 2011 vested.

Stockbased compensation is reflected in the consolidstetdment of operations as follows for the yeaded December 31, 2012, 20
and 2010 (in thousands):

Years Ended December 31

2012 2011 2010
Cost of revenues $ 44cC $ 207 $ 45
Research and developmt 1,19¢ 511 171
General and administratiy 1,57¢ 34¢ 227
Sales and marketir 91¢ 381 99

$4,131 $1,44¢ $542

11. Income Taxes
The domestic and foreign components of loss beforeision for income taxes were as follows (in thaods):

Years Ended December 31

2012 2011 2010
Domestic $(17,990) $(22,567) $(25,66¢€)
Foreign (90€) (957) (97)

Total $(18,896) $(23,517) $(25,767)
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A reconciliation of income taxes computed usingth®. federal statutory rate to that reflectedperations follows:

Year Ended December 31

2012 2011 2010
Expected income tax benefit using U.S. federausay rate 34.(% 34.(% 34.(%
Change in the valuation allowan (29.6€) (32.9 (33.9
Nondeductible sto-based compensatic (2.9 (1.6 (0.7)
Other (1.7 (0.7) (0.0

(0.29)% (0.1)% 0.0%

Components of the Company’s deferred tax assetfiahilities are as follows (in thousands):

2012 2011
Deferred tax asset
Net operating loss carryforwar $ 44,19¢ $ 34,411
Research and development tax credit carryforw 3,421 2,39t
Deferred revenu 6,43: 3,97(
Other 2,16¢ 791
Total deferred tax asse 56,22: 41,56
Valuation allowance for deferred tax ass (51,290 (40,1496
Total deferred tax assets, net of valuation allave: 4,931 1,421
Deferred tax liabilities
Depreciatior (2,635 (87¢)
Other (2,359 (565
Total deferred tax liabilitie (4,999 (1,449
Net deferred tax liabilitie $ (63 $ (22

For the years ended December 31, 2012 and Dece&3hb2011, the Company recorded a deferred fedexgrovision of $40 thousand
and $23 thousand, respectively, related to tax anation of goodwill. The Company did not provide fncome tax in the year ended
December 31, 2010 due to net losses. As of DeceB1het012, the Company had U.S. federal, statefaeiyn net operating loss
carryforwards of $116.9 million, $107.0 million as@.0 million, respectively. Included in the fedarat operating loss carryforward is $5.2
million that relates to excess tax deductions fetatk-based payments, the tax benefit of which vélfecorded as an increase in additional
paid-in capital when the deductions reduce cutti@rgs payable. As of December 31, 2011, the Compadyederal, state and foreign net
operating loss carryforwards of approximately $8@ilion, $83.9 million, and $1.0 million, respeatly. The federal net operating loss
carryforwards will expire at various dates begimgnim the year 2026 through 2033. State net opeaydtiss carryforwards will expire at various
dates beginning in 2013 through 2033. At Decemii¢£812 and 2011, the Company had approximatell $dlion and $2.8 million,
respectively, of federal and state research andldpment tax credit carryforwards available to =future income taxes payable, which will
expire at various dates beginning in the year 28&3ugh 2033.

Management of the Company has evaluated the pesitid negative evidence bearing upon the realigabflits deferred tax assets. As
required by the provisions of ASC 740, managemastdetermined that it is more-likely-than-not ttheg Company will not utilize the benefits
of federal and state deferred tax
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assets for financial reporting purposes. Accordintiie deferred tax assets have been fully resea&dcember 31, 2012 and 2011. The
valuation allowance increased approximately $11illiom and $8.9 million during the years ended Dmber 31, 2012 and 2011, respectively,
due primarily to the increase in the net operakisg carryforwards and research and developmeraréahts.

Future changes in Company ownership may limit theunt of net operating loss carryforwards and neseand development credit
carryforwards that can be utilized annually to efffuture taxable income and taxes, respectivalgeneral, an ownership change, as defined
by Section 382 of the Internal Revenue Code of 188@&mended, results from transactions incredlssngwnership of certain shareholders or
public groups in the stock of a corporation by mihien 50 percentage points over a three-year péefioel Company performed an analysis of
its changes in ownership through December 31, 20itPhas adjusted its net operating loss carryfatsvand research and development credit
carryforwards to reflect the current usage limitas.

The Company’s reserves related to taxes and itsuatiog for uncertain tax positions are based datarmination of whether and how
much of a tax benefit taken by the Company inaitsfilings or positions is more-likely-than-notlbe realized following resolution of any
potential contingencies present related to thdmefit. As of December 31, 2012 and 2011, the Gomad no unrecognized tax benefits.

The Company will recognize interest and penalti#ated to uncertain tax positions in income taxegge. As of December 31, 2012, the
Company had no accrued interest or penalties tetatancertain tax positions and no amounts haee becognized in the Company’s
consolidated statements of operations. The stafuteitations for assessment by the Internal RexeService (“IRS”) and state tax authorities
is open for tax years ending December 31, 20090,28011 and 2012, although carryforward attribti@s were generated prior to tax year
2009 may still be adjusted upon examination bylRt® or state tax authorities if they either haverber will be used in a future period. There
are currently no federal or state audits in progres

12. Commitments and Contingencies
Operating Leases

The Company leases various facilities under letisgtsexpire at varying dates through 2016. Cevathese leases contain renewal
options, and require the Company to pay operatirssc including property taxes, insurance, and taaance.

The Company has lease agreements to rent offiam spdoston, Massachusetts (corporate headquaitesiston, Maine, Princeton,
New Jersey, Sunnyvale, California, and Beijing,r@hiThe Company has lease agreements to rentefatr space in Wakefiel
Massachusetts and Phoenix, Arizona. The Companynadéntains a hosting service agreement with a-party data center vendor in
Somerville, Massachusetts, that is subject to dmeumawal and a 120 day cancellation right. Thengeof the several of these leases include
escalating rent and free rent periods. Accordintjlg, Company recorded a deferred rent liabilitated to the free rent and escalating rent
payments, and rent is being recognized on a stréiighbasis over the terms of the leases. At botbebwer 31, 2012 and 2011, $0.4 millior
included in accrued expenses and other long-teabilities related to the deferred rent.
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Future non-cancellable minimum lease payments ualtleperating leases as of December 31, 201sfellows (in thousands):

Data
Office Center
Years Ended December 31 Leases Leases (1 Total
2013 $1,80i $ 1,58¢ $ 3,39¢
2014 1,33¢ 1,63¢ 2,97
2015 1,36¢ 1,44; 2,81t
2016 1,40¢ 63 1,471
$5,921 $ 4,73:¢ $10,65¢

(1) Does notinclude contractual payments relatededihston, Massachusetts data center lease th@othe@any vacated in March 2012 :
for which the Company has accrued $1.0 millionestructuring expense. See Note 13 for related iadditdisclosure

Other Non-cancellable Commitments

As of December 31, 2012, the Company had non-cableetommitments of $5.0 million payable in 201B.4$million payable in 2014,
and $0.2 million payable in 2015, primarily consigtof advertising, marketing and broadband ses/amntracts.

Litigation

In August 2010, Oasis Research, LLC, (“Oasis Ret&prfiled a lawsuit against the Company and salef its competitors and other
online technology companies in the U.S. Districu@dor the Eastern District of Texas, allegingtttiee Company’s cloud backup storage
services, and the other companies’ products oiicesyvinfringe certain of Oasis Researcpatents. Oasis Research seeks an award for ds
in an unspecified amount. Oasis Research doesun@ntly seek an injunction. A trial date has beenfor March 14, 2013. The Company is
not able to assess with certainty the outcomeisfléivsuit or the amount or range of potential dgeseor future payments associated with this
lawsuit at this time. The Company intends to defieself vigorously.

In May 2012, Markley Boston, LLC (“Markley”) filed lawsuit against the Company in Massachusettsrisugigourt seeking $1.6
million in damages related to the Company’s termamaof a data center lease. The Company has at&L€ million, being the discounted
present value of the remaining contractual paymender the lease agreement. In addition, as atrefsalcourt order, the Company has
presented $0.5 million as restricted cash on itzrfz@ sheet. See Note 13 for related additionalatare.

In the ordinary course of business the Companyislved in litigation incidental to its businessvrever, the Company’s management i
not aware of any other pending legal proceedingtloer loss contingency, whether asserted or untasseffecting the Company for which it
might become liable or the outcome of which manag@raxpects to have a material impact on the Cognpan

13. Restructuring

In March 2012, the Company closed its Boston, Maassetts data center and transitioned the compgtépment and operations loca
at that facility to its other Massachusetts datatexs. This facility closure was accounted foréo@dance with ASC 42@ccounting for Costs
Associated with Exit or Disposal Activiti, pursuant to which the Company recorded a chafr§é.a million, of which $0.2 million was paid
relocate the Company’s computer equipment and @ilion was accrued related to the fair value & temaining lease payments as of the
date of the closure. The fair value of the remarigase payments was determined based upon theudisd present value of remaining data
center lease payments through the August 2013 lease
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expiration. At December 31, 2012, $1.0 million tethto the fair value of the remaining lease paymare included within accrued expenses.
In addition, as a result of a court order, the Camyphas presented $0.5 million as restricted castsdalance sheet. See Note 12 for related
additional disclosure.

In November 2012, the Company adopted a plan touctare its workforce in China as part of its coitment to reduce costs and
enhance long-term profitability. The Company reeatd restructuring charge primarily attributabléeionination benefits of approximately
$0.2 million at December 31, 2012, of which the @amy has paid an insignificant amount through Ddimn31, 2012.

14. Retirement Plan

The Company has a 401(k) defined contribution ggvplan for its employees who meet certain emplayratatus and age requirements
The plan allows participants to defer a portiortha&fir annual compensation on a pre-tax basis. Tdrepany did not contribute to this plan for
the years ended December 31, 2011 and 2010. E#etdinuary 1, 2012, the Company elected to makatehing contribution of up to 4% of
each employee’s wages. For the year ended Decedith@012, the Company contributed $0.6 milliontte plan.

15. Related Party Transactions

In December 2011, in connection with an employdéi&te exercise of stock options, the Company téedi$0.1 million on such
employee/affiliate’s behalf for payroll taxes. TBempany was reimbursed in full in January 2012.

16. Revolving Credit Facility

In 2012, the Company amended and renewed its nexpline of credit with a bank that was originaigheduled to terminate August 30,
2012. Pursuant to the amended terms, the Companyareow up to $25 million through August 30, 20R8lvances under the line of credit
bear interest on the outstanding daily balancanatnnual rate equal to the lender’s prime refereate plus 0.25%. The Company has pledge
its accounts receivable, equipment, and shards efibsidiaries to the lender to secure its ohtigatunder the credit facility, and has also
agreed not to grant a security interest in or péeitlgjintellectual property to any third party. Téredit facility contains customary events of
default, conditions to borrowings and restrictie¥enants, including restrictions on the Companypiéity to dispose of assets, make
acquisitions, incur additional debt, incur liensgka distributions to stockholders, make investmemmtenter into certain types of related party
transactions. The credit facility also includesficial and other covenants including covenantsamtain a minimum current ratio, a minimi
number of total subscribers, and a requirementthti@amajority of the Company’s cash and investmbatheld with the bank or one of its
affiliates. To date, the Company has not borrowgdamounts under this $25 million revolving linecpédit.

17. Quarterly Information (Unaudited)
Quarterly results of operations are as followstlfimusands, except per share amounts):

For the three months ended

March 31, March 31,
Dec. 31, Sept. 30, June 30, Dec. 31, Sept. 30, June 30,
2012 2012 2012 2012 2011 2011 2011 2011

Statements of
Operations Data:
Revenue $23,67¢ $21,57¢ $20,24°7 $18,547 $17,34¢ $15,92¢ $14,39¢ $12,84!
Gross profit $15,60( $14,36¢ $13,25: $11,76: $10,56: $ 9,817 $ 8,75¢ $ 8,17¢
Loss from operation $(2,249 $(3,359) $(4,227) $(9,109) $(6,10) $(7,43f) $(4,667 $(5,359
Net loss $(2,219) $(33,370) $(4,23) $(9,11¢ $(6,13) (7,416 $(4,657) $(5,33))
Basic and diluted net loss per sh $ (009 $ (019 $ (017 $ (03¢) $ (029 $ (047 $ (099 $ (109
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our
disclosure controls and procedures as of Decenthe2®.2. The term “disclosure controls and procesitias defined in Rules 13a-15(e) and
15d-15(e) under the Exchange Act, means controls amer grocedures of a company that are designedstoreithat information required to
disclosed by a company in the reports that it filesubmits under the Exchange Act is recorded;ge®ed, summarized and reported withir
time periods specified in the Securities and Exgea@ommission’s rules and forms. Disclosure cosatanld procedures include, without
limitation, controls and procedures designed taisnthat information required to be disclosed lmpapany in the reports that it files or
submits under the Exchange Act is accumulated anmthwnicated to the company’s management, incluiingrincipal executive and
principal financial officers, as appropriate tooalltimely decisions regarding required disclositanagement recognizes that any controls an
procedures, no matter how well designed and opraée provide only reasonable assurance of acigeheir objectives and management
necessarily applies its judgment in evaluatingabst-benefit relationship of possible controls anacedures. Based on the evaluation of our
disclosure controls and procedures as of Decenthe2®.2, our Chief Executive Officer and Chief Finl Officer concluded that, as of such
date, our disclosure controls and procedures witgetive at the reasonable assurance level.

Management’'s Annual Report on Internal Control Over Financing Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finaha@orting. Internal control over
financial reporting is defined in Rule 13a-15(fdatbd-15(f) under the Exchange Act as a procedgmies by, or under the supervision of our
principal executive and principal financial offiseand effected by our board of directors, managéraed other personnel to provide
reasonable assurance regarding the reliabilitynaincial reporting and the preparation of finansiatements for external purposes in
accordance with generally accepted accounting iptee and includes those policies and proceduas th

» pertain to the maintenance of records that in realsle detail accurately and fairly reflect the s@aetions and disposition of our
assets

» provide reasonable assurance that transactions@eded as necessary to permit preparation ofiflahstatements in accordance
with generally accepted accounting principles, #ad our receipts and expenditures are being malyarmaccordance with
authorizations of our management and board of wirecanc

« provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, usedisposition of our assets
that could have a material effect on our finanstatements

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeénaate because of changes in condition
that the degree of compliance with the policieprocedures may deteriorate.
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Management assessed the effectiveness of our @htawntrol over financial reporting as of DecemBg&y 2012. Management based its
assessment on criteria establishethternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatidrike
Treadway Commission (COSO).

As permitted by Securities and Exchange Commisgiodance, management excluded from its assessmemda, Inc., which was
acquired in October 2012 and which representediess5 percent of total assets and less thancepeof total revenues as of and for the yea
ended December 31, 2012.

Based on management’s assessment, managemennichgled that our internal control over financighogting was effective as of
December 31, 2012. The certifications of our Chieécutive Officer and Chief Financial Officer att@d as Exhibits 31.1 and 31.2 to this
Annual Report on Form 10-K include, in paragrapsf 4uch certifications, information concerning alisclosure controls and procedures and
internal controls over financial reporting.

Ernst & Young LLP, an independent registered puaticounting firm, has issued a report on our irgtecontrol over financial reporting,
which is included below.

Changes in Internal Control over Financial Reportirg

There was no change in our internal control oveairicial reporting identified in connection with tiealuation required by Rule 13a-15
(d) and 15d-15(d) of the Exchange Act that occudedng the period covered by this Annual ReporFonm 10K that has materially affecte
or is reasonably likely to materially affect, onternal control over financial reporting.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Carbonite, Inc.

We have audited Carbonite, Inc.’s internal contngdr financial reporting as of December 31, 20E26ddl on criteria established in Internal
Control—Integrated Framework issued by the CommitteSponsoring Organizations of the Treadway Cassion (the COSO criteria)
Carbonite, Inc’s management is responsible for taaiing effective internal control over financialporting, and for its assessment of the
effectiveness of internal control over financigoeting included in the accompanying Managementiadal Report on Internal Control Over
Financial Reporting. Our responsibility is to exgge@n opinion on the company’s internal controlrdiveancial reporting based on our audit.

We conducted our audit in accordance with the statgdof the Public Company Accounting OversightriBq&nited States). Those standards
require that we plan and perform the audit to obtaasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal coraxer financial reporting, assessing the risk
that a material weakness exists, testing and etinagutihe design and operating effectiveness ofiralecontrol based on the assessed risk, anc
performing such other procedures as we considezeéssary in the circumstances. We believe thadwdit provides a reasonable basis for ou
opinion.

A company'’s internal control over financial repodiis a process designed to provide reasonableamesuregarding the reliability of financial
reporting and the preparation of financial statetsiéor external purposes in accordance with gelyesatepted accounting principles. A
company’s internal control over financial reportingludes those policies and procedures that (&ajmeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettfansactions and dispositions of the assetseofdmpany; (2) provide reasonable assurance
that transactions are recorded as necessary tatg@aparation of financial statements in accor@anwith generally accepted accounting
principles, and that receipts and expenditureh®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabsurance regarding prevention or timely detecfainauthorized acquisition, use or
disposition of the company’s assets that could lzanweterial effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢tmisstatements. Also, projections of any
evaluation of effectiveness to future periods agjet to the risk that controls may become inadegibecause of changes in conditions or the
the degree of compliance with the policies or pdoces may deteriorate.

As indicated in the accompanying Form 10-K, manag@is assessment of and conclusion on the effectivaexfésternal control over financi
reporting did not include the internal controlsZofianda, Inc. acquired on October 31, 2012, whiéhdkided in the December 31, 2012
consolidated financial statements of Carbonite, &md constituted less than 5 percent of totaltassel less than 5 percent of total revenues,
for the year then ended. Our audit of internal cardver financial reporting of Carbonite, Inc.@ldid not include an evaluation of the internal
control over financial reporting of Zmanda, Inc.

In our opinion, Carbonite, Inc. maintained, inrakterial respects, effective internal control dieancial reporting as of December 31, 2012,
based on the COSO criteria

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the accompanying
consolidated balance sheets of Carbonite, Inc.Gtiapany) as of December 31, 2012 and 2011, anctlhed consolidated statements of
operations, comprehensive loss, redeemable andadrie preferred stock, shareholders’ equity @8fiand cash flows for each of the three
years in the period ended December 31, 2012 ofd@@#) Inc. and our report dated March 6, 2013 esged an unqualified opinion there

/sl Ernst & Young LLI

Boston, Massachusetts
March 6, 2013

77



Table of Contents

ITEM 9B. OTHER INFORMATION
None.

PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE

The information required by this item will be coinied in our definitive proxy statement to be filedh the Securities and Exchange
Commission in connection with our 2013 annual nmgetif stockholders (the “Proxy Statement”), whiskexpected to be filed not later than
120 days after the end of our fiscal year endeceBéer 31, 2012, and is incorporated in this AnfRegort on Form 10-K by reference.

We have adopted a Code of Business Conduct andsgttat applies to all of our directors, officersl@mployees, including our
principal executive officer and principal financ@ficer. The Code of Business Conduct and Ethigmoisted on our website at
http://investor.carbonite.com/governance.cfm.

We intend to satisfy the disclosure requirementeuittm 5.05 of Form 8-K regarding an amendmenoitayaiver from, a provision of
this Code of Business Conduct and Ethics by postiradp information on our website, at the addreslsl@cation specified above and, to the
extent required by the listing standards of The BA® Stock Market, by filing a Current Report on Fo8-K with the SEC, disclosing such
information.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this item will be setth in the Proxy Statement and is incorporate@indsy reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS
The information required by this item will be setth in the Proxy Statement and is incorporate@indsy reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR INDEPENDENCE
The information, if any, required by this item wiké set forth in the Proxy Statement and is incaigal herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
The information required by this item will be setth in the Proxy Statement and is incorporate@indry reference.

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(2)(2) Financial Statements

See Index to Consolidated Financial Statementsage B0 of this Annual Report on Form 10-K, whicinisorporated into this Item by
reference.
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(a)(3) Exhibits

See Exhibit Index to this Annual Report on FormKL@which is incorporated into this Item by referenEach management contract or
compensatory plan or arrangement required to ed fias been identified.

(b) Exhibits
See Exhibit Index to this Annual Report on FormKl,Gvhich is incorporated into this Item by referenc
(c) Financial Statement Schedules

All financial statement schedules are omitted beeahey are not applicable or the required infoimmais shown in the financial
statements or notes thereto.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, theredatyp authorized.

CARBONITE, INC.

Dated: March 6, 2013 By: /s/ David Frienc
David Friend
Chief Executive Office

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each persbose signature appears below constitutes anuirggpavid Friend
and Anthony Folger, jointly and severally, as hider true and lawful attorneys-in-fact and agewit) full power of substitution and
resubstitution, for him or her and in his or hemea place and stead, in any and all capacitiesigtothis Annual Report on Form 10-K of
Carbonite, Inc., and any or all amendments thegetd,to file the same, with all exhibits theretod ather documents in connection therewith,
with the Securities and Exchange Commission, grgninto said attorneys-in-fact and agents full poavel authority to do and perform each
and every act and thing requisite or necessarg tane in and about the premises hereby ratifymgcanfirming all that said attorneys-in-fact
and agents, or his, her, or their substitute ostulbes, may lawfully do or cause to be done wjuei hereof.

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed &ydhowing persons on behalf of the
registrant in the capacities and on the dates delit

Signature Title Date
/s/ David Friend Chief Executive Officer and Director March 6, 2013
David Friend (Principal Executive Officer)
/s! Anthony Folger Chief Financial Officer March 6, 2013
Anthony Folgel (Principal Financial and Accounting Officer)
/sl Jeffry Flowers Director March 6, 2013
Jeffry Flowers
/sl Charles Kane Director March 6, 2013
Charles Kant
/s/ Todd Krasnow Director March 6, 2013
Todd Krasnow
/s/ William G. Nelson Director March 6, 2013
William G. Nelson
/s/ Pravin Vazirani Director March 6, 2013

Pravin Vaziran
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Exhibit No.
3.1(1)
3.2(2)
4.1(3)
4.2(4)

10.1(2)#
10.2(2)#

10.3(4)#
10.4(4)#
10.5(4)#
10.6(4)#
10.6.A(4)t
10.7(4)#
10.7.A(4)t
10.8(4)
10.9(4)
10.10(4)
10.10.A(4
10.10.B(4
10.10.C(4
10.11(4)
10.12(4)
10.13(5)
10.14(5)
10.15(3)
10.16(6)#
10.17(7)
10.18(8)
10.19(9)
10.20(10);
10.21(11)
10.22(12);
10.23(13)
10.241
10.25(14)
10.26(15);
21.1(16)
23.1

24.1
31.1*
31.2*
32.1*
32.2*

EXHIBIT INDEX

Description

Amended and Restated Certificate of Incorporatio@arbonite, Inc

Amended and Restated -Laws of Carbonite, Inc

Form of Common Stock Certificat

Third Amended and Restated Investors’ Rights Agesgrby and among Carbonite, Inc. and the persoth&atities
listed on Exhibit A attached thereto, dated as ef&nber 24, 200!

Amended and Restated 2005 Stock Incentive PlarfFard of Incentive Stock Option Agreement, NonquedifStock
Option Agreement, and Stock Restriction Agreemeitten the Amended and Restated 2005 Stock InceRtare
2011 Equity Award Plan and Form of Incentive St@gion Agreement, Nonqualified Stock Option Agreamand
Stock Restriction Agreement under the 2011 Equitia’d Plan

Form of Indemnification Agreement by and betweenb@aite, Inc. and each of its directors and exseutifficers.
Severance Agreement with David Friend, dated d8ayf 3, 2011

Severance Agreement with Jeffry Flowers, datedf &ay 4, 2011,

Offer and Employment Agreement with Andrew Keergated as of April 27, 200

Amendment to Offer and Employment Agreement witldAew Keenan, dated as of May 5, 20

Offer Letter with Swami Kumaresan, dated as of Smjpier 7, 2007

Amendment to Offer Letter with Swami Kumaresangdads of April 18, 2011

Office Lease with Trustees of Church Realty, daedf June 25, 200

Office Lease with Church Realty Trust, dated asaf 20, 2010

Colocation/Interconnection License with Markley Bos LLC, dated as of August 20, 20(

First Amendment to Colocation/Interconnection Lisenvith Markley Boston, LLC, dated as of October Z106.
Second Amendment to Colocation/Interconnection hseewith Markley Boston, LLC, dated as of Janugrg(D8.
Third Amendment to Colocation/Interconnection Liserwith Markley Boston, LLC, dated as of Octobey Z108.
Master Services Agreement with Internap Networkviges, Corp., executed on or about December 3, .2

Loan and Security Agreement with Comerica Bankedats of May 11, 201

Commercial Lease with Lewiston Properties, LLC edatis of May 13, 201

Turn Key Datacenter Lease with GIP Wakefield, Lidated as of June 3, 201

Carbonite (China) Co., Ltd. Incentive Unit Plan aam of Incentive Units Agreement under the Insentnit Plan.
Offer Letter with Oussama -Hilali, dated as of August 11, 201

Turn Key Datacenter Lease with Digital Phoenix \Bamen, LLC, dated as of November 29, 20

First Amendment to the Datacenter Lease with GIFké&field, LLC, dated as of September 15, 2(

Second Amendment to the Datacenter Lease with GiRefiéld, LLC, dated as of March 31, 20.

Amendment to Offer Letter with Swami Kumaresangdads of April 26, 201:

Amendment to Offer Letter with Andrew Keenan, daasdf April 26, 2012

Amendment to Offer Letter with Tom Murray, datedodd$/arch 18, 2011

First Amendment to the Loan and Security Agreemétiit Comerica Bank, dated as of August 30, 2(

Third Amendment to the Datacenter Lease with GIFké&fiald LLC, dated as of June 11, 20

General Release and Separation Agreement with Ankeenan, dated as of October 30, 2(

Offer and Employment Agreement with Anthony Folg#ated as of November 21, 20:

List of subsidiaries

Consent of Ernst & Young LLP, independent registgreblic accounting firm

Power of Attorney (included on signature pagesi® Annual Report on Form -K).

Certification of Chief Executive Officer Pursuant$ection 302 of the Sarba-Oxley Act of 2002

Certification of Chief Financial Officer Pursuant$ection 302 of the Sarba-Oxley Act of 2002

Certifications of Chief Executive Officer PursuantSection 906 of the Sarba-Oxley Act of 2002
Certifications of Chief Financial Officer PursudatSection 906 of the Sarba-Oxley Act of 2002
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(1) Filed as the same numbered exhibit to Regiss&uarterly Report on Form 10-Q filed with thecBgties and Exchange Commission on
November 10, 2011, and incorporated herein by eefss.

(2) Filed as the same numbered exhibit to Amendrien to Registrant’s Registration Statement omF8-1 filed with the Securities and
Exchange Commission on July 13, 2011, and incotpdraerein by reference.

(3) Filed as the same numbered exhibit to Amendrient3 to Registrant’s Registration Statement omF8-1 filed with the Securities and
Exchange Commission on July 25, 2011, and incotpdraerein by reference.

(4) Filed as the same numbered exhibit to Regiss&egistration Statement on Form S-1 filed wiitk Securities and Exchange Commission
on May 12, 2011, and incorporated herein by refegen

(5) Filed as the same numbered exhibit to AmendrNentl Registrant’s Registration Statement on F8rinfiled with the Securities and
Exchange Commission on June 15, 2011, and incagxbteerein by reference.

(6) Filed as Exhibit 10.1 to Registrant’s QuartdRgport on Form 10-Q filed with the Securities &xt¢hange Commission on November 10,
2011, and incorporated herein by reference.

(7) Filed as Exhibit 10.17 to Registrant’'s Annu&dert on Form 10-K filed with the Securities anccEange Commission on March 7, 2012,
and incorporated herein by reference.

(8) Filed as Exhibit 10.1 to Registrant’s QuartdRgport on Form 10-Q filed with the Securities &x¢hange Commission on May 3, 2012,
and incorporated herein by reference.

(9) Filed as Exhibit 10.2 to Registrant’s QuartdRgport on Form 10-Q filed with the Securities &x¢hange Commission on May 3, 2012,
and incorporated herein by reference.

(10) Filed as Exhibit 10.4 to Registrant’s QuastdReport on Form 10-Q filed with the Securities &hxathange Commission on May 3, 2012,
and incorporated herein by reference.

(11) Filed as Exhibit 10.3 to Registrant’s QuastdReport on Form 10-Q filed with the Securities &hxathange Commission on May 3, 2012,
and incorporated herein by reference.

(12) Filed as Exhibit 10.1 to Registrant’s QuastéReport on Form 10-Q filed with the Securities &ahange Commission on August 3,
2012, and incorporated herein by reference.

(13) Filed as Exhibit 10.1 to Registrant’s Form 8Hi€d with the Securities and Exchange CommissinrSeptember 19, 2012, and
incorporated herein by reference.

(14) Filed as Exhibit 10.1 to Registrant’'s QuastdReport on Form 10-Q filed with the Securities &xathange Commission on October 31,
2012, and incorporated herein by reference.

(15) Filed as Exhibit 10.1 to Registrant’s Form 8Hi€d with the Securities and Exchange Commissioanuary 2, 2013, and incorporated
herein by reference.

(16) Filed as Exhibit 21.1 to Registrant’'s Annu&dart on Form 10-K filed with the Securities anccEange Commission on March 7, 2012
and incorporated herein by reference.

# Indicates a management contract or compensalany p

* These certificates are not deemed filed with$eeurities and Exchange Commission and are na todorporated by reference in any filing
we make under the Securities Act of 1933, as amkratehe Securities Exchange Act of 1934, as ameénidrespective of any general
incorporation language in any filings.

T Portions of this exhibit have been omitted pegdirdetermination by the Securities and Exchangargission as to whether these portions
should be granted confidential treatment.

+ In accordance with Rule 406T of Regulation SHEse XBRL (eXtensible Business Reporting Langudgeyments are furnished and not
filed or a part of a registration statement or pextus for purposes of Sections 11 or 12 of then®exs Act of 1933, as amended, or Sectiol
of the Securities Exchange Act of 1934, as ameraiedi ptherwise are not subject to liability underse section:
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Exhibit 10.2:
200 QUANNAPOWITT PARKWAY
WAKEFIELD, MASSACHUSETTS

(the “ Building”)

THIRD AMENDMENT TO DATACENTER LEASE {Third Amendmerit)

LANDLORD:
TENANT:
EXISTING PREMISES:

EXISTING PATHWAY:
OS TENANT SPACE:

POP TENANT SPACE:

DATE OF LEASE:

Execution Date: June 11, 2012

GIP Wakefield, LLC, a Delaware limited liability ogpany
Carbonite, Inc., a Delaware corporat

Approximately 3,100 square feet of area in the Bextger (Suite [***]), caged as set forth on Exhibit
“A" attached to the Lease; and approximately 1,6§dare feet of area on the [***] ([***]) floor of
the Building, known as Suite [***], as shown on Hbih “A”, Second Amendment, dated March 31,
2012

As described on Exhib“C” attached to the Lea:

Approximately 420 rentable square feet in Suite“§[on the [***] ([***]) floor of the building, as
depicted on the diagram of the OS Tenant Spaceaic@u on Exhibit “A”, attached to the Office
Space Ride

POP PremisesOne (1) one-quarter rack in the POP Room, afositon Exhibit “A” attached to th
POP Room Rider

POP Pathwa: As shown on Exhibi“C” to the Data Center Lea
June 3, 201

COMMENCEMENT DATE OF LEASE August 1, 201:
PREVIOUS LEASE AMENDMENTS: First Amendment to Datacenter Lease dated as déBdyer 15, 2011

TERMINATION DATE:
ADDITIONAL OS TENANT SPACE:

Second Amendment to Datacenter Lease dated Marc2032
September 30, 2015 (-terminus with the term of the Lease with respe¢h®EXxisting Premise:

Approximately 490 square feet of area on the [*§*I*]) floor of the Building, as shown on Exhibit
“A”, Third Amendment, a copy of which is attached heggtd incorporated by reference her

[***] Information has been omitted and filed septmig with the Securities and Exchange Commissiamfidential Treatment has been
requested with respect to the omitted portic



Confidential Treatment Requested by Carbonite

STORAGE SPACE: Approximately 950 square feet of area on the [{*}*]) floor of the Building, as shown on ExhibitA”, Third
Amendment, a copy of which is attached hereto andrporated by reference her:

WHEREAS, (i) Tenant desires to lease additionalf@8ant Space (“ Additional OS Tenant Spgdeom Landlord by amending the
Office Space Rider, and (ii) Tenant desires todesisrage space (* Storage Spgdeom Landlord, upon the terms and conditionsdieafter
set forth;

WHEREAS, Landlord is willing to lease the Additidr@S Tenant Space and Storage Space upon the aadronditions hereinafter set
forth;

NOW THEREFORE, the parties hereby agree that thgebeferenced lease, as previously amended (tease’), is hereby further
amended as follows (capitalized terms, as usedrhetfeall have the same meaning as set forth ihéase, except to the extent otherwise set
forth in this Third Amendment):

1. ADDITIONAL OS TENANT SPACE

A. Landlord hereby demises and leases taiie and Tenant hereby leases from Landlord, thditi@nal OS Tenant Space for a
term commencing as of August 1, 2012 (* Additio®&8 Tenant Space Commencement Datand terminating on September 30, 2015 (i.e.,
co-terminus with the term of the Lease with respec¢he Existing Premises). Said demise of the #alital OS Tenant Space shall be upon all
of the terms and conditions of the Lease applicabtee OS Tenant Space (including, without liniitaf Tenant’s obligation to pay the OS
Power Payment for electricity in accordance with ttrms of the Office Space Rider), except to #terd inconsistent with the provisions of
this Third Amendment. As of the Additional OS Ten&pace Commencement Date, the term “OS TenaneSpakenever it is used in the
Office Space Rider, as hereby amended, shall haeléo refer to both the OS Tenant Space and tliiddal OS Tenant Space.

B. Notwithstanding anything to the contrlerein contained, Tenant shall take the Additidd@lTenant Space “as-is”, in the
condition in which the Additional OS Tenant Spag@ias of the Additional OS Tenant Space CommeeaéiDate, without any obligation on
the part of Landlord to prepare or construct thelifidnal OS Tenant Space for Tenant’s occupancyvétitbut any warranty or representation
by Landlord as to the condition of the Additiongb @enant Space.

C. The Base Rent with respect to the Addal OS Tenant Space shall be $[***] per year (§**] per month) during the term of
the Lease with respect to the Additional OS Tersp#ce.

D. Tenant’s Proportionate Share with respethe Additional OS Tenant Space shall be [**Fgnant shall pay Tenant's
Proportionate OS Share of Operating Expenses (Band Tenant's Proportionate OS Share of Taxesug@ywith respect to the Additional
OS Tenant Space in accordance with the terms dDffiee Space Rider.

[***] Information has been omitted and filed sepiig with the Securities and Exchange Commissiamfidential Treatment has been
requested with respect to the omitted portit
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E. The parties hereby acknowledge that laadds currently performing a new phase of corttan on the Building. Upon the
completion of such construction, Landlord shalldéwe right, upon not less than thirty (30) dayatice to Tenant, and at Tenant’s cost and
expense, to require Tenant to relocate the Additi@S Tenant Space to an area (“ Relocation OSriteS@ace) on the [***] ([***]) floor of
the Building located at the window line, as destgdaby Landlord in a written notice from LandloadTenant. The Relocation OS Tenant
Space shall be of a size and configuration to accodate six (6) people in the Relocation OS Tenaatc®. Tenant shall vacate and deliver th
Additional OS Tenant Space to Landlord in accordanith such notice from Landlord and relocate @sspnnel and property from the
Additional OS Tenant Space to the Relocation OSameBpace.

2. STORAGE SPACE

A. Landlord hereby demises and leases t@fieand Tenant hereby leases from Landlord, tbea§¢ Space for a term commencing
as of June 11, 2012 (“ Storage Space Commencdbatat) and terminating on the earlier of: (x) the ddtety (30) days after Tenant gives
Landlord a written termination notice (* StorageaS@ Termination Notic8, or (y) September 30, 2015. Said demise of the §&o&pace sh:
be upon all of the terms and conditions of the eegsplicable to the Existing Premises, exceptécetttent inconsistent with the provisions of
this Third Amendment.

B. Notwithstanding anything to the contragrein contained, Tenant shall take the StorageeSfaes-is”, in the condition in which
the Storage Space is in as of the Storage Spacen€noement Date, without any obligation on the phttandlord to prepare or construct the
Storage Space for Tenant’s occupancy and withoutemranty or representation by Landlord as toaradition of the Storage Space.

C. The Base Rent with respect to the StoBggee shall be $[***] per year (i.e., $[***] peranth).

D. Landlord shall have no obligation to pdevany services to the Storage Space other tleairielty for the electric lighting fixture
in the Storage Space.

E. Tenant shall use the Storage Spacedoagt purposes in connection with its use of tleeries demised under the Lease and fo
no other purposes whatsoever.

F. Landlord reserves the right, from timeitoe, upon not less than thirty (30) days’ notied enant, and at Landlord’s cost and
expense, to require Tenant to relocate from thea§&oSpace to another area in the Building of smlbstly equivalent size to the Storage
Space, as reasonably designated by Landlord.

3. EXTENSION OPTIONS

The Extension Options, as set forth in Sectiono? fBe Lease (as the dates are modified by SestBnof the Second Amendment), st
apply to both the Additional OS Tenant Space aedtorage Space (unless the term of the Leaseaesfect to the Storage Space has been
previously terminated by either party by a Stor&gace Termination Notice), except that: (i) thérallde no increase in Base Rent during an
such Extension Term with respect to either the

[***] Information has been omitted and filed septmig with the Securities and Exchange Commissiamfidential Treatment has been
requested with respect to the omitted portit



Additional OS Tenant Space and/or the Storage Spack(ii) either party shall have the right tonarate the term of the Lease with respect tc
the Storage Space during such Extension Term updy (30) days prior written notice to the otherfy by giving a Storage Space
Termination Notice.

4, BROKER

Each party hereto represents to the other thaefiresenting party has not engaged, dealt witteenbbepresented by any broker in
connection with this Third Amendment other thanel®ohang LaSalle New England, LLC_(* BroK&rwho represented Landlord and for
whose fees Landlord shall be solely responsiblesyant to a separate agreement between the Bro#dramdlord.

5. CONELICT

In the event that any of the provisions of the leeaie inconsistent with this Third Amendment orgtate of facts contemplated hereby,
the provisions of this Third Amendment shall cohtro

6. RATIFICATION
As hereby amended, the Lease is ratified, apprawnedconfirmed in all respects.

4



EXECUTED under seal as of the Execution Date.

LANDLORD:

GIP WAKEFIELD, LLC,
a Delaware limited liability compar

By: GIP Wakefield Holding Company, LLC, a Delaware
limited liability company, its Membe

By: Digital Realty Trust, L.P., a Maryland limited
partnership, its Membe

By: Digital Realty Trust, Inc. a Maryland
corporation, its General Partr

By: /s/ Robert Holmes
Name: Robert Holme
Title: VP of Portfolio Managemel

TENANT:

CARBONITE,INC.,
a Delaware corporatic

By: /s/ Kai Gray
Print Name: Kai Gray
Title: VP/operation:
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EXHIBIT “A”, THIRD AMENDMENT
ADDITIONAL OS TENANT SPACE

[***]

[***] Information has been omitted and filed septmig with the Securities and Exchange Commissiamfidential Treatment has been
requested with respect to the omitted portit




Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inRbgistration Statement (Form S-8 Nos. 333-1763i63383-179988) of our reports
dated March 6, 2013 with respect to the consoliiiteancial statements of Carbonite, Inc., andefiectiveness of internal control over
financial reporting of Carbonite Inc., includedtiis Annual Report (Form 10-K) of Carbonite, Inar the year ended December 31, 2012.

/sl Ernst & Young LLI

Boston, Massachusetts
March 6, 2013



Exhibit 31.1
CERTIFICATIONS

I, David Friend, certify that:
1. I have reviewed this Annual Report on Forn-K of Carbonite, Inc.

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or eéonditate a material fact necessar
to make the statements made, in light of the cistarnces under which such statements were madmisieading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this
report;

4.  The registrant’s other certifying officer andrke responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifge prepared

b) Designed such internal control over financial réipgr, or caused such internal control over finahi@gorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repodgiand the preparation of
financial statements for external purposes in ataace with generally accepted accounting princij

C) Evaluated the effectiveness of the registratisslosure controls and procedures and presentisineport our conclusions
about the effectiveness of the disclosure conintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; an

d) Disclosed in this report any change in the tegig’s internal control over financial reportirttat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an amaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; anc

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the
registran’s internal control over financial reportir
Dated: March 6, 2013

/s/ David Friend
David Friend
Chief Executive Office




Exhibit 31.Z
CERTIFICATIONS

I, Anthony Folger, certify that:
1. I have reviewed this Annual Report on Forn-K of Carbonite, Inc.

2. Based on my knowledge, this report does notaiorany untrue statement of a material fact or eéonditate a material fact necessar
to make the statements made, in light of the cistarnces under which such statements were madmisieading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this
report;

4.  The registrant’s other certifying officer andrke responsible for establishing and maintainirsgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifge prepared

b) Designed such internal control over financial réipgr, or caused such internal control over finahi@gorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repodgiand the preparation of
financial statements for external purposes in ataace with generally accepted accounting princij

C) Evaluated the effectiveness of the registratisslosure controls and procedures and presentisineport our conclusions
about the effectiveness of the disclosure conintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; an

d) Disclosed in this report any change in the tegig’s internal control over financial reportirttat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an amaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5.  The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a) All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting
which are reasonably likely to adversely affectrdgistrant’s ability to record, process, summaaizd report financial
information; anc

b) Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the
registran’s internal control over financial reportir

Dated: March 6, 2013

/sl Anthony Folge

Anthony Folger
Chief Financial Office



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Carbonite,. (the “Company”) on Form 10-K for the perioddamg December 31, 2012 as filed with
the Securities and Exchange Commission on thelsatof (the “Report”), |, David Friend, Chief Exe¢iee Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adoptedipot$o Section 906 of the Sarbanes-Oxley Act @22@hat:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof1934; anc

(2) The information contained in the Report faphgsents, in all material respects, the finanaaldition and results of operations of
the Company

/s/ David Friend

David Friend

President, Chairman of the Board ¢
Chief Executive Officer

March 6, 201:

A signed original of this written statement reqdil®y Section 906 has been provided to the Compadyn| be retained by the Company and
furnished to the Securities and Exchange Commissidts staff upon request.



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Carbonite,. (the “Company”) on Form 10-K for the perioddamg December 31, 2012 as filed with
the Securities and Exchange Commission on thelsatof (the “Report”), I, Anthony Folger, Chief Rincial Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adoptedipot$o Section 906 of the Sarbanes-Oxley Act @22@hat:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof1934; anc

(2) The information contained in the Report faphgsents, in all material respects, the finanaaldition and results of operations of
the Company

/s! Anthony Folge
Anthony Folgel
Chief Financial Officer

March 6, 201:

A signed original of this written statement reqdit®y Section 906 has been provided to the Compadyall be retained by the Company and
furnished to the Securities and Exchange Commissidts staff upon reques



