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PART | - FINANCIAL INFORMATION
Item 1. Financial Statements

ARISTA NETWORKS, INC.
Condensed Consolidated Balance Sheets
(Unaudited in thousands, except par value)

June 30, December 31,
2015 2014

ASSETS
CURRENT ASSETS:

Cash and cash equivalents $ 342,95¢ $ 240,03:

Marketable securities 208,80 209,42t

Accounts receivable, net of allowances of $2,09D$3,094, respectively 122,34. 96,98:

Inventories 100,30: 78,00¢

Deferred tax assets 12,26¢ 12,25:

Prepaid expenses and other current assets 63,53¢ 42,78:

Total current assets 850,21 679,47¢

Property and equipment, net 73,17¢ 71,55¢
Investments 36,63¢ 36,63¢
Deferred tax assets 13,76( 11,51¢(
Other assets 17,05 11,84(
TOTAL ASSETS $ 990,83¢ $ 811,02
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:

Accounts payable $ 43,83. $ 32,42¢

Accrued liabilities 43,347 40,36¢

Deferred revenue 107,24! 60,32’

Other current liabilities 8,07¢ 11,24¢

Total current liabilities 202,49¢ 144,37:

Income taxes payable 17,85( 17,32
Lease financing obligations, non-current 41,91: 42,54
Deferred revenue, non-current 57,19¢ 46,14:
Other long-term liabilities 5,83¢ 4,981
TOTAL LIABILITIES 325,29° 255,36!
Commitments and contingencies (Note 5)
STOCKHOLDERS' EQUITY:

Preferred stock, $0.0001 par value—100,000 sharts®azed, no shares issued and

outstanding as of June 30, 2015 and December 34, 20 — —

Common stock, $0.0001 par value—1,000,000 shatbe@zed as of June 30, 2015 and

December 31, 2014, 67,302 and 65,528 shares issukdutstanding as of June 30, 2015

and December 31, 2014, respectively 7 7

Additional paid-in capital 487,37t 426,17:

Retained earnings 178,30: 129,81

Accumulated other comprehensive loss (143, (339
TOTAL STOCKHOLDERS' EQUITY 665,54 555,65!
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 990,83¢ $ 811,02

The accompanying notes are an integral part ofefmmdensed consolidated financial statements.
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ARISTA NETWORKS, INC.
Condensed Consolidated Statements of Income
(Unaudited in thousands, except per share amounts)

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 2015 2014

Revenue:

Product $ 174,07 $ 126,39( $ 334,210 $ 232,88

Service 21,48( 11,557 40,38 22,27
Total revenue 195,55: 137,94 374,59° 255,15:
Cost of revenue:

Product 60,01 40,03: 114,45; 73,05¢

Service 7,64t 4,53t 14,50( 7,401
Total cost of revenue 67,66: 44,56 128,95: 80,46(
Total gross profit 127,89( 93,38( 245,64« 174,69«
Operating expenses:

Research and development 49,94° 34,88¢ 93,28 68,33«

Sales and marketing 26,68 20,71 51,26¢ 39,36¢

General and administrative 18,40: 7,12¢ 32,47¢ 14,35’

Total operating expenses 95,03: 62,72t 177,03( 122,05

Income from operations 32,85¢ 30,65¢ 68,61« 52,63’
Other income (expense), net:

Interest expense—related party — (350 — (782)

Interest expense (832) (1,859 (1,659 (3,965

Other income (expense), net 417 3,241 (52) 3,24¢

Total other income (expense), net (41%) 1,037 (1,709 (1,499

Income before provision for income taxes 32,44 31,69: 66,91( 51,13¢
Provision for income taxes 8,44¢ 10,07¢ 18,42: 17,19:
Net income $ 23,99¢ $ 21,61¢ $ 48,48t $ 33,94°
Net income attributable to common stockholders:

Basic $ 23,607 $ 14,21  $ 47,59 $ 19,98¢

Diluted $ 23,63t % 14,85, % 47,667 $ 21,12:
Net income per share attributable to common stdcldns:

Basic $ 03¢ $ 037 $ 0.7z % 0.5¢

Diluted $ 03z $ 034 % 0.67 $ 0.5¢
Weighted-average shares used in computing net iag@nshare
attributable to common stockholders:

Basic 65,52/ 38,49 65,01¢ 33,83

Diluted 71,21¢ 44,057 70,91¢ 38,96:

The accompanying notes are an integral part ofefmmdensed consolidated financial statements.




ARISTA NETWORKS, INC.
Condensed Consolidated Statements of Comprehensiveeome
(Unaudited in thousands)

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 2015 2014

Net income $ 23,99¢ $ 21,61¢ % 48,48t % 33,947
Other comprehensive income (loss), net of tax:

Foreign currency translation adjustments 112 12 (71) (21)

Change in net unrealized gain on available-for satairities 96 — 262 —

Other comprehensive income (loss) 20¢ 12 191 (21)

Comprehensive income $ 24,20F $ 21,63 $ 48,67¢ $ 33,92¢

The accompanying notes are an integral part ofelmmdensed consolidated financial statements.




ARISTA NETWORKS, INC.
Condensed Consolidated Statements of Cash Flows
(Unaudited in thousands)

Six Months Ended

June 30,
2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 48,48t % 33,947
Adjustments to reconcile net income to net cashigenl by operating activities:
Depreciation and amortization 6,24¢ 4,71z
Stock-based compensation 20,04% 11,487
Deferred income taxes (2,266 703
Provision for bad debts 481 374
Excess tax benefit on stock based-compensation (22,97%) (459
Amortization of investment premiums 88: —
Unrealized gain on notes receivable — (4,000
Amortization of debt discount — 527
Write-off of debt discount on notes payable — 68C
Changes in operating assets and liabilities:
Accounts receivable (25,84) 9,67¢
Inventories (22,297 2,291
Prepaid expenses and other current assets (20,747 (5,62
Other assets (3,257) (596
Accounts payable 11,82: 4,78¢
Accrued liabilities 3,08z 62€
Deferred revenue 57,97¢ 2,77¢
Income taxes payable 21,84t 372
Other liabilities (1149 2,61¢
Interest payable — (1,630
Interest payable—related party — 67C
Net cash provided by operating activities 73,37 63,94¢
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment (8,76%) (8,579
Change in restricted cash — 4,04(
Purchases of intangible assets (70%) —
Net cash used in investing activities (9,479 (4,539
CASH FLOWS FROM FINANCING ACTIVITIES:
Principal payments of lease financing obligations (5149 (335
Payments—deferred offering costs (261) —
Proceeds from issuance of common stock upon exggaiptions, net of repurchases 11,99 2,07¢
Proceeds from issuance of common stock under erelsipck purchase plan 4,85¢ —
Excess tax benefit on stock-based compensation 22,97t 45¢
Proceeds from initial public offering, net of issga cost — 241,86:
Repayment on notes payable — (20,000
Net cash provided by financing activities 39,041 224,06
Effect of exchange rate changes (20 63
NET INCREASE IN CASH AND CASH EQUIVALENTS 102,92° 283,53«




Six Months Ended

June 30,
2015 2014
CASH AND CASH EQUIVALENTS—Beginning of period 240,03: 113,66
CASH AND CASH EQUIVALENTS—EnNd of period $ 342,95¢ $ 397,19¢
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid for income taxes $ 3,501 $ 18,43
Cash paid for interest—Ilease financing obligation $ 150¢ $ 1,28:
Cash paid for interest—notes payable $ — % 3,63¢
SUPPLEMENTAL DISCLOSURES OF NON-CASH INVESTING AND FINANCING
INFORMATION:
Decrease in accounts payable and accrued liabiliglated to property and equipment $ (1,019 $ (2,26))
Conversion of convertible preferred stock to comrmatmtk upon initial public offering $ — ¢ 5,99:
Conversion of notes payable and accrued interexirtomon stock upon initial public offering $ — 3 66,33¢
Conversion of notes payable and accrued intergsted party, to common stock upon initial public
offering $ — 3 30,15
Unpaid deferred offering costs $ — 3,13¢
Acquisition of building with financing obligation $ — § 45¢€

The accompanying notes are an integral part ofefmmdensed consolidated financial statements.




ARISTA NETWORKS, INC.
Notes to Condensed Consolidated Financial Statement
(Unaudited)

1. Overview and Basis of Presentation

Organization

Arista Networks, Inc. (together with our subsidgssi “we,” “our” or “us”)is a supplier of cloud networking solutions tha¢ ssftwar
innovations to address the needs of large-scalerniet companies, cloud service providers and gereration enterprises. Our cl
networking solutions consist of our Extensible Gyieig System, a set of network applications andl@0/100 Gigabit Ethernet switches.
were incorporated in October 2004 in the State alfif@nia under the name Arastra, Inc. In March 0@e reincorporated in the State
Nevada and in October 2008 changed our name tdaANgtworks, Inc. We reincorporated in the stateDefaware in March 2014. C
corporate headquarters are located in Santa GQlaiidprnia, and we have whollgwned subsidiaries throughout the world, includivgrth
America, Europe, Asia and Australia.

Basis of Presentation

The accompanying unaudited condensed consolidataddial statements have been prepared in accadaitit accounting principli
generally accepted in the United States of Ame(icd).S. GAAP") and following the requirements ofett).S. Securities and Excha
Commission (the “SEC™or interim reporting. As permitted under thoseesylcertain footnotes or other financial informatibat are normal
required by U.S. GAAP can be condensed or omittechanagemens opinion, the unaudited condensed consolidateshfiial statements he
been prepared on the same basis as the auditedlidatesd financial statements and include all amjents, which include only norn
recurring adjustments, necessary for the fair prasien of our financial information. The resulty the three and six months endkhe 3(
2015, are not necessarily indicative of the resekpected for the full fiscal year.

The condensed consolidated balance sheet as ofribec81, 2014 has been derived from the auditedatmiated financial stateme
at that date but does not include all of the infation and notes required by generally accepteduaticey principles for complete financ
statements.

The accompanying unaudited condensed consolidatadcdial statements include the accounts of Alstaworks, Inc. and our whol
owned subsidiaries. All significant intercompang@uants and transactions have been eliminated.

The accompanying unaudited condensed consolidatethdial statements and related financial infororatshould be read
conjunction with the audited consolidated finanai@tements and related footnotes included in ourual Report on Form 1R-for the fisca
year endeDecember 31, 2014 , filed with the SEC on March2@15 and our Amended Annual Report on FornKiA-for the fiscal yee
ended December 31, 2014 , filed with the SEC on ¥&y2015.

Commencing in the first quarter of fiscal 2015, lave disaggregated total revenue and cost of revieto "Product” and "Service
Prior period balances have been reclassified téocomto this new presentation.

There have been no changes in our significant atoappolicies from those that were disclosed in audited consolidated financ
statements for the year ended December 31, 2014.

Use of Estimates

The preparation of the accompanying unaudited auselkconsolidated financial statements in confgrmith U.S. GAAP requires |
to make estimates and assumptions that affectrtfuaiats reported and disclosed in the unauditedermset consolidated financial statem
and accompanying notes. Those estimates and agenmphclude, but are not limited to, revenue rettign and deferred reveni
determination of fair value for stodkased awards; accounting for income taxes, inctuthe valuation allowance on deferred tax assed
reserves for uncertain tax positions; valuatiomneéntory; valuation of warranty accruals; and teeognition and measurement of contin
liabilities. We evaluate our estimates and asswonmption an ongoing basis using historical experieartg other factors and adjust th
estimates and assumptions when facts and circuoestatictate. As future events and their effectsiotbe determined with precision, ac
results could differ from these estimates, andaterences could be material to the unauditettlensed consolidated financial statements.

Business Concentrations

We work closely with third-party contract manufaitig suppliers to manufacture our products. Asufel30, 2015 anBecember 3:
2014 , two suppliers provided essentially all of electronic manufacturing services. Our contraahuofacturing
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suppliers deliver our products to one of threedtipiarty direct fulfillment facilities where our EGSftware is installed on our products. We
our fulfillment partners then perform labeling, dirconfiguration, quality assurance testing angrsieint to our customers. Our products rel
key components, including certain integrated ctrcaimponents and power supplies, some of whictcontract manufacturers purchase or
behalf from a limited number of suppliers, incluglicertain sole source providers. We do not haveagi@ed supply contracts with any of
component suppliers, and our suppliers could delldggments or cease manufacturing such productsliangsthem to us at any time. If we
unable to obtain a sufficient quantity of these poments on commercially reasonable terms or imalyi manner, sales of our products ct
be delayed or halted entirely or we may be requioecdesign our products. Quality or performaraikifes of our products or changes in
contractors’ or vendorginancial or business condition could disrupt obility to supply quality products to our customeisiy of these even
could result in lost sales and damage to our @relemer relationships, which would adversely inipag business, financial condition ¢
results of operations.

Concentrations of Credit Risk

Financial instruments that potentially subjectmgdncentrations of credit risk consist primarifycash, cash equivalents, market:
securities, accounts receivable and notes receiv&hir cash and cash equivalents are investedyinduality financial instruments with bai
and financial institutions. Such deposits may bexocess of insured limits provided on such deposits

Our accounts receivable are unsecured and reprasenints due to us based on contractual obligatibosir customers. We mitige
credit risk in respect to accounts receivable bgfgpming ongoing credit evaluations of our custos&y assess the probability of acco
receivable collection based on a number of factocduding past transaction experience with thaamer, evaluation of their credit history,
credit limits extended and review of the invoiciteyms of the contract. We generally do not reqoine customers to provide collatera
support accounts receivable. We have recorded lawaaice for doubtful accounts for those receivaltheg we have determined not to
collectible.

We market and sell our products through both oveadisales force and our channel partners, inctudiistributors, valuadde:
resellers, system integrators, original equipmeaufacturer (“OEM”) partners and in conjunctiontwitarious technology partners.

Reclassifications

We have reclassified deferred cost of revenue fioventories to other current assets as of June2@05 as the balance does
represent property available for sale or used énpttoduction process. Prior year balances havebasp reclassified to conform to the cur
period presentation.

Recent Accounting Pronouncements

In May 2014, the FASB issued ASU No. 2014-@®evenue From Contracts With Customewnghich outlines a single comprehen:
model for entities to use in accounting for reveatising from contracts with customers. The newddad provides principles for recogniz
revenue for the transfer of promised goods or sesvto customers with the consideration to whiehahtity expects to be entitled in exche
for those goods or services. The standard alsaresgsignificantly expanded disclosures about raeerecognition. In July 2015, the FA
deferred the effective date of the new revenuedstahby one year. The standard is now effectivdi$oal years (and interim reporting peri
within those years) beginning after December 18,720 he guidance is effective for us for our fystrter of fiscal 2018. Early adoption wo
be permitted for all entities but not before thegioal public entity effective date. The standaetmits the use of either the retrospectiv
cumulative effect transition method. The retrospecinethod requires a retrospective approach th paor reporting period presented with
option to elect certain practical expedients asneef within the guidance. The cumulative approauires a retrospective approach with
cumulative effect of initially applying the guidamcecognized at the date of initial application @naviding certain additional disclosures
defined per the guidance. We are currently revigwire provisions of the standard and have not glected a transition method nor have
determined the effect of the standard on our cadesiald financial statements.

In April 2015, the FASB issued ASU No. 2015-0Btangibles—Goodwill and Other—Internal-Use Softeyarhich clarifies th
circumstances under which a cloud computing customrmuld account for the arrangement as a licensmtefnaluse software. A clot
computing arrangement would include a softwarenkeeif (1) the customer has a contractual righéke possession of the software at any
during the hosting period without significant papadnd (2) it is feasible for the customer to eithén the software on its own hardware
contract with another party unrelated to the vertdohost the software. If the arrangement doescoatain a software license, it would
accounted for as a service contract. The guidaneéeactive for fiscal years beginning after Decembs, 2015. The standard is effective fc
for our first quarter of fiscal 2016. Early adoptics permitted. The guidance can be applied retcsgely to each prior reporting per
presented or prospectively to arrangements eniatedor materially modified, after the effectivatd. We are currently assessing the i
this guidance may have on our consolidated findistéements as well as the transition methodwieatvill use to adopt the guidance.




In July 2015, the FASB issued ASU No, 2015-ldventory: Simplifying the Measurement of Inventomhich simplifies th
measurement of inventory to be measured at therlofveost or net realizable value. The guidancdiappo inventory measured using Firs
First Out ("FIFO") or average cost. The guidanceffective for fiscal years beginning after DecemhB, 2016, including interim perio
within those fiscal years. The standard is effecfior us for our first quarter of fiscal 2017. Theidance can be applied prospectively '
earlier application permitted as of the beginnifiguo interim or annual reporting period. We arerently assessing the impact this guide
may have on our consolidated financial statemestged as the transition method that we will usadopt the guidance.

2. Fair Value Measurements

Our assets and liabilities which require fair vataeasurement consist of cash and cash equivateat&etable securities, accot
receivable, investments, accounts payable, andieddiabilities. Cash equivalents, accounts red#@;accounts payable and accrued liabil
are stated at carrying amounts as reported inghdansed consolidated financial statements, whignoximates fair value due to their short
term nature.

Assets and liabilities recorded at fair value omeaurring basis in the accompanying condensed &idaged balance sheets
categorized based upon the level of judgment aaatiwith the inputs used to measure their faineakFair value is defined as the exch
price that would be received for an asset or ahpeide that would be paid to transfer a liabilitythe principal or most advantageous marke
the asset or liability in an orderly transactiorviEen market participants on the measurement Yaleation techniques used to measure
value must maximize the use of observable inputs mimimize the use of unobservable inputs. The aitdtive guidance on fair val
measurements establishes a three-tier fair vakrafuhy for disclosure of the inputs used to meafair value instruments as follows:

Level I—Inputs are unadjusted, quoted prices in activekatarfor identical assets or liabilities at the meament date;

Level Il—Inputs are observable, unadjusted quoted pricastiie markets for similar assets or liabilitiesadjusted quoted prices
identical or similar assets or liabilities in matkehat are not active, or other inputs that argeokable or can be corroborated by obsen
market data for substantially the full term of tieéated assets or liabilities; and

Level Il —Unobservable inputs that are supported by littlen@market data for the related assets or liabdlitind typically refle
management’s estimate of assumptions that marketipants would use in pricing the asset or ligypil

Our financial instruments recorded at fair valueaorecurring basis consist of Level | assets thetude highly liqguid money mark
funds that are included in cash and cash equivabmd U.S. government notes classified as marletsgdurities. We did not have any Lev:
or Level lll financial instruments recorded at fa#lue on a recurring basis as of June 30, 201T@meeémber 31, 2014 .

We measure and report our cash equivalents anthblafor-sale marketable securities at fair value. The Vailhg table sets forth tl
fair value of our financial assets by level witliire fair value hierarchy (in thousands):

June 30, 2015

Level | Level Il Level Il Total
Financial Assets
Cash equivalents:
Money market funds $ 105,26. $ — 3 — $ 105,26:
Marketable securities:
U.S. government notes 208,80:! — — 208,80!
Total financial assets $ 314,06¢ $ — — $ 314,06t

December 31, 2014

Level | Level Il Level Il Total
Financial Assets
Cash equivalents:
Money market funds $ 104,21t $ — 3 — $ 104,21
Marketable securities:
U.S. government notes 209,42t — — 209,42¢
Total financial assets $ 313,64 $ — — $ 31364
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3. Balance Sheet Components

Marketable Securities

The following table summarizes the unrealized gaims losses and fair value of our available-foe-saarketable securities (in

thousands):
June 30, 2015
Amortized Cost Unrealized Gains Unrealized Losses Fair Value
U.S. government notes—due within one year $ 208,78t % 21 % 4 $ 208,80!
December 31, 2014
Amortized Cost Unrealized Gains Unrealized Losses Fair Value
U.S. government notes—due within one year $ 209,67 $ — ¢ (245 $ 209,42t

We did not realize any other-thaé@mporary losses on our marketable securitieshi@itiiree and six months ended June 30, 201
2014 or the year ended December 31, 2014 . idboer marketable securities have been in contisuouealized loss positions for greater-

twelve months as of June 30, 2015 .

We invest in marketable securities that have marinmaturities of up to two yeasnd are generally deemed to be low risk bast
their credit ratings from the major rating agenci€be longer the duration of these marketable $tesirthe more susceptible they ar
changes in market interest rates and bond yieldsni&rest rates increase, those marketable sesupiirchased at a lower yield show a marl
to-market unrealized loss. The unrealized losses aeepdmarily to changes in credit spreads and ésterates. We expect to realize the
value of these investments upon maturity or sabe. WWeighted average remaining duration of our cimgarketable securities is approxima

0.3 years as of June 30, 2015 .
Accounts Receivable, net

Accounts receivable, net consists of the followfimgthousands):

June 30, December 31,
2015 2014
Accounts receivable $ 124,43; $ 100,07t
Allowance for doubtful accounts (1,527) (1,069
Sales return reserve (56¢) (2,03))
Accounts receivable, net $ 122,34, $ 96,98:
Inventories
Inventories consist of the following (in thousands)
June 30, December 31,
2015 2014
Raw materials $ 28,45( $ 17,09:
Finished goods 71,85« 60,91:
Total inventories $ 100,30« $ 78,00¢
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Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assets cohtist following (in thousands):

June 30, December 31,
2015 2014
Prepaid income taxes $ 29,79: $ 25,21
Other current assets 27,80¢ 11,510
Other prepaids and deposits 5,93t 6,05¢
Total prepaid expenses and other current assets $ 63,53t § 42,78:
Property and Equipment, net
Property and equipment, net consists of the folhgu(in thousands):
June 30, December 31,
2015 2014
Equipment and machinery $ 21,977 $ 18,26¢
Computer hardware and software 10,48¢ 7,772
Furniture and fixtures 1,83 1,37:
Leasehold improvements 23,51 19,42(
Building 35,15/ 35,15«
Construction-in-process 3,301 6,53:
Property and equipment, gross 96,26¢ 88,51¢
Less: accumulated depreciation (23,08¢) (16,95¢)
Property and equipment, net $ 7317¢  $ 71,55¢

Building consists of capitalized construction costsour leased building in Santa Clara, CaliforrBased on the terms of the le
agreement and due to our involvement in certairetspof the original construction, such as ourrfgial involvement in structural elements
asset construction, making decisions related tarteimprovement costs and purchasing insuranceeimtbursable by the buydégssor (th
Landlord), we are deemed the owner of the buildfiog accounting purposes only) during the constamcperiod. We continue to maint:
involvement in the property post construction coetiph, and lack transferability of the risks andvaeds of ownership, due to our requ
maintenance of a $4.0 millioletter of credit in addition to our ability and apt to sublease our portion of the leased buildioigfees
substantially higher than our base rate. Due tocoutinued involvement in the property and lackrahsferability of related risks and rewe
of ownership to the Landlord, we account for thdldig as a financing obligation. Se®ote 5-Commitments and Contingencies"
Accordingly, as of June 30, 2015 and December 3142 we have recorded assets of $53.4 millimpresenting the total costs of the buil
and improvements incurred, including the costs pgithe Landlord. The building was completed in201

Depreciation and amortization expense was $3.3amill $6.2 million , $2.4 million and $4.7 milliofor the three and six mont
ended June 30, 2015 and 2014 , respectively.

Accrued Liabilities

Accrued liabilities consist of the following (indhsands):

June 30, December 31,
2015 2014

Accrued payroll related costs $ 23,17¢  $ 30,74¢
Accrued warranty costs 3,97 3,20¢
Accrued manufacturing costs 6,762 1,08¢
Accrued professional fees 6,34¢ 2,35¢
Accrued taxes 1,06t 1,57
Other 2,02¢ 1,39¢
Total accrued liabilities $ 43347 $ 40,36¢
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Warranty Accrual

We offer a one -year warranty on all of our hartevaroducts and a 9@ay warranty against defects in the software eméedal th
products. We accrue for potential warranty claimtha time of shipment as a component of cost wémaes based on historical experience
other relevant information. We accrue specificalgntified reserves if and when we determine weshagystemic product failure.

The following table summarizes the activity relatedur accrued liability for estimated future waarty costs (in thousands):

Warranty accrual, beginning of period

Liabilities accrued for warranties issued during feriod
Warranty costs incurred during the period
Adjustments related to change in estimate

Warranty accrual, end of period
Other Current Liabilities

Other current liabilities consist of the followifip thousands):

Liability for early exercised shares subject tourghase
Sales tax payable

Lease financing obligations, current portion

Other

Total other current liabilities
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Six Months Ended

June 30,

2015 2014
3,20¢ $ 5,07¢
1,60z 967

(834) (1,289
— (1,190
397: $ 3,56¢4
June 30, December 31,
2015 2014
3,26t $ 4,61¢
2,73(C 3,101
1,207 1,08
87:< 2,44
8,07t $ 11,24¢




4. Investments
Investments in Privately-held Companies

We have equity investments of approximately $33iian in privately-held companies which are accounted for under tsd
method. There were ninpairments recognized on our investments for tireg and six months ended June 30, 2015 as thaee me
significant identified events or changes in circtanses that would be considered an indicator f@ainment.

Notes Receivable

We have a $3.0 million promissory note from a pelgheld company which was recorded at cost. The isteste on the promissc
note is 8.0%per annum and is payable quarterly. All unpaid @pal and accrued interest on the promissory re@®ue and payable on
earlier of August 26, 2017, or upon default.

5. Commitments and Contingencies
Operating Leases

We lease various operating spaces in North AmeHEcappe, Asia and Australia under noaincelable operating lease arrangen
that expire on various dates through 2024. Thesmgements require us to pay certain operatingresgse such as taxes, repairs, and insu
and contain renewal and escalation clauses. Wené&m rent expense under these arrangements oaighstine basis over the term of |
lease.

Rent expense for all operating leases amounted.®rillion , $2.0 million , $0.4 million and $1rillion for the three and six
months ended June 30, 2015 and 2014 , respectively.

Financing Obligation—Build-to-Suit Lease

In August 2012, we executed a lease for a buildlreg under construction in Santa Clara, Califotaiaerve as our headquarters.
lease term is 120 months and commenced in Augus.20

Based on the terms of the lease agreement andodaer tinvolvement in certain aspects of the comsiibn such as our financ
involvement in structural elements of asset cowsivn, making decisions related to tenant improveine®sts and purchasing insurance
reimbursable by the buyéessor (the Landlord), we are deemed the owndreobutiilding (for accounting purposes only) durihg tonstructio
period. We continue to maintain involvement in greperty post construction completion and lack gfarability of the risks and rewards
ownership, due to our required maintenance of @ fllion letter of credit, in addition to our ability andtam to sublease our portion of
leased building for fees substantially higher toan base rate. Due to our continued involvemerh@property and lack of transferability
related risks and rewards of ownership to the Lamdpost construction, we account for the buildamyl related improvements as a ¢
financing obligation. Accordingly, as of June 3018 and December 31, 2014 , we have recorded a¥s¥$8.4 million, representing the to
costs of the building and improvements incurred|uding the costs paid by the lessor (the legal ewaf the building) and additior
improvement costs paid by us, and a correspondiegéing obligation of $43.1 million and $43.6 nat , respectively. As of June 30, 2015
$1.2 million and $41.9 million were recorded asrstterm and long-term financing obligations, respedy.

Land lease expense under our lease financing dioligamounted to $0.3 million , $0.6 million , $G18llion and $0.6 million for the
three and six months ended June 30, 2015 and 2@%pectively.

Upon completion of construction in the third quaé 2013, we evaluated the de-recognition of theehand liability under the sale-
leaseback accounting guidance. We concluded thdiawe forms of continued economic involvement i fitcility, and therefore did not mi
with the provisions for salkeaseback accounting. Therefore, the lease is atedudor as a financing obligation and lease paymeril be
attributed to (1) a reduction of the principal fiéng obligation; (2) imputed interest expense; éjdand lease expense (which is consid
an operating lease and a component of cost of gealdsand operating expenses) representing an @dpmgst to lease the underlying lan
the building. In addition, the underlying buildiagset is depreciated over the building’s estimasedul life of 30 years At the conclusion «
the initial lease term, we will de-recognize bdibk het book values of the asset and the remaimagding obligation.

Purchase Commitments

We outsource most of our manufacturing and suplpaircmanagement operations to thirakty contract manufacturers, who prot
components and assemble products on our behalfl aseur forecasts in order to reduce manufactuléagl times and ensure adeq
component supply. These forecasts are based onagéssi of future demand for our products, historiid analysis provided by our sales
product marketing organizations and adjusted faral market conditions. We incur a liability wh#re contract manufacturer has conve
the component inventory to a finished product. Hasve historically we have reimbursed our contraeinofacturer for component invent
purchases when this inventory has been rendere$gxe obsolete
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due to manufacturing and engineering change ondexslting from design changes, or in cases whereniory levels greatly exceed 1
forecasts. As of June 30, 2015 and December 314 2&D.2 million and $0.3 milliomelated to the excess and obsolete component
inventory liability to our contract manufacturerdé/e have provided restricted deposits to our tphiady contract manufacturers and vendo
secure our obligations to purchase inventory. Wk $&3 million in restricted deposits as of JuneZML5 and December 31, 201Restricte
deposits are classified in other assets in ourrapamying unaudited condensed consolidated baldresss

Guarantees

We have entered into agreements with some of awctdcustomers and channel partners that contai@mnification provisior
relating to potential situations where claims cooédalleged that our products infringe the intellatproperty rights of a third party. We h.
at our option and expense the ability to repair imfifngement, replace product with a non-infringiaquivalent-infunction product or refur
our customers the unamortized value of the prodased on its estimated useful life. Other guaranteéndemnification agreements incl
guarantees of product and service performancetandlisy letters of credit for lease facilities amtlporate credit cards. We have not recorc
liability related to these indemnification and gartee provisions and our guarantee and indemnditarrangements have not had
significant impact on our consolidated financialtements to date.

Legal Proceedings
OptumSoft, Inc. Matters

On April 4, 2014, OptumSoft filed a lawsuit againstin the Superior Court of California, Santa &l&ounty titled OptumSoft, Inc.
Arista Networks, Inc., in which it asserts (i) owsigip of certain components of our EOS network atieg system pursuant to the terms
2004 agreement between the companies and (ii) lbesaaf certain confidentiality and use restrictionthat agreement. Under the terms o
2004 agreement, OptumSoft provided us with a nanusive, irrevocable, royaltfree license to software delivered by OptumSoft posinc
a software tool used to develop certain componehtOS and a runtime library that is incorporatathiEOS. The 2004 agreement pl:
certain restrictions on our use and disclosurehef@ptumSoft software and gives OptumSoft ownershipnprovements, modifications &
corrections to, and derivative works of, the OptwftSoftware that we develop.

In its lawsuit, OptumSoft has asked the Court tdeorus to (i) give OptumSoft copies of certain comgnts of our software f
evaluation by OptumSoft, (ii) cease all condoonstituting the alleged confidentiality and usstrietion breaches, (iii) secure the retur
deletion of OptumSof$ alleged intellectual property provided to thimattes, including our customers, (iv) assign owhigréo OptumSoft ¢
OptumSoft's alleged intellectual property currenthyned by us, and (v) pay OptumSoft's alleged dasagttorneys fees, and costs of 1
lawsuit. David Cheriton, one of our founders anébaner member of our board of directors who resijfrem our board of directors
March 1, 2014 and has no continuing role with ssa founder and, we believe, the largest stockin@dd director of OptumSoft. The 2(
David R. Cheriton Irrevocable Trust dtd July 271@0a trust for the benefit of the minor childrehMr. Cheriton, is one of our large
stockholders.

OptumSoft has identified in confidential documenéstain software components it claims to own, which generally applicat
tools and utility subroutines and not networkinggfic code. We cannot assure which software coraptsnOptumSoft may ultimately claim
own in the litigation or whether such claimed comgoats are material.

On April 14, 2014, we filed a crogomplaint against OptumSoft, in which we assert @unership of the software component
issue and our interpretation of the 2004 agreermfeanbng other things, we assert that the languagheo2004 agreement and the partlesg
course of conduct support our ownership of the utisgh software components. We ask the Court to dedar ownership of those softw
components, all similarlgituated software components developed in the dutnd all related intellectual property. We alssessthat, even
we are found not to own any particular componentssue, such components are licensed to us uheéetetms of the 2004 agreem
However, there can be no assurance that our assenill ultimately prevail in litigation. On theame day, we also filed an answe
OptumSoft's claims, as well as affirmative defenbased in part on OptumSdtfailure to maintain the confidentiality of itsaghed trad
secrets, its authorization of the disclosuresseds and its delay in claiming ownership of thitveare components at issue. We have also
additional steps to respond to OptumSotillegations that we improperly used and/or dssdioOptumSoft confidential information. While
believe we have meritorious defenses to theseditats, we believe we have (i) revised our softwtareemove the elements we understar
be the subject of the claims relating to impropse and disclosure of OptumSoft confidential infatiova and made the revised softw
available to our customers and (ii) removed infaioma from our website that OptumSoft asserted dsstl OptumSoft confident
information.

The Court set a trial date for Phase | of the pedigwgs, relating to contract interpretation andligppon of the contract to certe
claimed source code for September 14, 2015. Thairgéng issues are currently scheduled to be triefril 2016.
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We intend to vigorously defend against any actiosught against us by OptumSoft. However, we caeotertain that, if litigate
any claims by OptumSoft would be resolved in owmofaFor example, if it were determined that Optwft®wned components of our E
network operating system, we would be required ramdfer ownership of those components and anyecklattellectual property
OptumSoft. If OptumSoft were the owner of those ponents, it could make them available to our coitgrst such as through a sale
license. An adverse litigation ruling could resulta significant damages award against us and dtige relief. In addition, OptumSoft cot
assert additional or different claims against neluding claims that our license from OptumSofniglid.

Additionally, the existence of this lawsuit coulduse concern among our customers and potentiamess and could adversely af
our business and results of operations. An adviigation ruling could also result in a signifidatiamages award against us and the injur
relief described above. In addition, if our licensas ruled to have been terminated, and we werelplet to negotiate a new license fi
OptumSoft on reasonable terms, we could be pradbitom selling products that incorporate OptumSufellectual property. Any su
adverse ruling could materially adversely affeat business, prospects, results of operations aashdial condition. Whether or not we pre
in a lawsuit, we expect that any litigation woulkel éxpensive, time-consuming and a distraction toagement in operating our business.

Cisco Systems, Inc. (“Cisco”) Matters

On December 5, 2014, Cisco filed two complaintsiragaus in District Court for the Northern Distriof California, which ar
proceeding as Case No. 4-14-cv-05343 (*'43 Cased) @ase No. 4-14-cv-05344 (*’44 Case”). In td8 Case, Cisco alleges that we infri
U.S. Patent Nos. 6,377,577; 6,741,592; 7,023,88®&17875; 7,162,537; 7,200,145; 7,224,668; 7,290,1840,597; 7,460,492; 8,051,211;
8,356,296 (respectively, “the '577 patent,” “th®Zpatent,” “the '853 patent,” “the 875 patenthét’537 patent,” “the '145 patent,” “th€6¢
patent,” “the 164 patent,” “the '597 patent,” “thd92 patent,” “the '211 patent,” and “the '296 pat"). Cisco seeks, as relief for our alle:
infringement in the '43 Case, lost profits and/@asonable royalty damages in an unspecified ammehiding treble damages, attorngyées
and associated costs. Cisco also seeks injunctlief m the 43 Case. On February 10, 2015, the court grantedimopposed motion to si
the '43 Case until the proceedings before the dnB¢ates International Trade Commission (“USIT@8rtaining to the same patents
discussed below) become final. In the '44 Casec@$scomplaint alleges that we infringe U.S. Patens.Nig047,526 and 7,953,886 and fur
alleges that we infringe numerous copyrights peitgi to Cisco’'s “Command Line Interface” or “CLIAs relief for our alleged pate
infringement in the44 Case, Cisco seeks lost profits and/or reasomalpldty damages in an unspecified amount includieble damage
attorneys fees, and associated costs as well as injunctlief. As relief from our alleged copyright infgement, Cisco seeks damages i
unspecified amount in the form of alleged lost fisofprofits from our alleged infringement, statyt@lamages, attorney’fees and associa
costs. Cisco also seeks injunctive relief againstatleged copyright infringement. On February 2315, we answered the complaint in thd
Case, denying the patent and copyright infringenadlatations and also raising numerous affirmatigéenses. On March 6, 2015, Cisco 1
an amended complaint against us the '44 Case sponse, we moved to dismiss Cisco’s allegationsikful patent infringement and prsui
indirect patent infringement. The Court granted mhation with leave to amend on July 2, 2015. Ory 28, 2015, Cisco filed an amen
complaint. Trial has been set for August 1, 201th&’'44 Case. Trial has not been scheduled iMdh€ase.

On December 19, 2014, Cisco filed two complaintairagf us in the USITC alleging that Arista has aietl section 337 of the Ta
Act of 1930, as amended. The complaints have bestituted as ITC Inv. Nos. 337-TA-944 (“944 Investiion”) and 337-TA-945 @4t
Investigation”). In the 944 Investigation, Cisctegkes that certain Arista switching products injerthe '592, '537, '145, '164, '597, and9¢
patents. In the 945 Investigation, Cisco alleges tlertain Arista switching products infringe tt&&7, '853, 875, '668, '492, an®11 patent:
In both the 944 and 945 Investigations, Cisco semk®ng other things, a limited exclusion orderibgrentry into the United States of acct
switch products (including 7000 Series of switches)l a cease and desist order against us resirmtinactivities with respect to our impot
accused switch products. On February 11, 2015,esponded to the notices of investigation and coimiglan the 944 and 945 Investigati
by, among other things, denying any violation oftea 337 of the Tariff Act and the patent infrimgent allegations, and raising numet
additional defenses.

The Administrative Law Judge assigned to the 94®&4dtigation issued a procedural schedule callingaimong other events: issua
of an order construing the claims of the '577, '8%%5, '668, '492, and211 patents tentatively on July 17, 2015; an evidgnhearing o
November -20, 2015; issuance of an initial determination rdey our alleged violations on April 26, 2016; aheé target date for completi
on August 26, 2016. The final determination in €45 Investigation is then subject to Presidengaiaw. To date, the Administrative L.
Judge has not issued an order construing the cliairttee 945 Investigation. The Administrative Laudde assigned to the 944 Investigs
issued a procedural schedule calling for, amongro#dvents: an evidentiary hearing on Sept. 9-115817, 2015; issuance of an ini
determination regarding our alleged violations anuary 27, 2016; and the target date for complatioMay 27, 2016. The final determinat
in the 944 Investigation is then subject to Prasidéreview.
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On April 1, 2015, we filed petitions for Inter PestReview with the United States Patent Trial apgeal Board (“PTAB”")seeking t
invalidate Cisco’s '597, '211, andb68 patents. On April 10, 2015, we filed petitidies Inter Partes Review with the PTAB seeking
invalidate Cisco’s '853 andb77 patents. On April 16, 2015, we filed additiopatitions for Inter Partes Review with the PTAR:kiag tc
invalidate Cisco’s '853 andb77 patents. We expect that the PTAB will determvitiether or not to institute review of the validityth respec
to each of our petitions for Inter Partes Reviewthimi six months of the filing dates for those petis. To the extent that the PTAB grants
petitions and institutes review, the PTAB must ésis final written decision on validity within twe months of its institution decision.

We intend to vigorously defend against Cisctawsuits, as summarized in the preceding paragragpowever, we cannot be cer
that, if litigated, any claims by Cisco would besalved in our favor. For example, an adverse litigaruling could result in a significe
damages award against us, could further resutiénabove described injunctive relief (including,cemg other things, an order excluding
products from importation into the United Statesyld result in a requirement that we make subistiaratyalty payments to Cisco, and/or cc
require that we modify our products to the extéiat e are found to infringe any valid claims agskagainst us by Cisco. In particular, \
respect to the 944 and 945 Investigations, if @adpcts are found to infringe any patents thatleesubject of those investigations, the US
would likely issue a limited exclusion order bagiantry into the United States of accused switddpets (including 7000 Series of switct
and a cease and desist order restricting our tieSwvith respect to our imported accused switddpcts. In the case that we attempt to mc
our manufacturing and importation processes to dpmyith such orders, we may not be able to do smassfully or without substant
expense. Moreover, in the case we attempt to madifyproducts, to the extent we are found to igfeion any valid claims asserted agains
we may not be able to successfully modify our patslun a substantial manner and any modified prisdoay not be well received in -
market. Any such adverse ruling could materiallyeadely affect our business, prospects, resultgpefation and financial condition. To
extent that we reached a negotiated settlement @Giglco, the settlement could require payment ofstartiial royalties. Additionally, ti
existence of this lawsuit could cause concern anmmgcustomers and potential customers and cowdradly affect our business and res
of operations. Whether or not we prevail in thedaity we expect that the litigation will be expessitimeconsuming and a distraction
management in operating our business.

Other Matters

In the ordinary course of business, we are a partgther claims and legal proceedings includingtenatrelating to commerci
employee relations, business practices and intalégroperty. We record a provision for continggses when it is both probable th
liability has been incurred and the amount of theslcan be reasonably estimated. Based on cureargliable information, management ¢
not believe that the ultimate outcome of theseratineesolved matters is probable or estimable andileely, individually and in the aggrege
to have a material adverse effect on our finanp@gition, results of operations or cash flows. Heeve litigation is subject to inhere
uncertainties and our view of these matters mayghan the future. Were an unfavorable outcomecttun there exists the possibility c
material adverse impact on our financial positi@sults of operations or cash flows for the peiiodvhich the unfavorable outcome occ
and potentially in future periods.

With respect to the various legal proceedings desdrabove, it is the Comparsybelief that while a loss is not probable, it i
reasonably possible. Further, at this stage inlitigation, any possible loss or range of loss @irive estimated at this time. However,
outcome of litigation is inherently uncertain. Téfare, if one or more of these legal matters wesslved against the Company in a repo
period for amounts in excess of management’s eapiens, the Compang’consolidated financial statements for that reépgmeriod could k
materially adversely affected.
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6. Stock-Based Compensation

Total stockbased compensation expense related to optionsictedtstock awards, employee stock purchasegjatest stock unit
and stock purchase rights granted were allocatédllas/s (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 2015 2014
Cost of revenue $ 784 $ 301 $ 1,42C $ 512
Research and development 6,37¢ 3,521 11,30" 5,99/
Sales and marketing 2,86¢ 1,931 5,27¢ 3,35¢
General and administrative 1,18( 94¢€ 2,04¢ 1,622
Total stock-based compensation $ 11,20t $ 6,70t $ 20,040 $ 11,48

Stock Option Activities

The following table summarizes the option and R$edtricted Stock Award) activity under our equitpck plans and relat
information:

Options and RSAs Outstanding

Aggregate
Number of Weighted- Intrinsic
Shares Average Value
Shares Underlying Weighted- Remaining of Stock
Available for Outstanding Average Contractual Options
Grant Options and RSAs Exercise Term (Years) of Outstanding
(in thousands) (in thousands) Price per Share Stock Options (in thousands)
Outstanding—December 31, 2014 11,61: 13,65 $ 17.6: 83 % 598,77"
Options granted (1,039 1,03t 66.8(
Options exercised — (1,659 7.2¢
Options canceled 704 (7049 19.5(
Early exercised shares repurchased 13 — 3.9¢
Outstanding—June 30, 2015 11,29: 12,337 $ 23.0: 81 $ 697,62:
Vested and exercisable—June 30, 2015 3,17C  $ 7.21 70 $ 236,27+
Vested and expected to vest—June 30, 2015 10,94 ¢ 21.6: 8.0 % 657,91(

The weighted-average grant-date fair value of ogtigranted during the six months ended June 3G 2@k $29.0%er share. Tt
aggregate intrinsic value of options exercisedtiersix months ended June 30, 2015 was $105.Dmilli

As of June 30, 2015 , the total unrecognized stmded compensation expense related to unvestekl gptions, net of expect
forfeitures, was $119.4 million , which is expectede recognized over a weighted-average periaddfears The total fair value of optio
vested for the six months ended June 30, 2015 WA $nillion .

Early Exercise of Stock Option

For the six months ended June 30, 2015 , we repaecth13,13&hares of common stock at the original exerciseepdue to th
termination of the holders of the unvested shakesof June 30, 2015shares held by employees and directors that sudsgect to repurcha
were approximately 1.0 million with an aggregatie@of $3.3 million .
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Restricted Stock Unit (RSU) Activitie

A summary of the RSU activity under our stock pldosing the reporting period and a summary of imfation related to RSUs
expected to vest are presented below (in thousamdept per share and year amounts):

Weighted- Weighted-Average
Average Grant Remaining
Number of Date Fair Value Per ~ Contractual Term (in Aggregate

Shares Share years) Intrinsic Value

Unvested balance—December 31, 2014 10e $ 75.5¢€ 20 $ 6,557
RSUs granted 50C 69.3¢
RSUs vested @ 67.4¢
RSUs forfeited/canceled 9 68.3¢

Unvested balance—June 30, 2015 59¢ ¢ 70.47 20 $  48,90¢

RSUs expected to vest—June 30, 2015 52z 20 $ 42,67

As of June 30, 2015 , there was $34.6 millionunfecognized stockased compensation cost related to unvested RS
estimated forfeitures. This amount is expectedetogzognized over a weighted-average period ofy@ags .

Employee Stock Purchase Plan Activiti

During the six months ended June 30, 2015 , weeb4182,862 shares at a price of $36uh8er the 2014 Employee Stock Purcl
Plan, or ESPP. On February 17, 2015, the boarddnéil an increase to shares available for futsseance under the ESPP. Per the ESP
increase is determined based on the lesser of lt#halfshares outstanding as of the first day ohd&cal year, or January 1, 2025500,00!
shares or such amount as determined by our boaldeaftors. The approved increase amounted to 895Hares. As of June 30, 2015 tt
remain 1,173,277 shares available for issuanceruhdeESPP.

As of June 30, 2015 , the total unrecognized stmaded compensation expense related to unvested &3RRs, net of expect
forfeitures, was $ 2.1 million , which is expectede recognized over a weighted-average periddfears .
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7. Net Income Per Share Available to Common Sthc

The following table sets forth the computation af basic and diluted net income per share avait@btsmmon stock (in thousan
except per share amounts):

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 2015 2014
Numerator:
Basic:
Net income $ 2399 $ 21,61¢ $ 4848t $ 33,94°
Less: undistributed earnings allocated to partiaigasecurities (389) (7,40€) (899) (13,967)
Net income available to common stockholders, basic $ 23,607 $ 14,21 $ 4759 $ 19,98t
Diluted:
Net income attributable to common stockholdersichas $ 23,607 $ 14,21 $ 47,59 % 19,98t
Add: undistributed earnings allocated to partidipgsecurities 31 63¢ 73 1,13¢
Net income attributable to common stockholdersjtdd $ 23636 $ 1485 $ 47667 $ 21,12
Denominator:
Basic:
Weighted-average shares used in computing net iagenshare
available to common stockholders, basic 65,52¢ 38,49! 65,01¢ 33,83«
Diluted:
Weighted-average shares used in computing net iagenshare
available to common stockholders, basic 65,52/ 38,49: 65,01¢ 33,83«
Add weighted-average effect of dilutive securities:
Stock options and RSUs 5,497 5,531 5,70¢ 5,11z
Employee stock purchase plan 194 29 19z 15
Weighted-average shares used in computing net iag@nshare
available to common stockholders, diluted 71,21¢ 44,05: 70,91¢ 38,96:
Net income per share attributable to common stddehns:
Basic $ 03¢ $ 037 $ 0.7z $ 0.5¢
Diluted $ 03: $ 032 $ 067 $ 0.5¢

The following outstanding shares of common stockieajents were excluded from the computation ofitéidl net income per shi
available to common stockholders for the periogs@nted because including them would have beemiutive (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 2015 2014
Stock options and RSUs to purchase common stock 2,37( 2,361 2,13¢ 2,16(
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8. Income Taxes

Provision for income taxes was approximately $8iftion and $10.1 millionfor the three months ended June 30, 2015 and
respectively, and $18.4 million and $17.2 millifar the six months ended June 30, 2015 and 20%peotively. The change in our provis
for income taxes was primarily due to an increaserbfit before income tax and the decrease inefffiective tax rate based on our cur
geographical distribution of the earnings.

The effective tax rate for the year ended Decendier2014 included the impact of the reinstatemdnthe 2014 Research &
Development ("R&D") tax credit as result of the g@ge of the Tax Increase Prevention Act of 2014 iffpact of the 2014 federal R&D -
credit benefit was recorded in the fourth quarfahe year ended December 31, 2014.

We operate in a number of tax jurisdictions andsattgect to taxes in each country or jurisdictiomihich we conduct business. As
expand internationally, our marginal tax rate magrdase; however, there can be no certainty thrathauginal tax rate will decrease, and
may experience changes in tax rates that are flettige of actual changes in our business or djm#rs. Earnings from our nod-S. activitie:
are subject to local country income tax and maystligect to U.S. income tax. Generally, the U.S.dhklgation is reduced by a credit
foreign income taxes paid on these earnings awpidouble taxation.

Our gross unrecognized tax benefits were $21.5omilas of June 30, 2015 . If the gross unrecaghiax benefits as ofune 3(
2015 were realized in future periods, this woulsufein a tax benefit of $16.0 millionvithin our provision of income taxes. Becauseha
net operating loss and tax credit carryforward ssatially all of our tax years remain open to fafland state tax examination. However,
possible that unrecognized tax benefits may deergathe future as the statute of limitation lapgesome of the jurisdictions over the nex
months.

9. Segment Information

We have determined that we operate as one repeigagiment. The following table represents revemasedon the customer’s
location, as determined by the customer’s shippihdress (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 2015 2014
United States $ 148,30: $ 102,14¢ $ 271,45t $ 195,14.
Other Americas 2,56( 1,00¢ 6,16¢ 4,21¢
Europe, Middle East and Africa 24,78: 20,62¢ 64,87: 32,34
Asia-Pacific 19,90% 14,16: 32,10¢ 23,45
Total revenue $ 195,55. $ 137,94 $ 374,59 $ 255,15¢

The following table presents our property, plard aguipment, net by geographic region for the girjoresented (in thousands):

June 30, December 31,

2015 2014
United States $ 68,20: $ 67,72
International 4,97¢ 3,831
Total $ 73,17¢  $ 71,55¢
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Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

You should read the following discussion and analaf our financial condition and results of opecais together with tt
consolidated financial statements and related nthes are included elsewhere in this Quarterly Répm Form 10Q, our Annual Report
Form 1(-K filed with the SEC on March 12, 2015, and ourefghed Annual Report on Form KBA filed with the SEC on May 15, 2015. ~
discussion contains forwardoking statements based upon current plans, eapens and beliefs that involve risks and uncetiasm Ou
actual results may differ materially from thoseieipated in these forwartboking statements as a result of various factorsluding those s
forth under‘Risk Factors” and elsewhere in this Quarterly Repon Form 10-Q.

Overview

We are a leading supplier of cloud networking dohg that use software innovations to address #esis of largescale Interne
companies, cloud service providers and rgederation data centers for enterprise support. curd networking solutions consist of
Extensible Operating System, or EOS, a set of ndtvapplications and our 10/40/100 Gigabit Ethersettches. Our cloud networki
solutions deliver industrieading performance, scalability, availability, grammability, automation and visibility. At the eoof our clou
networking platform is EOS, which was purpdsek to be fully programmable and highly modul&he programmability of EOS has allov
us to create a set of software applications thdtems$ the requirements of cloud networking, inelgdivorkflow automation, network visibili
and analytics, and has also allowed us to rapidtggrate with a wide range of thipdwty applications for virtualization, managem
automation, orchestration and network services.

We were founded in 2004 to address the limitatiohkegacy networking products and to create a cloetivorking platform that
open and programmable. From 2004 to 2008, ouriiewvere focused on the development of our softwahich resulted in the commert
release of our first product, the 7100 Series $wiscbased on our EOS software, in 2008. Since therhave continued to introduce r
products utilizing EOS, including our 7500 Seriestsh and our 7050 Series switch in 2010, the séaemeration of our 7500 Series swi
called the 7500E modular switch, in May 2013, o80Q Series switch in November 2013 and our 7280Fulp 2014. In December 2014
introduced our EOS+ software platform for netwogkiprogrammability and automation, and in June 2@&5introduced CloudVision,
network-wide approach for workload orchestratiod amorkflow automation.

As of June 30, 2015, we have shipped more thanrfillion switch ports. We have experienced rapideraie growth over the
several years, increasing our revenue at a compaandal growth rate of 68.9% from 2010 to 2014w&sshave grown the functionality of ¢
EOS software, expanded the range of our switchimgfglio and increased the size of our sales fome, revenue has continued to g
rapidly. To support our customers and revenue drowe have expanded our international presenaectode 19 foreign subsidiaries as of <
30, 2015, including for example Australia, Candéi@nce, Germany, India, Ireland, Japan, South Kanebgthe United Kingdom. Our rever
for the three and six months ended June 30, 2015 $485.6 million and $374.6 million an increase4di8% and 46.8% respectively
compared to the same period in 2014. We have beditgble and cash flow positive for each year 8i@010.

We believe that our cloud networking platform addes the large and growing cloud networking segrokdata center switchin
which remains in the early stage of adoption. Wpeek to continue rapidly growing our organizationnieet the needs of new and exis
customers as they increasingly realize the perfoomaand cost benefits of our cloud networking $ohst and as they expand their cl
networks. We intend to continue to invest in owsedch and development organization to enhancéutiationality of our existing clot
networking platform, introduce new products anddess and build upon our technology leadership.B&keve one of our greatest stren
lies in our rapid development of new features gpplieations. We intend to continue expanding odesand marketing teams and progr
and carrying out associated marketing activitiekéy geographies. In order to support our strormwvgn, we have and may continue
accelerate our investment in infrastructure, suchrdaerprise resource planning software and o#fodémblogies to improve the efficiency of
operations. As a result, our levels of operatingfipas a percentage of revenue could decline énstiort to medium term. For a descriptio
factors that may impact our future performance tsealisclosure in the section titled "Factors Affieg Our Performance” below.

Our Business Model

We derive revenue from sales of products and sesvié/e generate revenue primarily from sales ofswitching products whic
incorporate our EOS software. We generate the iityajof our services revenue from post contract suppor PCS, which end custom
typically purchase in conjunction with our produdts addition, we have recently added software stijpgon services to our service offeri
which will also add to services revenue in the fatu

Since shipping our first products in 2008, our clative endeustomer base has grown rapidly. Between Decenihe2@L0 an
December 31, 2014, our cumulative endgtomer base grew from approximately 570 to ovy80@ Our end customers span a rancg
industries and include large Internet companiesyice providers, financial services organizatiogmvernment agencies, media
entertainment companies and others.

To continue to grow our revenue, it is importardtttve both obtain new customers and sell additipnadlucts to existing custome
Our development model is focused on the developmieméw products based on our EOS software andneein@ents to EOS. We engineer
products to be agnostic to the underlying merchsdliton architecture. Today, we combine our EOSveaxfe with merchant silicon inta
family of switching products. This enables us tous our research and development resources orofiwase
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core competencies and to leverage the investmead oy merchant silicon vendors to achieve effsietive solutions. We currently proc
certain merchant silicon components from multipdedors, and we continue to expand our relationshifbsthese and other vendors. We w
closely with third party contract manufacturing pligrs to manufacture our products. Our contrachufcturing suppliers deliver our prodt
to one of three third party direct fulfillment féities where our EOS software is installed on owadpicts. We and our fulfillment partners t
perform labeling, final configuration, quality asance testing and shipment to our customers.

We market and sell our products through both oveadisales force and our channel partners, inctudistributors, valuadde:
resellers, system integrators, original equipmeanuafiacturer (“OEM”)partners and in conjunction with various technolqugrtners. T
facilitate channel coordination and increase prauitg, we have created a partner program, thetarizartner Program, to engage partners
provide valueadded services and extend our reach into the npdaket Authorized training partners provide techhtcaining to our chann
partners. Our partners commonly receive an oraen fan end customer prior to placing an order wighand we confirm the identification
the end customer prior to accepting such orders. g@auners generally do not stock inventory recgiftom us. Our sales organizatior
supported by systems engineers with deep techaiqadrtise and responsibility for psales technical support and engineering for ou
customers. Each sales team is responsible for grageloic territory, has responsibility for a numlsémajor direct endszustomer accounts
has assigned accounts in a specific vertical market

Factors Affecting Our Performance

We believe that our future success will depend amyrfactors, including our ability to expand sale®ur existing customers as v
as to add new end customers. While these areasnprEignificant opportunity, they also presentsifikat we must manage to ensure succe
results. See the section titled “Risk Factors.” hddally, we face intense competition especialignfi larger, wellestablished companies,
we must continue to expand the capabilities of doud networking platform to succeed in our markétwe are unable to address th
challenges, our business could be adversely affecte

Increasing Adoption of Cloud Network&letworks are subject to increasing performanceirements due to growing numbers
connected devices as well as new enterprise ansuower applications. Computing architectures ardveng to meet the need for const
connectivity and access to data and applications.bélieve that cloud networks will continue to ex@ legacy network technologies.
business and results of operations will be sigaifity affected by the speed with which organizationplement cloud networks.

Expanding Sales to Existing Customer Bagée expect that a substantial portion of our fusakes will be followen sales to existir
end customers. As noted above, one of our salategtes is to target specific projects at our euremd customers because they are far
with the operational and economic benefits of daud networking solutions, thereby reducing thesalycle into these customers. We bel
this opportunity with current end customers to igmificant given their existing and expected infrasture spend. Our business and resu
operations will depend on our ability to sell aduitl products to our growing base of customers.

Adding New End Customer§Ve believe that the cloud networking market il stithe early stages of adoption. We intend tae
new end customers by continuing to invest in oaldfisales force and extending our relationshipé witannel, technology and systéswel
partners. To date, we have primarily targeted arsotners with the largest cloud data centers. Ac@pnitial order involves the education
prospective customers about the technical meritscapabilities and potential cost savings of owdpcts as compared to our competitor:
products. Our results of operations will dependanability to continue to add new customers. Wkele that customer references have k
and will continue to be, an important factor in nimy new business with special emphasis on fourvesyicals: the cloud titans, financ
services, service and internet hosting providedstagh tech enterprise.

Selling More Complex and Higher-Performance Configions. Our results of operations have been, and weselill continue ti
be, affected by our ability to sell more complexddrigherperformance configurations of our products. Goiagvéard, we aim to grow o
revenue by enabling end customers to transitiom fppeviously deployed 1 Gigabit Ethernet switches®, 40 and eventually 100 Gige
Ethernet switches. Our ability to sustain our rexegrowth will depend, in part, upon our contingaies of more robust configurations of
products, and quarterly results of operations aarsignificantly impacted by the mix of products gmdduct configurations sold during
period.

Leveraging Channel PartnersiWe expect to continue to derive a growing portidrour sales through our channel partners as
develop new end customers and expand sales taximting end customers. We plan to continue to inwesur network of channel partner:
empower them to reach new end customers more igEgtincrease sales to existing customers andigeoservices and support effectivi
We believe that increasing channel leverage wikked and improve our engagement with a broad satstbmers.

Investing in Research and Development for Growde believe that the market for cloud networkingstifl in the early stages
adoption and we intend to continue investing farghterm growth. We expect to continue to invest hgawvilsoftware development in ordel
expand the capabilities of our cloud networkingfplan, introduce new products including new relsaaed upgrades to our EOS software
new applications and build upon our technology éeskiip. We believe one of our greatest strengths in the speed of our prod
development efforts. By investing in research aadetbpment, we believe we will be well positionedcbntinue our rapid growth and ti
advantage of our large market opportunity. We elfiegt our results of operations will be impactadthe timing and size of these proc
development investments.
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Customer Concentration and Timing of Large Ordekistorically, large purchases by a relativelyited number of end custom
have accounted for a significant portion of ouremrave. During the years ended December 31, 20148 a0d 2012, our largest end custa
accounted for 14.9%, 21.9% and 15.3% of our revemespectively. We have also experienced and ocoatito experience custon
concentration on a quarterly basis. In additionhaee experienced increases in the size of ourgraeluding orders from existing custom
which could result in future increased customercemtration, depending on the timing of the fulfiédm of those orders. We have ¢
experienced unpredictability in the timing of lamyelers, especially with respect to our large aemstamers, due to the complexity of orders
time it takes end customers to evaluate, testjfguamtd accept our products and factors specifioupend customers. Due to these factor:
expect continued variability in our customer corication and timing of sales on a quarterly and ahtasis. In addition, we have provid
and may in the future provide, pricing discountdaige end customers, which may result in lowergimar for the period in which such se
occur. Our gross margins may also fluctuate asualtref the timing of such sales to large end ausis.

Basis of Presentation
Revenue

We generate revenue primarily from sales of outahing products which incorporate our EOS softwave. also derive a portion
our revenue from CloudVision software subscriptéom sales of post contract support, or PCS, amdliégser extent professional services
generate PCS revenue from sales of technical sugpovices contracts that are typically purchasedadnjunction with our products &
subsequent renewals of those contracts. We off& §¥vices under renewable, fee-based contractshwitlude 24hour technical suppo
hardware repair and replacement parts, bug fixashes and unspecified upgrades on a whenfaaailable basis. We expect our reve
may vary from period to period based on, amongratiiags, the timing and size of orders, the deln@nd acceptance of products, the im
of significant transactions with unique terms awodditions that may require deferral of revenue eyclicality of orders being placed by «
customers. Additionally, we expect our softwaressuiption and PCS revenue to increase in absohitard as we expand our installed b
Our ability to expand our installed base and inseeaur revenue is subject to numerous risks andrtaiaties. See the section titleRisk
Factors.” We report revenue net of sales taxes.

Cost of Revenue

Cost of revenue primarily consists of amounts paid inventory to our thirdparty contract manufacturers and merchant si
vendors, overhead costs in our manufacturing ojpastdepartment, and other manufactunialgted costs associated with manufacturing
products and managing our inventory. We expectoogt of product revenue to increase as our proswenue increases. Cost of provic
PCS and other services consists primarily of persboosts for our global customer support orgaiimatVe expect our cost of service reve
to increase as our PCS revenue increases.

Gross Margin

Gross margin, or gross profit as a percentage wamae, has been and will continue to be affected byriety of factors, includit
sales to large end customers who generally redeiver pricing, the average sales price of our affgs, manufacturing costs, merchant sili
costs and the mix of products sold. We expect oosgymargins to fluctuate over time, dependingherfactors described above and others
the section titled “Risk Factors.”

Operating Expenses

Our operating expenses consist of research andagewent, sales and marketing and general and aslimaitive expenses. The larc
component of our operating expenses is personrsts.cBersonnel costs consist of wages, benefitaydes and, with respect to sales
marketing expenses, sales commissions. Personstd afso include stodiased compensation and travel expenses. We expecatin(
expenses to continue to increase in absolute dalighe near term as we continue to invest irgtiovth of our business.

Research and Development Expen:

Research and development expenses consist printdripersonnel costs, with the remainder being pyp® expenses, thindarty
engineering and contractor support costs, andlacattd portion of facility and IT costs and dejaéon. Our research and development ef
are focused on maintaining and developing additifuractionality for our existing products and orvneroduct development, including n
releases and upgrades to our EOS software anccatiptis. We expense research and developmentaesteurred. We expect our rese:
and development expenses to increase in absollisrsdas we continue to invest heavily in softwdevelopment in order to expand
capabilities of our cloud networking platform, imtiluce new products and features and build upomegctnology leadership.

Sales and Marketing Expense

Sales and marketing expenses consist primarily eségnnel costs and also include costs related tdketiag and promotion
activities, with the remainder being an allocatedipn of facility and IT costs and depreciatione\xpect our sales and marketing expens
increase in absolute dollars as we expand our saddsmarketing efforts worldwide and expand ouatiehships with current and futt
channel partners and end customers.
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General and Administrative Expenses

General and administrative expenses consist piiynafi personnel costs, legal and professional feesl an allocated portion
facility and IT costs and depreciation. General adthinistrative personnel costs include those torexecutive, finance, IT, human resou
and legal functions. Our professional fees consisharily of accounting, external legal and IT aotther consulting costs. We expect
general and administrative expenses to increaadsnlute dollars to support our growing infrastiuetneeds and as we assume the rep:
requirements and compliance obligations of a putmimpany. In addition, we expect legal expensatoeiase significantly in absolute doll
for the foreseeable future due to legal costsedlad ongoing IP litigation and potential futuréglation claims. Refer to the discussion ul
“Legal Proceedings” subheading in Note 5. Commitim@md Contingencies of Notes to Condensed Corgetid=inanciabtatements in Parl
Item 1 of this Quarterly Report on Form 10-Q fdiormation related to pending litigation.

Other Income (Expense), Net
Interest Expense

Interest expense consists of interest expense osuwrdinated convertible promissory notes, iniclgaur related party subordina
convertible promissory notes which were convertexng fiscal 2014 and interest expense from ousddmancing obligation.

Other Income (Expense)

Other income (expense) consists of gains on invastisnwriteoffs of debt discount on notes payable which wepaid and convert
during fiscal 2014 and foreign currency exchangegyand losses. Our foreign currency exchange gaidslosses relate to transactions
asset and liability balances denominated in cuiesnather than the U.S. dollar. We expect our fpraurrency gains and losses to contint
fluctuate in the future due to changes in foreigrrency exchange rates.

Provision for Income Taxe:

We operate in a number of tax jurisdictions and srkject to taxes in each country or jurisdictianwihich we conduct busine
Earnings from our nok).S. activities are subject to local country incotae and may be subject to U.S. income tax. Gelyeralr U.S. ta
obligations are reduced by a credit for foreignoime taxes paid on these earnings which avoids dowbdation. Our tax expense to ¢
consists of federal, state and foreign current deférred income taxes. As we expand internationally marginal tax rate may decre:i
however, there can be no certainty that our malgéarate will decrease, and we may experienca@bs in tax rates that are not reflectiv
actual changes in our business or operations.

We account for income taxes under the liabilityrapgh for deferred income taxes, which requiresgaition of deferred income t
assets and liabilities for the expected futuredamsequences of events that have been recognizaga iconsolidated financial statements
have not been reflected in our taxable incomentzggs and judgments occur in the calculation dbaetax liabilities and in the determinat
of the recoverability of certain deferred incomg &ssets, which arise from temporary differenced earryforwards. We measure defe
income tax assets and liabilities using the culyestiacted tax rates that apply to taxable incameffiect for the years in which those tax as
are expected to be realized or settled. We regudadess the likelihood that our deferred incomeassets will be realized based on the pos
and negative evidence available. We record a vialuallowance to reduce the deferred tax assdtsestamount that we are more likely than
to realize.

We believe that we have adequately reserved founoertain tax positions, although we can provideassurance that the final
outcome of these matters will not be materiallfett#nt. To the extent that the final tax outcomehefse matters is different than the amc
recorded, such differences will affect the prowvisior income taxes in the period in which such deieation is made and could have a mat
impact on our financial condition and results orgiions. The provision for income taxes includes éffects of any reserves that we bel
are appropriate, as well as the related net intares penalties.
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Results of Operations

The following table summarizes historical resulfsoperations for the periods presented and as eep&ge of revenue for the
periods. We have derived the data for the three skwanonths ended June 30, 2015 and 2@ our unaudited condensed consolid
financial statements (in thousands, except forgragege of revenue).

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 2015 2014

Revenue:

Product $ 174,07 $ 126,39 $ 334,210 $ 232,88

Service 21,48( 11,557 40,38¢ 22,27
Total revenue 195,55: 137,94 374,59° 255,15:
Cost of revenué’:

Product 60,01« 40,03: 114,45; 73,05¢

Service 7,64¢ 4,53¢ 14,50( 7,401
Total cost of revenue 67,66: 44,56 128,95: 80,46(

Gross profit 127,89( 93,38( 245,64« 174,69«
Operating expensés:

Research and development 49,94° 34,88t 93,28 68,33¢

Sales and marketing 26,68: 20,71: 51,26¢ 39,36¢

General and administrative 18,40: 7,12¢ 32,47¢ 14,357

Total operating expenses 95,03: 62,72¢ 177,03( 122,05

Income from operations 32,85¢ 30,65¢ 68,61« 52,63’
Interest expense (832 (2,209 (1,659 (4,747
Other income (expense), net 417 3,241 (52) 3,24¢
Total other income (expense), net (415) 1,03 (1,709 (1,499
Income before provision for income taxes 32,44 31,69: 66,91( 51,13¢
Provision for income taxes 8,44¢ 10,07 18,42: 17,19:
Net income $ 23,99¢ $ 21,61¢ $ 48,48t $ 33,94:
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Three Months Ended Six Months Ended
June 30, June 30,

2015 2014 2015 2014

(as a percentage of revenue)

Revenue:

Product 89.C % 91.€ % 89.2% 91.2%

Service 11.C 8.4 10.¢ 8.7
Total revenue 100.( 100.( 100.( 100.(
Cost of revenue:

Product 30.7 29.C 30.€ 28.€

Service 3.6 3.3 3.8 2.¢
Total cost of revenue 34.€ 32.¢ 34.4 31.t

Gross profit 65.4 67.7 65.€ 68.t
Operating expenses:

Research and development 25.5 25.¢ 24.¢ 26.¢

Sales and marketing 13.€ 15.C 13.7 15.¢

General and administrative 9.t 5.2 8.7 5.€

Total operating expenses 48.¢€ 45.F 47.: 47.¢

Income from operations 16.€ 22.2 18.c 20.7
Interest expense (0.4 (1.6 (0.9 (1.9
Other income (expense), net 0.2 2.4 0.C 1.2
Total other income (expense), net (0.2 0.8 (0.9 (0.6)
Income before provision for income taxes 16.€ 23.C 17.¢ 20.1
Provision for income taxes & 7.3 5.C 6.7
Net income 12.2% 15.7% 12.¢% 13.4%

@Includes stock-based compensation expense as follow

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 2015 2014
Cost of revenue $ 784 % 301 $ 142C $ 512
Research and development 6,37¢ 3,521 11,307 5,99/
Sales and marketing 2,86¢ 1,931 5,27¢ 3,35¢
General and administrative 1,18(C 94¢€ 2,04¢ 1,622
Total stock-based compensation $ 11,20¢  § 6,70t $ 20,047 $ 11,48
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Three and Six Months Ended June 30, 2015 Compared fThree and Six Months Ended June 30, 2014

Revenue, Cost of Revenue and Gross Profit (in thands, except percentage

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 Change in 2015 2014 Change in
$ $ $ % $ $ $ %
Revenue
Product $ 174,07 $ 126,39( $ 47,68: 37.7% $ 334,217 $ 232,880 $ 101,33 43.5%
Service 21,48( 11,55° 9,92: 85.9 40,38¢ 22,27: 18,11: 81.3
Total revenue $ 19555; $ 137,94 $ 57,60t 41.8% $ 37459 $ 255,15 $ 119,44 46.8%
Cost of revenue
Product $ 60,01+ $ 40,03 $ 19,98 49.9% $ 114450 $ 73,05¢ $ 41,39 56.7%
Service 7,64¢ 4,53¢ 3,11z 68.6 14,50( 7,401 7,09¢ 95.9
Total cost of revenue $ 6766 $ 44567 $ 23,09t 51.8% $ 128,95! $ 80,46( $ 48,49: 60.3%
Gross profit $ 127,89 $ 93,38( $ 34,51 37.0% $ 24564 $ 17469: $ 70,95( 40.6%
Gross margin 65.2% 67.7% 65.6% 68.5%

Revenue by Geography (in thousands, except percpedy

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

2015 % of Total 2014 % of Total 2015 % of Total 2014 % of Total
Americas $ 150,86: 77.1% $ 103,15¢ 748% $ 277,62 74.1% $ 199,35¢ 78.1 %
Europe, Middle East and
Africa 24,78 12.7% 20,62¢ 15.0% 64,87: 17.3% 32,34 12.7%
Asia-Pacific 19,90° 10.2% 14,16 10.2% 32,10¢ 8.6% 23,45¢ 9.2%
Total revenue $ 19555. 100.0% $ 137,94  1000% $ 374,59° 100.0% $ 255,15  100.0 %
Revenut

Revenue increased 41.8% in the three months enaed3D, 2015 and 46.8% the six months ended June 30, 2015, comparétke
same periods in 2014. We increased shipments toexisting customers in these periods as they coadinto grow their businesses
increased their demand for our switch products metated accessories. In addition, we added newomess as we expanded our ma
presence and increased our customer count. Seexeaue also increased in each of the periods mes@rimarily due to an increase in t
and renewed support contracts for our switch prtsdas a result of our growing customer install b&ge continue to experience change
product and services pricing due to competitive keapressures, however, these were more than difseéhe increased demand dri
outlined above.

Cost of Revenue and Gross Margin

Gross margin decreased from 67.7% to 65.4% fothiee months ended June 30, 2014 and June 30, 20d3rom 68.5% t®5.6%
for the six months ended June 30, 2014 and Jun2(@®, respectively. The decrease in gross mangihdase periods is primarily the resul
changes in customer mix and to lesser extent ptadiG as we expanded our business and increasedottitribution of larger customers v
typically receive higher discount levels. In addlitive invested in manufacturing and operationsastfucture as our revenues increased, a
capacity and expanding our footprint geographically

28




Operating Expenses (in thousands, except percensage

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 Change in 2015 2014 Change in
$ $ $ % $ $ $ %

Operating expenses:

Research and development$ 49,947 $ 34,88¢ $ 15,05¢ 432% $ 93,287 $ 68,33: $ 24,95 36.5%
Sales and marketing 26,68 20,71 5,97( 28.8 51,26¢ 39,36¢ 11,90: 30.2

General and administrative 18,40: 7,12¢ 11,271 158.3 32,47 14,35] 18,11¢ 126.2
Total operating expenses $ 9503 $ 62,728 $ 32,30¢ 51.5% $ 177,03 $ 122,05 $ 54,97 45.0%

Research and developmt

Research and development expenses increased $ilkoh mor 43.2% , for the three months ended J8@e2015compared to tt
same period in 2014. The increase was primarilytdugn increase in personnel costs of $8.2 milliesulting from an increase in headct
from June 30, 2014 to June 30, 2015 and increasedsbexpense under our corporate bonus plan. iti@ddesearch and development reli
facilities and IT infrastructure expenses increab2® million and prototype spend and thiarty engineering costs increased $2.8 million
result of new product introductions and continuggagsion and support of our research and developawtinities.

Research and development expenses increased $#tf ror 36.5% , for the six months ended Jufe Z015compared to the sai
period in 2014. The increase was primarily duertongrease in personnel costs of $16.4 millionyltesy from an increase in headcount fi
June 30, 2014 to June 30, 2015 and increased lpense under our corporate bonus plan. In additesearch and development reli
facilities and IT infrastructure expenses increasé® million and prototype spend and thiarty engineering costs increased $2.9 million
result of new product introductions and continuggagsion and support of our research and developawtinities.

Sales and marketing

Sales and marketing expenses increased $6.0 mjllan28.8% , for the three months ended June 805 2ompared to the sai
period in 2014. The increase was primarily duertargrease in personnel costs of $3.7 million, ltesy from an increase in headcount fi
June 30, 2014 to June 30, 2015 and an increasalds sommissions resulting from higher sales voluiite increase was also due tc
increase of $2.2 million in product demonstratiosts.

Sales and marketing expenses increased $11.9mjlbo 30.2% , for the six months ended June 30520mpared to the same petr
in 2014. The increase was primarily due to an aseein personnel costs of $7.6 million, resultirayf an increase in headcount from Junt
2014 to June 30, 2015 and an increase in sales igsioms resulting from higher sales volume. Thedase was also due to an increase of
million in product demonstration costs.

General and administrative

General and administrative expenses increased $iilli8n , or 158.3% , for the three months endadel30, 201%®ompared to tt
same period in 2014. The increase was primarily wuan increase in litigation fees of $9.9 millipnimarily related to the Cisco a
OptumSoft matters, increased personnel costs & iflion resulting from increased bonus expensdeurour corporate bonus plan,
increased insurance expense of $0.3 million astatigith being a public company.

General and administrative expenses increased $a#itn , or 126.2% , for the six months ended &30, 2015compared to tt
same period in 2014. The increase was primarily wuan increase in litigation fees of $16.6 millipnimarily related to the Cisco a
OptumSoft matters, increased personnel costs @frfillion resulting from increased bonus expensgenrour corporate bonus plan, as we
increased insurance expense of $0.7 million assmtiaith being a public company. These expenseg artially offset by a decrease
professional service fees of $1.0 million primardstributed to accounting and other legal fees rirgrh during the first half of 2014
preparation of becoming a public company.
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Other Income (Expense), Net (in thousands, exceptqentages)

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 Change in 2015 2014 Change in
$ $ $ % $ $ $ %

Other income (expense), ne

Interest expense $ (832) $ (2,209 $ 1,377 623)% $ (1,659 $ (4,749 $ 3,09« (65.2)%

Other income (expense),
net 417 3,241 (2,829 (87.1)% (51) 3,24¢ (3,300 (101.6)%

Total other income ) .

(expense), net $ (419 $ 1031 $ (145) (140.00% $ (1,709 $ (1499 $ (2060  13.8%

Interest expens

Interest expense decreased during the three antaiths ended June 30, 20d@dmpared to the same period in 2014 as a res
repayment and conversion of all our notes payapts closing of our initial public offering duringe second quarter of 2014.

Other income (expense), net.

Other income (expense), net decreased during tee #nds six months ended June 30, 2@Bnpared to the same period in 2014
to a one-time gain on our notes receivable of $4illon offset by a $0.7 million writesff related to the debt discount on notes payabling
the second quarter of 2014, and partially offseabyncrease in net transactional exchange ratevgaiances.

Provision for Income Taxes (in thousands, except@antages,

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 Change in 2015 2014 Change in
$ $ $ % $ $ $ %
Provision for income taxes $ 8,44¢ $ 10,07« $ (1,62¢) (16.1)% $ 18,42: $ 17,190 $ 1,23( 7.2%
Effective tax rate 26.(% 31.8% 27.5% 33.6%

Provision for income taxe

Provision for income taxes was approximately $8illion and $10.1 million for the three months endaehe 30, 201%nd 201<
respectively. The change in our provision for ineotaxes was primarily due to increase in profitobefincome tax and the decrease ir
effective tax rate based on our current geograptistribution of the earnings.

Provision for income taxes was approximately $18iflion and $17.2 million for the six months endédne 30, 201%nd 2014
respectively. The change in our provision for ineotaxes was primarily due to increase in profitobefincome tax and the decrease ir
effective tax rate based on our current geograptistribution of the earnings.
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Liquidity and Capital Resources

Our principal sources of liquidity are cash andhcaguivalents, marketable securities, and cashrgetefrom operations. As
June 30, 2015 , cash and cash equivalents and rabl&kesecurities were $551.8 millignof which approximately $96.0 million was h
outside the U.S. in our foreign subsidiaries. Weehaot repatriated nor do we currently have plansepatriate these funds, but if we wer
repatriate cash held outside of the U.S. for doimesish operations, we would be required to acangpay U.S. income taxes to repat
these funds less any previously paid foreign inctames. We consider the undistributed earningsiofareign subsidiaries as dfine 30, 201
to be indefinitely reinvested, and, accordingly,uh&. income taxes have been provided thereon.

Our cash and cash equivalents and marketable sesware held for working capital purposes. We pgtanontinue to invest for long-

term growth. We believe that our existing cash aash equivalents together with cash flow from ofi@na will be sufficient to meet o
working capital requirements and our growth strigtedor the foreseeable future. Our future capigguirements will depend on many fact
including our growth rate, the timing and extentamfr spending to support research and developmaiitees, the timing and cost
establishing additional sales and marketing cajtigisil the introduction of new and enhanced product service offerings, our costs and ac
to outsourcing our manufacturing, our costs reldtedhvesting in or acquiring complementary or t&gic businesses and technologies
continued market acceptance of our products, amdirirely settlement of outstanding litigation clainif we require or elect to seek additic
capital through debt or equity financing in theuiat, we may not be able to raise capital on tercagtable to us or at all. If we are requ
and unable to raise additional capital when desiwadbusiness, operating results and financiatlitimm may be adversely affected.

Cash Flows
June 30, December 31,
2015 2014
(in thousands)
Cash and cash equivalents $ 342,95¢ $ 240,03:
Six Months Ended
June 30,
2015 2014
(in thousands)
Cash provided by operating activities $ 73,371 % 63,94¢
Cash used in investing activities (9,477 (4,539
Cash provided by financing activities 39,04" 224,06
Effect of exchange rate changes (20) 63
Net increase in cash and cash equivalents $ 102,927 $ 283,53

Cash Flows from Operating Activities

Our primary source of cash from operating actigitims been from cash collections from our custonvéesexpect cash inflows frc
operating activities to be affected by increasddssand timing of collections. Our primary usesa$h from operating activities have beer
personnel costs and investment in sales and magkatid research and development.

During the six months ended June 30, 2015 , cashiged by operating activities was $73.4 millipprimarily from net income
$48.5 million , net non-cash charges of $2.4 millamd a net increase in our operating assets alidlitles of $22.5 million The net increase
operating assets and liabilities was primarily doiean increase in deferred revenue of $58.0 millidargely related to short and lotenT
services contracts and product revenue deferritedeto contract acceptance terms and future ef@lbles. In addition, we experienced &
increase in our income tax payable of $21.8 millielated to tax benefits from stoblased activities and an increase in our accouny&bba o
$11.8 million due to the timing of our paymentse$h increases were partially offset by an increaser accounts receivable $25.8 millior
resulting from an increase in sales, an increasevientory of $22.3 million due to increased shipineolume and an increase $20.7 millior
in our prepaids and current assets.

During the six months ended June 30, 2014, cashidad by operating activities was $63.9 millionmpairily from net income of $33
million, net noneash charges of $14.0 million and a net increaseuinoperating assets and liabilities of $16.0 ionll The change in o
operating assets and liabilities was primarily doea decrease in our accounts receivable of $9llfomresulting from an increase in ¢
collection efforts, an increase in our accountsaptss of $4.8 million from the timing of our paynti®nan increase in our deferred reve
of $2.8 million resulting from the increase in saltventories also decreased by $2.3 million essalt of improvements in the manageme;
our consigned and finished goods inventory. Thésages were partially offset by an increase inprapaid expenses and other current a
of $5.6 million primarily from the prepayments fxes and renewals of our insurance and licensgés &1.0 million net decrease in inte
payable attributable to our outstanding subordhatmvertible promissory notes,
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including our related party subordinated conveegtipfomissory notes before their conversion or repat upon the completion of our init
public offering.

Cash Flows from Investing Activities

Our investing activities have consisted primarifyparchases of property and equipment. We expecbitinue to make purchases
property and equipment to support continued grathur business.

During the six months ended June 30, 2015 , cast insinvesting activities was $9.5 milligrconsisting of purchases of property
equipment of $8.8 million , and purchases of intalegassets of $0.7 million.

During the six months ended June 30, 2014, casth insevesting activities was $4.5 million, whichiparily consisted of purchas
of property and equipment of $8.6 million partiatiffset by the release of our restricted cash ¢a&h and cash equivalents of $4.0 million.

Cash Flows from Financing Activities

Our cash flows provided by financing activitiesmpairily consisted of proceeds from the exercisesta@tk options and the excess
benefits on stock-based compensation.

During the six months ended June 30, 2015, cashided by financing activities was $39.0 millipoonsisting primarily of the exce
tax benefit on stock-based compensation of $23lllomi, proceeds from the exercise of stock optjaret of repurchases of $12.0 millianc
the proceeds from the issuance of common stock fenNESPP of $4.9 million .

During the six months ended June 30, 2014, caskiqed by financing activities was $224.1 millionprsisting primarily of ne
proceeds raised from our initial public offering$#41.9 million and proceeds from the exerciseto€ls options, net of repurchases of ¢
million. These proceeds were partially offset by thpayment of our notes payable of $20.0 million.

Off-Balance Sheet Arrangements

As of June 30, 2015we did not have any relationships with any unotidated entities or financial partnerships, indhgdentitie:
often referred to as structured finance or spgmighose, entities that would have been establistiethe purpose of facilitating otfalanc
sheet arrangements or other contractually narroimited purposes.

Contractual Obligations and Commitments

There have been no significant changes duringithenenths ended June 30, 20ib&pacting our contractual obligations disclose
our "Management's Discussion and Analysis of Firr€ondition and Results of Operations" includecbur Annual Report on Form 10-
filed with the SEC on March 12, 2015 and our Amehdanual Report on Form 10-K/A, filed with the SIBEG May 15, 2015.

Critical Accounting Policies and Estimates

Our unaudited condensed consolidated financiadistants have been prepared in accordance with Erferally accepted account
principles. The preparation of these unaudited eordd consolidated financial statements requirde usake estimates and assumptions
affect the reported amounts of assets, liabilitiesenue, expenses, and related disclosures. Vedbaestimates on historical experience
on various other assumptions that we believe @goreable under the circumstances. We evaluatestiorages and assumptions on an ong
basis. Actual results may differ from these estémaflo the extent that there are material diffezerfoetween these estimates and our ¢
results, our future financial statements will bieetied. We believe the critical accounting polickesl estimates discussed in the "Managen
Discussion and Analysis of Financial Condition &wbsults of Operations" section of our Annual Report~orm 10K and Amended Annu
Report on Form 16</A that were filed with the SEC on March 11, 20dritd May 14, 2015, respectively, reflect our mogmisicant judgment
and estimates used in the preparation of the castieconsolidated financial statements. There haee ho significant changes to our crit
accounting policies and estimates as disclosediimanual Report on Form 10-K and Amended Annugddteon Form 10-K/A.

Recent Accounting Pronouncements

Refer to “Recent Accounting PronouncemeritsNote 1 to Condensed Consolidated Financial Btates included in Part I, Item 1
this Quarterly Report on Form 10-Q.
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Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

We are exposed to market risk in the ordinary awour business. Market risk represents the ofsloss that may impact c
financial position due to adverse changes in firedmoarket prices and rates. Our market risk expossi primarily a result of fluctuations
foreign currency exchange rates, interest ratesrarg$tments in privately-held companies.

Foreign Currency Risk

Our results of operations and cash flows are stbjeftuctuations due to changes in foreign curyeexchange rates. Substantially
of our revenue is denominated in U.S. dollars. &xpenses are generally denominated in the curreiirciezhich our operations are loca
which is primarily in the U.S. and to a lesser ekxtim Europe and Asia. Our results of operationd eash flows are, therefore, subjec
fluctuations due to changes in foreign currencyhexge rates and may be adversely affected in theefdue to changes in foreign exche
rates. The effect of a 100 basis point hypothetitelnge in foreign currency exchanges rates afghdicm our business would not hav
material impact on our historical consolidated ficial statements.

Interest Rate Sensitivit

Our exposure to market risk for changes in interases relates primarily to our cash and cash edgins, available-fosale
marketable securities, notes receivable and owbitgdiness. Our cash and cash equivalents arerhedsh deposits, money market funds
maturities of less than 90 days from the date oflpase. Our primary exposure to market risk isr@geincome sensitivity, which is affected
changes in the general level of the interest ratehe U.S. However, because of the shiertn nature of the instruments in our portfoli
sudden change in market interest rates would nekpected to have a material impact on our cora@dfinancial statements.

As of June 30, 2015 , we had approximately $208ilion invested in available-fosale marketable securities. An immed
hypothetical change of 100 basis points to ther@sterate would not have a material adverse impaabur future operating results and ¢
flows. As of June 30, 2015, we did not hold or é&sfinancial instruments for trading purposes.

Investment-Privately-held Companies and Notes Receivable

We invested in privately-held companies in 2014e8&h investments are recorded in investments,caaent in our consolidat
balance sheets and are accounted for using thensdbbd. As of June 30, 2015, the total carrgmpunt of our investments in privateigic
companies was $36.6 million. Some of the privatedyd companies in which we invested are in thetigtaor development stages. Th
investments are inherently risky because the marfetthe technologies or products these companiesieveloping are typically in the e:
stages and may never materialize. We could loseentire investment in these companies. Our evanatdf investments in privatelyelc
companies is based on the fundamentals of the dasis invested in, including, among other factihwes,nature of their technologies i
potential for financial return.

Iltem 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedur

Management, with the participation of our Chief Extéve Officer ("CEQ") and our Chief Financial Gffir ("CFO"), evaluated tl
effectiveness of our disclosure controls and prooesias of June 30, 2015 . The term “disclosuréraisnand proceduresds defined in Rul
13a-15(e) and 15d5(e) under the Exchange Act, means controls amet grocedures of a company that are designedsirethat informatic
required to be disclosed by a company in the repibidt it files or submits under the Exchange Acteicorded, processed, summarized
reported, within the time periods specified in 8#C's rules and forms. Disclosure controls and procelimclude, without limitation, contrc
and procedures designed to ensure that informag&quoired to be disclosed by a company in the repibrat it files or submits under
Exchange Act is accumulated and communicated toctmpanys management, including its principal executive gniticipal financie
officers, as appropriate to allow timely decisioagarding required disclosure. Based on that etialuamanagement has concluded that i
June 30, 2015, the Compasayisclosure controls and procedures were not teffeat the reasonable level of assurance due rmizria
weakness in internal control over financial repugti

A material weakness is a deficiency, or a combimatf deficiencies, in internal control over fingaaeporting, such that there i
reasonable possibility that a material misstatenoértur annual or interim financial statements widit be prevented or detected on a tir
basis. For the fiscal year ended 2014, we idedtifienaterial weakness in our internal control direancial reporting due to inadequate de
and operation of review controls that are intendeensure the accuracy of the calculations andeeldisclosures in our consolidated statel
of cash flows prepared in accordance with U.S. gdlyeaccepted accounting principles. As a resfilthis deficiency, our consolidat
statement of cash flows for the year ended Decer@bef014 contained an error related to duplicatmgnition of the excess tax bene
associated with our equity incentive plans resgltin a $17.4 million understatement of cash prodidey operating activities and
corresponding $17.4 million overstatement of caglvided by financing activities. Despite the exigte of this material weakness, we bel
the consolidated financial statements includedhis Form 10Q for the quarter ended June 30, 2015 presentll imaterial respects, o
financial position, results of operations, compretiee loss and cash flows (as restated) for thegemresented in conformity with U
generally accepted accounting principles.
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The Audit Committee directed the Company's managémaeprepare a remediation plan concerning the famy's material weakne
described above. We are currently in the processrokdiating the material weakness in our intecaatrol over financial reporting and .
implementing a number of measures designed to assldfee underlying causes of the material weaknBss. remediation plan includ
additional procedures surrounding the precision asalracy of the review control over our statentdrdash flows, which includes enhanc
and segregating duties within our accounting amanfte department and enhancing our internal reyiemeedures during the financ
statement close process. We believe that theseiaudi processes and procedures will enable usrdaden the scope and quality of
controls relating to the oversight and review & @ompany's financial statements.

Changes in Internal Control over Financial Reportm

Except for the remediation efforts described abdvere were no changes in our internal control dvemncial reporting identified
connection with the evaluation required by Rule-18&d) and 15dt5(d) of the Securities and Exchange Act of 1984t bccurred during tl
three months ended June 30, 2015 that have mtaafédcted, or are reasonably likely to materiafyect, our internal control over financ
reporting.

Inherent Limitations of Internal Controls

Our management, including our CEO and CFO, doesxqct that our disclosure controls and procedoresir internal controls ov
financial reporting will prevent or detect all errand all fraud. A control system, no matter howlwesigned and operated, can provide
reasonable, not absolute, assurance that the mgigdf the control system are met. Because oifnherent limitations in all control systems,
evaluation of controls can provide absolute assgrahat all control issues and instances of fraudny, within the Company have be
detected. These inherent limitations include tladities that judgments in decisionaking can be faulty, and that breakdowns can doecaus
of a simple error or mistake. Additionally, congatan be circumvented by the individual acts of egmarsons, by collusion of two or m
people, or by management override of the contfidis. design of any system of controls also is bas@art upon certain assumptions abou
likelihood of future events, and there can be reuasce that any design will succeed in achievisgtiated goals under all potential fu
conditions. Over time, controls may become inadegl@cause of changes in conditions, or the degf@®mpliance with the policies
procedures may deteriorate. Because of the inhéneitaitions in a cost-effective control system sstatements due error or fraud may occ
and not be detected.

PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

The information set forth under the “Legal Procegdl subheading in Note 5. Commitments and Contingenofeflotes ti
Condensed Consolidated Financial Statements inl R#ein 1 of this Quarterly Report on Form 10-Qrisorporated herein by reference.

Iltem 1A. Risk Factors

You should consider carefully the risks and undsties described below, together with all of théestinformation in this Quarter
Report on Form 1-Q, which could materially affect our business, fio@l condition, results of operations and prosgedthe risks describ
below are not the only risks facing us. Risks andeutainties not currently known to us or that werently deem to be immaterial also r
materially affect our business, financial conditioasults of operations and prospects.

Risks Related to Our Business and Our Industry

Our business and operations have experienced rapgtowth, and if we do not appropriately manage anydture growth or are unable tc
improve our systems and processes, our businessdncial condition, results of operations and prospets will be adversely affected.

We have experienced rapid growth and increased niefiea our products over the last several yearschivhas placed a strain on our
management, administrative, operational and fireniefrastructure. Our employee headcount and nummbend customers have increased
significantly. To handle the increase in end cugtanwe expect to continue to grow our headcogmtifiéantly over the next 12 months. For
example, as of December 31, 2010 and Decembet034, dur cumulative number of end customers ine&®m approximately 570 to over
3,000. As we have grown, we have had to managecaedsingly larger and more complex array of irdegystems and processes to scale wit
all aspects of our business, including our hardwaigk software development, contract manufactunmypurchasing, logistics and fulfillment
and maintenance and support. Our success will deipgoart upon our ability to manage our growtheefively. To do so, we must continue to
increase the productivity of our existing employaad continue to hire, train and manage new emplogs needed. To manage domestic anc
international growth of our operations and persgnme will need to continue to improve our operatg financial and management controls
and our reporting processes and procedures anénmepit more extensive and integrated financial arsihess information systems. We may
not be able to successfully implement these orrathprovements to our systems and processes iffiaieet or timely manner, and we may
discover deficiencies in their capabilities or effeeness. We may experience difficulties in mangdgmprovements to our systems and
processes or in connection with third-party tecbgyl In addition, our systems and processes mapmeoent or detect all errors, omissions or
fraud. Our failure to improve our systems and psses, or their failure to operate effectively amthie
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intended manner, may result in disruption of our@nt operations and end-customer relationshipsinatbility to manage the growth of our
business and our inability to accurately forecastrevenue, expenses and earnings and prevenindesaes.

Our limited operating history makes it difficult to evaluate our current business and future prospect&ind may increase the ris
associated with your investment.

We were founded in 2004 and shipped our first petglin 2008. The majority of our revenue growth besurred since the beginn
of 2010. Our limited operating history makes iffidiflt to evaluate our current business and ouwrkiprospects, includingur ability to plai
for and model future growth. We have encounteredl &ill continue to encounter risks and difficultif@quently experienced by rapir
growing companies in constantly evolving industriesluding the risks described elsewhere in thim@erly Report on Form 1Q- If we dc
not address these risks successfully, our busifiessicial condition, results of operations andgpects will be adversely affected, and
market price of our common stock could declinetfen, we have limited historical financial datadame operate in a rapidly evolving marl
As such, any predictions about our future revemeeexpenses may not be as accurate as they woufldveehad a longer operating history
operated in a more predictable market.

Our results of operations are likely to vary signifcantly from period to period and be unpredictable and if we fail to meet the
expectations of analysts or investors or our previgsly issued financial guidance, or if any forwardooking financial guidance does nc
meet the expectation of analysts or investors, thraarket price of our common stock could decline suliantially

Our results of operations have historically variesim period to period, and we expect that thisdrerill continue. As a result, yt
should not rely upon our past financial resultsdoy period as indicators of future performancer @sgults of operations in any given pe
can be influenced by a number of factors, manyluttvare outside of our control and may be diffi¢alpredict, including:

» our ability to retain and increase sales to exgstinstomer and attract new end customers, includigg end custome

» the budgeting cycles and purchasing practices dfoaistomers, including large end customers who reagive lower pricing tern
due to volume discounts;

« the buying patterns of our large end customershithvlarge bulk purchases may or may not occuentain quarter:

» the cost and potential outcomes of existing andréulitigation including Cisco and Optumsoft litigen matters

» the rate of expansion and productivity of our sébese

« changes in our pricing policies, whether initiabydus or as a result of competiti

« the amount and timing of operating costs and chgiaenditures related to the operation and expansi our busines

» changes in endustomer, distributor or reseller requirements arkat need:

» deferral or cancellation of orders from end custaniacluding in anticipation of new products ooguct enhancements announce
us or our competitors, or warranty returns;

» the inclusion of any acceptance provisions in ast@mer contracts or any delays in acceptanceosktproduct

» changes in the growth rate of the networking ma

» the actual or rumored timing and success of newlyrband service introductions by us or our conwpestior any other change in
competitive landscape of our industry, includingsalidation among our competitors or end customers;

e our ability to successfully expand our business etinally and internationall

e our ability to increase the size of our distribatichanne

» decisions by potential end customers to purchasedahetworking solutions from larger, more estdgis vendors, white box vend
or their primary network equipment vendors;

e price competitior

» insolvency or credit difficulties confronting oune customers, which could adversely affect theilitalio purchase or pay for o
products and services, or confronting our key sepglincluding our sole source suppliers, whichldalisrupt our supply chain;

» any disruption in our sales channel or terminatibour relationship with important channel partn

* our inability to fulfill our end customersirders due to supply chain delays, access to keyrmalities or technologies or events
impact our manufacturers or their suppliers;

» seasonality or cyclical fluctuations in our mark

» future accounting pronouncements or changes imoewunting policie:

» stockbased compensation expel

« our overall effective tax rate, including impactaused by any reorganization in our corporate siractany changes in our valuai
allowance for domestic deferred tax assets anchamylegislation or regulatory developments;

e increases or decreases in our expenses causeddbyafions in foreign currency exchange rates, rm$nereasing portion of o
expenses are incurred and paid in currencies titharthe U.S. dollar;

e general economic conditions, both domestically iarfdreign markets; ar

» other risk factors described in this QuartergpBrt on Form 1@.

Any one of the factors above or the cumulativeafté several of the factors described above mayltén significant fluctuations
our financial and other results of operations. Magability and unpredictability could result imofailure to meet our revenue, gross mart
results of operations or other expectations coathin any forward looking financial guidance we @éassued or the expectations
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of securities analysts or investors for a particgariod. If we fail to meet or exceed such guidanc expectations for these or any o
reasons, the market price of our common stock cdakdine substantially, and we could face costlyslaits, including securities class ac
suits.

We expect large purchases by a limited number of encustomers to continue to represent a substantiglortion of our revenue, and an)
loss or delay of expected purchases could result material quarter-to- quarter fluctuations of our revenue or otherwise adersely affec
our results of operations.

Historically, large purchases by a relatively liedithumber of end customers have accounted forfisigmni portion of our revenu
Many of these end customers make large purchasesmplete or upgrade specific data center instafiatand are typically made ol
purchase-order basis rather than pursuant to temy-contracts. Revenue from sales to Microsofpubh our channel partner, World W
Technology, Inc., accounted for 14.9% of our revefior the year ended December 31, 2014, 21.9% ofrexenue for the year enc
December 31, 2013 and 15.3% of our revenue foyelae ended December 31, 2012.

As a consequence of the concentrated nature ofumiomer base and their purchasing behavior, carteply revenue and results
operations may fluctuate from quarter to quarted are difficult to estimate. For example, any c#iatien of orders or any acceleration
delay in anticipated product purchases or the daoep of shipped products by our larger end custeruld materially affect our revenue
results of operations in any quarterly period. Wayrbe unable to sustain or increase our revenue &nar large end customers or offset
discontinuation of concentrated purchases by agetaend customers with purchases by new or egigitd customers. We expect that ¢
concentrated purchases will continue to contribnggerially to our revenue for the foreseeable futand that our results of operations
fluctuate materially as a result of such larger enstomersbuying patterns. In addition, we may see consabdadf our customer base, sl
as among Internet companies and cloud service gheoyi which could result in loss of end customé&tee loss of such end customers,
significant delay or reduction in their purchasesjld materially harm our business, financial ctindi results of operations and prospects.

Our revenue growth rate in recent periods may not b indicative of our future performance.

Our revenue growth rate in recent periods may moindicative of our future performance. We experezhannual revenue grov
rates of 61.7%, 86.8% and 38.3% in 2014, 2013 @1i® 2respectively. We may not achieve similar rexeegrowth rates in future perio
especially as we enter and expand into the cloondces and application services provider marketsu ¥hould not rely on our revenue for
prior quarterly or annual period as any indicatidrour future revenue or revenue growth. If we anable to maintain consistent revenu
revenue growth, our business, financial conditiesplts of operations and prospects could be nadiieedversely affected.

We face intense competition, especially from largemwell-established companies, and we may lack sufficienh&ncial or other resource!
to maintain or improve our competitive position.

The market for data center networking, including tharket for cloud networking, is intensely comipeti and we expect competiti
to increase in the future from established competiand new market entrants. This competition ceoagllt in increased pricing press
reduced profit margins, increased sales and marketkpenses and our failure to increase, or the dbsmarket share, any of which wa
likely seriously harm our business, financial caiodh, results of operations and prospects.

The data center networking market has been hisityidominated by Cisco Systems, with competititsobacoming from other lar
network equipment and system vendors, includingpdurNetworks, Brocade Communications Systems, EgWwlackard and Dell. We al
face competition from other companies and new magk&ants, including “whitebox3witch vendors as well as current technology pas
and end customers. Many of our existing and pateotimpetitors enjoy substantial competitive adagas, such as:

» greater name recognition and longer operating ihést

» larger sales and marketing budgets and resol

» broader distribution and established relationshijls channel partners and end custon
» greater access to larger exuktomer base

» greater endustomer support resourc

e greater manufacturing resourc

« the ability to leverage their sales efforts acrmssoader portfolio of produc

» the ability to leverage purchasing power with vansidtbcomponent

» the ability to bundle competitive offerings withher products and servic

» the ability to develop their own silicon chi

» the ability to set more aggressive pricing polig

» lower labor and development co

» greater resources to make acquisiti

» larger intellectual property portfolios; e

» substantially greater financial, technical, reskaned development or other resour
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Our competitors also may be able to provide endoowusrs with capabilities or benefits different fram greater than those we |
provide in areas such as technical qualificationgemgraphic presence or may be able to providecastbmers a broader range of prodi
services and prices. In addition, large competitnay have more extensive relationships with antiiwiexisting and potential end custon
that provide them with an advantage in competingftsiness with those end customers. For examettgin large competitors encourage
customers of their other products and servicesltpitheir data networking solutions through disted bundled product packages. Our at
to compete will depend upon our ability to provadetter solution than our competitors at a morapetitive price. We may be requirec
make substantial additional investments in reseatebelopment, marketing and sales in order toomdpo competition, and we cannot as
you that these investments will achieve any retfmnsis or that we will be able to compete sucaglsin the future.

We also expect increased competition if our mart@ttinues to expand. Conditions in our market cocthéinge rapidly ar
significantly as a result of technological advaneats or other factors. Current or potential contpetimay be acquired by third parties
have greater resources available than we do. Querduor potential competitors might take advantafi¢he greater resources of the la
organization resulting from these acquisitions démpete more vigorously or broadly with us. In aiddit continued industry consolidati
might adversely affect end customers’ perceptidndi@ viability of smaller and even mediusized networking companies and, conseque
end customerswillingness to purchase from those companies. [eurtbertain large end customers may develop netwaitches and clot
service solutions for internal use and/or to broadleeir portfolio of products, which could allowete end customers to become
competitors in the market.

If we do not successfully anticipate technologicakhifts, market needs and opportunities, and develogproducts and product
enhancements that meet those technological shiftseeds and opportunities, or if those products are at made available in a timel
manner or do not gain market acceptance, we may ndite able to compete effectively, and our ability tgenerate revenue will suffer.

The cloud networking market can be characterizedapyd technological shifts and increasingly compd@deustomer requiremer
to achieve scalable and more programmable netwhsdtsfacilitate virtualization, big data, publiciigate cloud and web scale computing.
must continue to develop new technologies and ptsdihat address emerging technological trendsciiadging enagsustomer needs. T
process of developing new technology is complexwarakrtain, and new offerings requires signifiogofiront investment that may not resul
material design improvements to existing productsesult in marketable new products or costs savimgrevenue for an extended perio
time, if at all. The success of new products depasmd several factors, including appropriate newdpob definition, component costs, tim
completion and introduction of these products,edéhtiation of new products from those of our cotitpes and market acceptance of tt
products.

In addition, new technologies could render ourtaxisproducts obsolete or less attractive to erglarners, and our business, finar
condition, results of operations and prospectsdcbel materially adversely affected if such techgias are widely adopted. For example,
customers may prefer to address their network Bwigtjuirements by licensing software operatingesyst separately and placing then
industrystandard servers or develop their own networkiraglpets rather than purchasing integrated hardwardugts as has occurred in
server industry.

We may not be able to successfully anticipate @apadb changing technology or endstomer requirements on a timely basis,
all. If we fail to keep up with technology changasto convince our end customers and potentialsiomers of the value of our soluti
even in light of new technologies, our businegsricial condition, results of operations and protpeould be materially adversely affected.

We are currently involved in litigation with Cisco Systems, Inc.

On December 5, 2014, Cisco filed two complaintsirasggaus in District Court for the Northern Distriof California, which ar
proceeding as Case No. 4-14-cv-05343 (*'43 Cased) @ase No. 4-14-cv-05344 (44 Case”). In td8 Case, Cisco alleges that we infri
U.S. Patent Nos. 6,377,577; 6,741,592; 7,023,88%17875; 7,162,537; 7,200,145; 7,224,668; 7,290,1(340,597; 7,460,492; 8,051,211;
8,356,296 (respectively, “the '577 patent,” “th®Zpatent,” “the '853 patent,” “the 875 patent,hét’537 patent,” “the '145 patent,” “th€6¢
patent,” “the 164 patent,” “the '597 patent,” “thd92 patent,” “the '211 patent,” and “the '296 pat"). Cisco seeks, as relief for our alle:
infringement in the '43 Case, lost profits and/easonable royalty damages in an unspecified ammahiding treble damages, attorngyees
and associated costs. Cisco also seeks injunctlief m the 43 Case. On February 10, 2015, the court grantedimopposed motion to si
the '43 Case until the proceedings before the dnBtates International Trade Commission (“USIT@8rtaining to the same patents
discussed below) become final. In the '44 CasesdZ$scomplaint alleges that we infringe U.S. Patens.Nig047,526 and 7,953,886 and fur
alleges that we infringe numerous copyrights peittgi to Cisco’'s “Command Line Interface” or “CLIAs relief for our alleged pate
infringement in the44 Case, Cisco seeks lost profits and/or reasomrabldty damages in an unspecified amount includieple damage
attorneys fees, and associated costs as well as injunctlief. As relief from our alleged copyright infgement, Cisco seeks damages i
unspecified amount in the form of alleged lost fispfprofits from our alleged infringement, statyt@amages, attorney’fees and associa
costs. Cisco also seeks injunctive relief againstatieged copyright infringement. On February 2315, we answered the complaint in thé ’
Case, denying the patent and copyright infringenadiagations and also raising numerous affirmatigéenses. On March 6, 2015, Cisco 1
an amended complaint against us the '44 Case.slorese, we moved to dismiss Cisco’s allegationwithful patent infringement presui
indirect patent infringement. The

37




Court granted the motion with leave to amend ory 2J12015. On July 23, 2015, Cisco filed an amendenhplaint. Trial has not be
scheduled in the '43 Case.

On December 19, 2014, Cisco filed two complaintsigt us in the USITC, alleging that Arista hadatied Section 337 of the Tal
Act of 1930, as amended. The complaints have bestituted as ITC Inv. Nos. 337-TA-944 (“944 Investiion”) and 337-TA-945 @4t
Investigation). In the 944 Investigation, Ciscaeghs that certain Arista switching products inferige '592, '537, '145, '164, '597, an@9¢
patents. In the 945 Investigation, Cisco alleges tlertain Arista switching products infringe tt&&7, '853, 875, '668, '492, an®11 patent:
In both the 944 and 945 Investigations, Cisco semk®ng other things, a limited exclusion orderibgrentry into the United States of acct
switch products (including 7000 Series of switches)l a cease and desist order against us resirmtinactivities with respect to our impot
accused switch products. On February 11, 2015,esponded to the notices of investigation and coimiglan the 944 and 945 Investigati
by, among other things, denying the patent infringet allegations and raising numerous affirmatiefedses.

The Administrative Law Judge assigned to the 94&4dtigation issued a procedural schedule callingaimong other events: issua
of an order construing the claims of the '577, '8%¥5, '668, 492, and211 patents tentatively on July 17, 2015; an euidgnhearing o
November -20, 2015; an initial determination regarding ole@géd violations due April 26, 2016; and the tamge for completion on Augt
26, 2016. The final determination in the 945 Inigedion is then subject to Presidential review.dede, the Administrative Law Judge has
issued an order construing the claims in the 94fedtigation. The Administrative Law Judge assighedhe 944 Investigation issuel
procedural schedule calling for, among other evearisevidentiary hearing on Sept. 9-11 & 'B-2015: issuance of an initial determina
regarding our alleged violations on January 27,62@hd the target date for completion on May 27,&0he final determination in the ¢
Investigation is then subject to Presidential revie

On April 1, 2015, we filed petitions for Inter PestReview with the United States Patent Trial apgdefal Board (“PTAB”")seeking t
invalidate Cisco’'s '597, '211, andb68 patents. On April 10, 2015, we filed petitidies Inter Partes Review with the PTAB seeking
invalidate Cisco’s '853 andb77 patents. On April 16, 2015, we filed additiopatitions for Inter Partes Review with the PTAR:kiag tc
invalidate Cisco’s '853 andb77 patents. We expect that the PTAB will determvitiether or not to institute review of the validityth respec
to each of our petitions for Inter Partes Reviewthimi six months of the filing dates for those petis. To the extent that the PTAB grants
petitions and institutes review, the PTAB must é&iu s final written decision on validity withivelve months of its institution decision.

We intend to vigorously defend against Cisctawsuits, as summarized in the preceding paragragpowever, we cannot be cer
that, if litigated, any claims by Cisco would besalved in our favor. For example, an adverse litigaruling could result in a significe
damages award against us, could further resuliénabove described injunctive relief, could regula requirement that we make substa
royalty payments to Cisco, and/or could require tiea modify our products to the extent that wefarend to infringe any valid claims assel
against us Cisco. In particular, with respect te 844 and 945 Investigations, if our products arendél to infringe any patents that are
subject of those investigations, the USITC woulketlly issue a limited exclusion order barring eritrip the United States of accused sw
products (including 7000 Series of switches) am@t@se and desist order restricting our activitigh vespect to our imported accused sw
products. In the case that we attempt to modifyroanufacturing and importation processes to comjilly such orders, we may not be abl
do so successfully or without substantial expeMereover, in the case we attempt to modify our pats, to the extent we are founc
infringe on any valid claims asserted against us,may not be able to successfully modify our proslic a substantial manner and
modified products may not be well received in tharket. Any such adverse ruling could materially erdely affect our business, prospe
results of operation and financial condition. Te txtent that we reached a negotiated settlemeaht @isco, the settlement could req
payment of substantial royalties.

Additionally, the existence of this lawsuit coulduse concern among our customers and potentiamess and could adversely af
our business and results of operations. An adviigation ruling could also result in a signifidatlamages award against us and the injur
relief described above. Many of our customers amhnel partners require us to indemnify and deteedh against third party infringem:
claims and pay damages in the case of adversasulirhese claims could harm our relationships with customers or channel partners
might deter them from doing business with us. Ideorto maintain our relationships with existing tomsers and secure business with
customers, we may be required from time to timprtavide additional assurances beyond our stan@anaist Whether or not we prevail in
lawsuit, we expect that the litigation will be exygéve, time-consuming and a distraction to manageineoperating our business.
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We are currently involved in a license dispute wittOptumSoft, Inc.

On April 4, 2014, OptumSoft filed a lawsuit againstin the Superior Court of California, Santa &l&ounty titled OptumSoft, Inc.
Arista Networks, Inc., in which it asserts (i) owsigip of certain components of our EOS network atieg system pursuant to the terms
2004 agreement between the companies and (ii) lbesaaf certain confidentiality and use restrictionthat agreement. Under the terms o
2004 agreement, OptumSoft provided us with a nanusive, irrevocable, royaltfree license to software delivered by OptumSaoft posinc
a software tool used to develop certain componeht8OS and a runtime library that is incorporatathiEOS. The 2004 agreement pl:
certain restrictions on our use and disclosurehef@ptumSoft software and gives OptumSoft ownershipnprovements, modifications &
corrections to, and derivative works of, the OptwftSoftware that we develop.

In its lawsuit, OptumSoft has asked the Court tdeorus to (i) give OptumSoft copies of certain comgnts of our software f
evaluation by OptumSoft, (ii) cease all conductstitating the alleged confidentiality and use riesitin breaches, (iii) secure the returr
deletion of OptumSof$ alleged intellectual property provided to thimattes, including our customers, (iv) assign owhigréo OptumSoft ¢
OptumSoft's alleged intellectual property currenthyned by us, and (v) pay OptumSoft's alleged dasagttorneys fees, and costs of 1
lawsuit. David Cheriton, one of our founders anébaner member of our board of directors who resijfrem our board of directors
March 1, 2014 and has no continuing role with ssa founder and, we believe, the largest stockin@dd director of OptumSoft. The 2(
David R. Cheriton Irrevocable Trust dtd July 27.1@0a trust for the benefit of the minor childrehMr. Cheriton, is one of our large
stockholders.

OptumSoft has identified in confidential documenéstain software components it claims to own, which generally applicat
tools and utility subroutines and not networkinggfic code. We cannot assure which software coraptsnOptumSoft may ultimately claim
own in the litigation or whether such claimed comgoats are material.

On April 14, 2014, we filed a crogomplaint against OptumSoft, in which we assert @unership of the software component
issue and our interpretation of the 2004 agreermfenbng other things, we assert that the languagheo2004 agreement and the partlesg
course of conduct support our ownership of the utisgh software components. We ask the Court to dedar ownership of those softw
components, all similarlgituated software components developed in the dutnd all related intellectual property. We alssessthat, even
we are found not to own any particular componentssue, such components are licensed to us uheéetetms of the 2004 agreem
However, there can be no assurance that our assenill ultimately prevail in litigation. On theame day, we also filed an answe
OptumSoft's claims, as well as affirmative defenbased in part on OptumSdtfailure to maintain the confidentiality of itsaghed trad
secrets, its authorization of the disclosuresseds and its delay in claiming ownership of thitveare components at issue. We have also 1
additional steps to respond to OptumSptillegations that we improperly used and/or dssdioOptumSoft confidential information. While
believe we have meritorious defenses to theseatitats, we believe we have (i) revised our softwarezmove the elements we understat
be the subject of the claims relating to impropse and disclosure of OptumSoft confidential infotiota and made the revised softw
available to our customers and (ii) removed infdioma from our website that OptumSoft asserted dssdi OptumSoft confident
information.

The Court set a trial date for Phase | of the pedo®gs, relating to contract interpretation andliaption of the contract to certe
claimed source code for September 14, 2015. Thaireng issues are currently scheduled to be triefipril 2016.

We intend to vigorously defend against OptumSaftwsuit. However, we cannot be certain thaitigdted, any claims by OptumS
would be resolved in our favor. For example, iivitre determined that OptumSoft owned componentsupEOS network operating syst¢
we would be required to transfer ownership of thosmponents and any related intellectual propert@ptumSoft. If OptumSoft were t
owner of those components, it could make them abkglto our competitors, such as through a saleense. In addition, OptumSoft co
assert additional or different claims against neluding claims that our license from OptumSofniglid.

Additionally, the existence of this lawsuit couladluse concern among our customers and potentiamass and could adversely af
our business and results of operations. An adviig&tion ruling could also result in a signifidatiamages award against us and the injur
relief described above. In addition, if our licensas ruled to have been terminated, and we werelplet to negotiate a new license fi
OptumSoft on reasonable terms, we could be requoegohy substantial royalties to OptumSoft or behfrited from selling products tt
incorporate OptumSoft intellectual property. Anycluadverse ruling could materially adversely affeat business, prospects, result
operation and financial condition. Whether or netpvevail in the lawsuit, we expect that the litiga will be expensive, timeonsuming and
distraction to management in operating our business

Product quality problems, defects, errors or vulneabilities in our products or services could harm oureputation and adversely affec
our business, financial condition, results of opettions and prospects.

We produce highly complex products that incorporat®anced technologies, including both hardware softivare technologie
Despite testing prior to their release, our prosuniy contain undetected defects or errors, edpewihen first introduced or when ne
versions are released. Product defects or erraigl adfect the performance of our products and d¢aldlay the development or release of
products or new versions of products. Allegatiohsimsatisfactory performance could cause us to tesenue or market share, increase
service costs, cause us to incur substantial @@stsalyzing, correcting or redesigning the productuse us to lose significant end custor
subject us to liability for damages and divert oesources from other tasks, any one of which coudderially adversely affect our busine
financial condition, results of operations and pexgs.
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From time to time, we have had to replace certamponents of products that we had shipped and gea@mediation in response
the discovery of defects or bugs, including faifune software protocols or defective component liegcresulting in reliability issues, in si
products, and we may be required to do so in therdu We may also be required to provide full repfaents or refunds for such defec
products. We cannot assure you that such remediathiaild not have a material effect on our businfsancial condition, results of operatic
and prospects. Please see “—Our business is subjixt risks of warranty claims, product retupprgduct liability and product defects.”

The cloud networking market is still in its early gages and is rapidly evolving. If this market doesot evolve as we anticipate or ot
target end customers do not adopt our cloud netwoikg solutions, we may not be able to compete effactly, and our ability to generate
revenue will suffer.

The cloud networking market is still in its eartpages. The market demand for cloud networking 8nigthas increased in recent yi
as end customers have deployed larger networkdawel increased the use of virtualization and cloaihputing. Our success depends
our ability to provide cloud networking solutiorisat address the needs of end customers more eéflgcéind economically than those of o
competitors or existing technologies.

If the cloud networking solutions market does nevelop in the way we anticipate, if our solutiorsribt offer benefits compared
competing network switching products or if end oustrs do not recognize the benefits that our smistprovide, then our business, finar
condition, results of operations and prospectsccbal materially adversely affected.

We identified a material weakness in our internal ontrol for the year ended December 31, 2014 thatf not properly remediated, coulc
result in a material misstatement in our financialstatements in future periods and impair our abilityto comply with the accounting ant
reporting requirements applicable to public companes.

Our independent registered public accounting fiam hot conducted an audit of our internal contu@rdinancial reporting. Howewve
for the year ended December 31, 2014, we identdiathterial weakness in our internal control ougaricial reporting. A “material weakness’
is a deficiency, or a combination of deficiencigsjnternal control over financial reporting sudfat there is a reasonable possibility th
material misstatement of our annual or interimriicial statements will not be prevented or detected timely basis. The material weakr
identified related to the inadequate design andatjpe of review controls that are intended to eadsihe accuracy of the calculations
related disclosures in our consolida ted stat#rakcash flows. We identified a material erroroir consolidated statement of cash flow:
the year ended December 31, 2014 requiring adjugtmeorder for the financial statements to be @nésd in accordance with U.S. genel
accepted accounting principles. Specifically, th@rewas due to duplicate recognition of the exdassbenefits associated with our eq
incentive plans resulting in a $17.4 million undatsment of cash provided by operating activitiesl @ corresponding $17.4 milli
overstatement of cash provided by financing adtisit This error was subsequently corrected andodisd in our amended consolide
financial statements.

Our remediation efforts are in process and haveyeibeen completed. Because of this material weskrthere is heightened risk-
a material misstatement of our annual or quartémncial statements may not be prevented or dede¢h addition, remediation steps we
taking may not effectively remediate the materiglakness, in which case our internal control ovearfcial reporting would continue to
ineffective. We cannot guarantee that we will béedb complete our remedial actions successfullerEif we are able to complete th
actions successfully, these measures may not atddyjusddress our material weakness. In additioris ipossible that we will discov
additional material weaknesses in our internal mmiver financial reporting.

We will be required to disclose changes in our rimé control and procedures on a quarterly bassweaver, our independe
registered public accounting firm will not be reepd to attest to the effectiveness of our intenmaitrol over financial reporting pursuan
Section 404 until our fiscal year ending Decembker2015. This attestation requirement under Seethwill be required for our fiscal ye
ending December 31, 2015. At such time, our inddpetregistered public accounting firm may issueport that is adverse in the event
such firm is not satisfied with the level at whichr controls are documented, designed or operafisga result, we may need to under
various actions, such as implementing new integmaitrols and procedures and hiring additional aoting or internal audit staff. O
remediation efforts may not enable us to avoid dens weakness in the future. Ensuring that weehadequate internal financial ¢
accounting controls and procedures in place to pedduce accurate financial statements on a tifaéys is a costly and tinmnsuming effo
that needs to be evaluated frequently.

If we are unable to adequately remediate the fanggmaterial weakness or comply or continue to dygnmwith the foregoin
obligations, it could subject us to a variety ofraistrative sanctions, including the suspensiodedisting of our common stock from the N
York Stock Exchange and the inability of registebedkerdealers to make a market in our common stock, wbiehd reduce the market pr
of our common stock. In addition, in the event thatdo not adequately remediate this material wesdnor if we fail to maintain proper ¢
effective internal controls in future periods, dursiness, results of operations and financial d¢mrdiand our ability to run our busin
effectively could be adversely affected and investmuld lose confidence in our financial reporting
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The requirements of being a public company may stiia our resources, divert management’s attention anéffect our ability to attract
and retain qualified board members.

As a public company, we are subject to the repgriind corporate governance requirements of therfiestExchange Act of 1934,
amended, or the Exchange Act, the listing requirgmef the New York Stock Exchange and other applie securities rules and regulatic
including the Sarbanes-Oxley Act and the Déatdnk Act. Compliance with these rules and regoreiwill increase our legal and finan
compliance costs, make some activities more diffitime-consuming or costly and increase demand on ouemsgsand resources, particuli
after we are no longer an “emerging growth compaag/defined in the Jumpstart Our Businesses Act0&@P2or JOBS Act. Among ott
things, the Exchange Act requires that we file ahnguarterly and current reports with respectuo lousiness and results of operations
maintain effective disclosure controls and procedwand internal control over financial reporting.order to improve our disclosure cont
and procedures and internal control over financéplorting to meet this standard, significant resesrand management oversight ma
required. As a result, managemerdttention may be diverted from other businessews, which could harm our business, financiaddamn,
results of operations and prospects. Although we ladready hired additional employees to help cgmagth these requirements, we may n
to further expand our legal and finance departmientse future, which will increase our costs angenses.

In addition, changing laws, regulations, and stasislaelating to corporate governance and publiclo§sire are creating uncertai
for public companies, increasing legal and finahotnpliance costs and making some activities ntione consuming. These laws, regulati
and standards are subject to varying interpretstionmany cases due to their lack of specifictyd, as a result, their application in prac
may evolve over time as new guidance is provideddnylatory and governing bodies. This could resultontinuing uncertainty regardi
compliance matters and higher costs necessitatehdpging revisions to disclosure and governancetioes. We intend to invest resource
comply with evolving laws, regulations, and stamidarand this investment may result in increaseciggrand administrative expense ai
diversion of management’s time and attention fr@venuegenerating activities to compliance activitiesolfr efforts to comply with ne
laws, regulations and standards differ from thévaiets intended by regulatory or governing bodiesgulatory authorities may initiate le
proceedings against us and our business and pitsspay be harmed. As a result of disclosure ofrinfdion in the filings required of a puk
company, our business and financial condition Wwdcome more visible, which may result in threatenedctual litigation, including t
competitors and other third parties. If such claams successful, our business, financial conditiesults of operations and prospects cou
harmed, and even if the claims do not result igdiion or are resolved in our favor, these claiarg] the time and resources necesse
resolve them, could divert the resources of ouragament and harm our business, financial conditesylts of operations and prospects.

We also expect that as a public company with tihheserules and regulations, this will make it moxpensive for us to obtain direc
and officer liability insurance, and we may be riegg to accept reduced coverage or incur substintilgher costs to obtain coverage. Tt
factors could also make it more difficult for us &ttract and retain qualified executive officersdanembers of our board of direct
particularly to serve on our Audit Committee andh@pensation Committee.

In addition, as a result of our disclosure obligasi as a public company, we will have reducedesjiatflexibility and will be unde
pressure to focus on short-term results, which aguersely affect our ability to achieve long-terrofitability.

We are currently an “emerging growth company,” and we cannot be certain if the reduced disclosureequirements applicable tc
emerging growth companies will make our common stdcless attractive to investors.

For so long as we remain an “emerging growth corppas defined in the JOBS Act, we may take advantdgermain exemptior
from various requirements that are applicable tblipucompanies that are not “emerging growth congmhincluding reduced disclost
obligations regarding executive compensation in registration statements, periodic reports and ypstatements and exemptions from
auditor attestation requirements of Section 40thefSarbane®xley Act, the requirements of holding a nonbindatlyisory vote on executi
compensation and stockholder approval of any gofdgachute payments not previously approved. Wetalayadvantage of these exempt
until we are no longer an emerging growth comp&ased on the market value of our common stock bgldonaffiliates as of the end of ¢
second quarter of fiscal 2015, we will no longermneemerging growth company as of the end of @eafiyear ending December 31, 2015.

In addition, Section 107 of the JOBS Act also pdes that an “emerging growth companyiay take advantage of an exten
transition period for complying with new or revisadcounting standards. However, we have chosepnpgbdut” of such extended transiti
period, and as a result, we will comply with newrevised accounting standards on the relevant dateshich adoption of such standard
required for noremerging growth companies. Our decision to opt afuthe extended transition period for complying twitew or revise
accounting standards is irrevocable.

We are obligated to maintain proper and effectiveriternal control over financial reporting. We may na complete our analysis of ou
internal control over financial reporting in a timely manner, or our internal control over financial reporting may not be determined ti
be effective, which may adversely affect investooafidence in our company and, as a result, the vaduof our common stock.

As a public company, we will be required, pursuarthe Exchange Act, to furnish a report by manag#mn, among other things,
effectiveness of our internal control over finahceporting for the fiscal year ending December&115. This assessment
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will need to include disclosure of any material Weasses identified by our management in our intexoiatrol over financial reporting. We w
be required to disclose changes made in our inteordrol and procedures on a quarterly basis. i@dependent registered public accoun
firm will be required to attest to the effectivesasf our internal control over financial reportipgrsuant to Section 404 for our fiscal
ending December 31, 2015. At such time, our inddpetregistered public accounting firm may issueport that is adverse in the event
such firm is not satisfied with the level at whigtr internal control over financial reporting iscdonented, designed or operating. As a re
we may need to undertake various actions, sucmpkeimenting new internal controls and procedures kdring accounting or internal au
staff. In connection with the audit of our consatied financial statements for 2010 to 2013, wetiled a material weakness in our intel
control over financial reporting, which was remeeéhin 2014. In addition, for the year ended DdoenB1, 2014, we identified a mate
weakness in our internal control over financialamimg, for which remediation efforts are in progdsut have not yet been completed.
cannot be certain that any control remediationreffandertaken during 2015 will enable us to awttier material weaknesses in the ful
Ensuring that we have adequate internal financidl acounting controls and procedures in placestp produce accurate financial statem
on a timely basis is a costly and time-consumirigrethat needs to be evaluated frequently.

We are currently evaluating our internal controéofinancial reporting, identifying and remediatidgficiencies in internal contro
and documenting the results of our evaluationjngstand remediation. We may not be able to coraptetr evaluation, testing, and i
required remediation in a timely fashion. During thvaluation and testing process, if we identifg @n more material weaknesses in
internal control over financial reporting that we ainable to remediate before the end of the s&ual fyear in which the material weaknes
identified, we will be unable to assert that oueinal controls are effective. If we are unablessert that our internal control over finan
reporting is effective or determine we have a niateveakness in our internal controls, we coulcelas/estor confidence in the accuracy
completeness of our financial reports, which wazddse the price of our common stock to decline.

In the event that our chief executive officer, €Hirancial officer, or independent registered palasiccounting firm determines in
future that our internal control over financial ogfing is not effective as defined under Sectiod,4@e could be subject to one or ir
investigations or enforcement actions by stateedefal regulatory agencies, stockholder lawsuitstloer adverse actions requiring us to il
defense costs, pay fines, settlements or judgnamtsausing investor perceptions to be adversédgtafl and potentially resulting in a dec
in the market price of our stock.

If we are unable to attract new large end customerer to sell additional products to our existing endcustomers, our revenue growth wi
be adversely affected and our revenue could decreas

To increase our revenue, we must add new end cestoand large end customers and sell additionadyats to existing er
customers. For example, one of our sales stratégiestarget specific projects at our current endtomers because they are familiar witf
operational and economic benefits of our solutidhereby reducing the sales cycle into these cumtenVe believe this opportunity w
current end customers to be significant given thgisting infrastructure and expected future spénae fail to attract new large end custon
or sell additional products to our existing endteogers, our business, financial condition, resoiitsperations and prospects will be harmed.

Some of our large end customers require more favokde terms and conditions from their vendors and mayequest price concession
As we seek to sell more products to these end custers, we may be required to agree to terms and coitihns that may have an advers
effect on our business or ability to recognize reveie.

Our large end customers have significant purchagowger and, as a result, may receive more favoitaohes and conditions than
typically provide to other end customers, includiogver prices, bundled upgrades, extended warranties ptotee terms, indemnificati
terms and extended return policies and other coitahrights. As we seek to sell more productdhase large end customers, an increase:
of our shipments may be subject to such terms anditons, which may reduce our margins or affeettiming of our revenue recognition i
thus may have an adverse effect on our business)dial condition, results of operations and protpe

Reliance on shipments at the end of the quarter cédicause our revenue for the applicable period tcall below expected levels.

As a result of endustomer buying patterns and the efforts of ouessdbrce and channel partners to meet or exceed shie:
objectives, we have historically received a sulishportion of sales orders and generated a sotistgortion of revenue during the sec
half of each quarter. This places significant pueson order review and processing, supply chainagament, manufacturing, inventory
quality control management, shipping and trade dimmpe to ensure that we have properly forecastgmplg purchasing, manufacturi
capacity, inventory and quality compliance and dtigs. If there is any significant interruption tinese critical functions, it could result
delayed order fulfillment, adversely affect our imgss, financial condition, results of operationsl @rospects and result in a decline in
market price of our common stock.
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We base our inventory requirements on our forecastef future sales. If these forecasts are materialljnaccurate, we may procuri
inventory that we may be unable to use in a timelynanner or at all.

We and our contract manufacturers procure comperem build our products based on our forecastssé florecasts are basec
estimates of future demand for our products, which in turn based on historical trends and analyses our sales and market
organizations, adjusted for overall market cond#ioTo the extent our forecasts are materiallydneate or if we otherwise do not need ¢
inventory, we may under- or overocure inventory, and such inaccuracies in ouedasts could materially adversely affect our biss
financial condition and results of operations.

Managing the supply of our products and product corponents is complex. Insufficient supply and inventty may result in lost sale:
opportunities or delayed revenue, while excess inm®ry may harm our gross margins.

Managing the supply of our products and product pmments is complex, and our inventory managemestesys and related supply-
chain visibility tools may not enable us to fordcascurately and manage effectively the supply wf products and product compone
Insufficient supply and inventory may result intlsales opportunities or delayed revenue, whilesxdénventory may harm our gross mar
In order to reduce manufacturing lead times and it adequate component supply, from time to tiwee may issue purchase orders
components and products that are non-cancelablenandeturnable. We establish a liability for naamcelable, nometurnable purcha
commitments with our third-party contract manufaeta for quantities in excess of our demand fortscas obsolete material charges.

Supply management remains an increased area of fasuwe balance the need to maintain sufficienplgufevels to ensu
competitive lead times against the risk of obsaase or the end of life of certain products. If wemately determine that we have exc
supply, we may have to reduce our prices and wldten inventory, which in turn could result in lowgross margins. We record a provis
when inventory is determined to be in excess dtgmatted demand or obsolete to adjust inventorystestimated realizable value.

Alternatively, insufficient supply levels may letal shortages that result in delayed revenue ordbssles opportunities altogethe
potential end customers turn to competitgnadducts that are readily available. Additionaliyyy increases in the time required to manufa
our products or ship products could result in symblortfalls. If we are unable to effectively maaamur supply and inventory, our busin
financial condition, results of operations and pexgs could be adversely affected.

Because some of the key components in our produasme from sole limited sources of supply, we are steptible to supply shortages ¢
supply changes, which could disrupt or delay our $eeduled product deliveries to our end customers anchay result in the loss of sale
and end customers.

Our products rely on key components, including gragéed circuit components and power supplies thiatcontract manufacture
purchase on our behalf from a limited number ofpéieps, including certain sole source providers. fléenot have guaranteed supply conti
with any of our component suppliers, and our s@pplcould delay shipments or cease manufacturicly groducts or selling them to us at
time. For example, in the past we have experiestedtages in inventory for dynamic random acceswmang integrated circuits and dela
releases of the next generation of chipset, whadayed our production and/or the release of our peducts. The development of altert
sources for those components is tiooesuming, difficult and costly. If we are unabteabtain a sufficient quantity of these componen
commercially reasonable terms or in a timely mansales of our products could be delayed or hateulely or we may be required to rede:
our products. Any of these events could resulost kales and damage to our @adtomer relationships, which would adversely inipag
business, financial condition, results of operatiand prospects.

Our reliance on component suppliers also yieldspbiential for their infringement or misappropraati of third party intellectu
property rights with respect to components whichy rha incorporated into our products. We may notifrseemnified by such compont
suppliers for such infringement or misappropriatid@ims. Any litigation for which we do not receiiredemnification could require us to in
significant legal expenses in defending againsh salaims or require us to pay substantial royaltyments or settlement amounts that w
not be reimbursed by our component suppliers.

Our product development efforts are also dependpat our continued collaboration with our key meamthsilicon vendors such
Broadcom and Intel. As we develop our product raggrand continue to expand our relationships witts¢hand other merchant silic
vendors, it is critical that we work in tandem wihr key merchant silicon vendors to ensure theit thilicon includes improved features .
that our products take advantage of such improeatufes. This enables us to focus our researchievelopment resources on our softv
core competencies and to leverage the investmeads tmy merchant silicon vendors to achieve cosistiffe solutions.

If our key merchant silicon vendors do not continaieollaborate in such a fashion, if they do nmtoue to innovate or if there
delays in the release of their products, our owodpct launches could be delayed, which could havaterial effect on revenue and busin
financial condition, results of operations and pexgs.

In the event of a shortage or supply interruptiont our component suppliers, we may not be abldeteelop alternate or secc
sources in a timely manner. Further, ldegn supply and maintenance obligations to endocusts increase the duration for which spe
components are required, which may increase ttkeoficomponent shortages or the cost of carryingmory. In addition, our compont
suppliers change their selling prices frequentlyeisponse to market trends, including industry-vimdeeases in demand,
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and because we do not have contracts with theqeisrg) we are susceptible to price fluctuatioratesl to raw materials and component
we are unable to pass component price increasag &oour end customers or maintain stable pricing, gross margins could be adver
affected and our business, financial conditionyitef operations and prospects could suffer.

Because we depend on thirgharty manufacturers to build our products, we are sisceptible to manufacturing delays and pricin
fluctuations that could prevent us from shipping eml-customer orders on time, if at all, or on a coseéffective basis, which may result i
the loss of sales and end customers.

We depend on thirgarty contract manufacturers, primarily Jabil Cit@nd Foxconn, as our sole source manufacturersuioproduc
lines. A significant portion of our cost of revencensists of payments to these third-party contmeemufacturers. Our reliance on these thirc
party contract manufacturers reduces our contrer dke manufacturing process, quality assuranaajyst costs and product supply
timing, which exposes us to risk. To the extent thar products are manufactured at facilities inefgn countries, we may be subjec
additional risks associated with complying withdbcules and regulations in those jurisdictionswéf fail to manage our relationships with
third-party manufacturers effectively, or if thethgrd-party manufacturers experience delays, disruptanguality control problems in th
operations, this could severely impair our abilayfulfill orders on time, if at all, or on a costfective basis.

Our reliance on contract manufacturers also yidtdspotential for their infringement of third paitytellectual property rights in t
manufacturing of our products or misappropriatiéroor intellectual property rights in the manufaatg of other customergroducts. If wi
are unable to manage our relationships with oud{party contract manufacturers effectively, othiése thirdearty manufacturers suffer del:
or disruptions for any reason, experience increasamufacturing lead times, capacity constraintsqoality control problems in the
manufacturing operations or fail to meet our futtegquirements for timely delivery, our ability thig products to our end customers wouli
severely impaired, and our business, financial ¢t results of operations and prospects woulddreously harmed.

Our contract manufacturers typically fulfill our pply requirements on the basis of individual ordéi&e do not have lontprm
contracts with our thirgharty manufacturers that guarantee capacity, théreation of particular pricing terms or the exgem of credit limits
Accordingly, they are not obligated to continudutfill our supply requirements, which could resirtsupply shortages, and the prices we
charged for manufacturing services could be in@@am short notice. For example, a competitor cplade large orders with the thipdty
manufacturer, thereby utilizing all or substanyiall of such third-party manufacturercapacity and leaving the manufacturer little o
capacity to fulfill our individual orders withoutipe increases or delays, or at all. Our contrétit wne of our contract manufacturers perm
to terminate the agreement for convenience, sulbgeptior notice requirements. We may not be ablédvelop alternate or second cont
manufacturers in a timely manner.

If we add or change contract manufacturers, or ghamy manufacturing plant locations within a cactrmanufacturer network,
would add additional complexity and risk to our glypchain management. Ensuring a new contract naatwfer or new plant location
qualified to manufacture our products to our stadslaand industry requirements could take signifioafifiort and be time consuming ¢
expensive. In addition, we may be subject to aoldéti significant challenges in ensuring that qyalirocesses and costs, among other is
are consistent with our expectations and thoseiotostomers. A new contract manufacturer or martufang location may not be able to st
its production of our products at the volumes oaliy we require. This could also adversely affeat ability to meet our scheduled proc
deliveries to our end customers, which could damage customer relationships and cause the lossalels g0 existing or potential €
customers, late delivery penalties, delayed revemusn increase in our costs which could advera#ct our gross margins. This could :
result in increased levels of inventory subjectiisgto increased excess and obsolete charges thidtltave a negative impact on our opere
results.

Any production interruptions or disruptions for amason, such as a natural disaster, epidemic¢itpghortages, adverse results fi
intellectual property litigation or quality problesmat one of our manufacturing partners would ashlgraffect sales of our product lines
manufactured by that manufacturing partner and méleaffect our business, financial conditionutessof operations and prospects.

If we are unable to increase market awareness of oaompany and our products, our revenue may not cdinue to grow or may decline.

We have not yet established broad market awaresfesar products and services. Market awarenessuofvalue proposition al
products and services will be essential to our inaetd growth and our success, particularly for skeevice provider and large enterp
markets. If our marketing efforts are unsuccessiutreating market awareness of our company andpooducts and services, then
business, financial condition, results of operatiand prospects will be adversely affected, anaviNlaot be able to achieve sustained growth.

The sales prices of our products and services mayecdrease, which may reduce our gross profits and adxsely affect our results @
operations.

The sales prices for our products and servicesdralmne for a variety of reasons, including competipricing pressures, discount
change in our mix of products and services, thedhtction of new products and services by us oolyycompetitors, promotional prograi
product and related warranty costs or broader negomomic factors. In addition, we have provided| aray
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in the future provide, pricing discounts to largel €ustomers, which may result in lower marginstiier period in which such sales occur.
gross margins may also fluctuate as a result ofithieg of such sales to large end customers.

We have experienced declines in sales prices forpooducts, including our 10 Gigabit Ethernet maduand fixed switche
Competition continues to increase in the marketr&ggs in which we participate, and we expect coitipetto further increase in the futu
thereby leading to increased pricing pressuresgdracompetitors with more diverse product and sendgfferings may reduce the price
products and services that compete with ours or lonagle them with other products and services. #alaklly, although we price our produ
worldwide in U.S. dollars, currency fluctuations @ertain countries and regions may adversely aff@ttial prices that partners and
customers are willing to pay in those countries eeglons. Furthermore, we anticipate that the satiees and gross profits for our prodi
will decrease over product life cycles. Decreasaléssprices for any reason may reduce our groditpend adversely affect our resuli
operations.

Seasonality may cause fluctuations in our revenuend results of operations.

We operate on a December 31 year end and beli@tethtre are significant seasonal factors which weyse sequential prod
revenue growth to be greater for the second andhfajuarters of our year than our first and thitchgers. We believe that this season
results from a number of factors, including the gurement, budgeting and deployment cycles of manguo end customers. Our ra
historical growth may have reduced the impact afseeal or cyclical factors that might have influethour business to date. As our increg
size causes our growth rate to slow, seasonalaicaj/variations in our operations may become npmmounced over time and may mater
affect our business, financial condition, resuftserations and prospects.

If we are unable to hire, retain, train and motivaie qualified personnel and senior management, our Isiness, financial condition, result
of operations and prospects could suffer.

Our future success depends, in part, on our alititgontinue to attract and retain highly skilleergpnnel, particularly softwe
engineering and sales personnel. Competition fgilhiskilled personnel is often intense, especiallyhe San Francisco Bay Area where
have a substantial presence and need for highliegkpersonnel. Many of the companies with which seenpete for experienced persot
have greater resources than we have to provide mtbractive compensation packages and other ameeniResearch and developn
personnel are aggressively recruited by startupeanerging growth companies, which are especiaffiv@in many of the technical areas
geographic regions in which we conduct product tigraent. In addition, in making employment decisioparticularly in the higtechnolog
industry, job candidates often consider the valti¢he stockbased compensation they are to receive in conmeetith their employmer
Declines in the market price of our stock couldexdely affect our ability to attract, motivate etain key employees. If we are unable to at
or retain qualified personnel, or if there are gslén hiring required personnel, our business,rfaia condition, results of operations
prospects may be seriously harmed.

Also, to the extent we hire personnel from compsdit we may be subject to allegations that suckgoerel has been imprope
solicited, that such personnel has divulged prégmyeor other confidential information or that faememployers own certain inventions or o
work product. Such claims could result in litigatidPlease see “We may become involved in litigation that may metigr adversely affes
us.”

Our future performance also depends on the cordiseevices and continuing contributions of our semanagement to execute
business plan and to identify and pursue new oppities and product innovations. Our employmenrargements with our employees do
require that they continue to work for us for apgdfied period, and therefore, they could termértaeir employment with us at any time.
loss of our key personnel, including Jayshree Ultalr Chief Executive Officer, Andy Bechtolsheimyrd=ounder and Chief Developm
Officer, and Kenneth Duda, our Founder, Chief Tetbgy Officer and SVP Software Engineering or ottrambers of our senior managen
team, sales and marketing team or engineering teaamy difficulty attracting or retaining otherghily qualified personnel in the future, co
significantly delay or prevent the achievement of development and strategic objectives, which @@ualversely affect our business, finar
condition, results of operations and prospects.

We are subject to a number of risks associated witthe expansion of our international sales and opetins.

Our ability to grow our business and our futurecess will depend to a significant extent on outitghio expand our operations &
customer base worldwide. We have a limited histdrgnarketing, selling and supporting our productd aervices internationally. Operating
a global marketplace, we are subject to risks aswatwith having an international reach and regagnts such as compliance with applic
anti-corruption laws.

One such applicable argorruption law is the U.S. Foreign Corrupt Pradiéet, or FCPA, which generally prohibits U.S. canje:
and its employees and intermediaries from makingugd payments to foreign officials for the purpasieobtaining or keeping busine
securing an advantage and directing business tihv@n@nd requires companies to maintain accu@&sand records and a system of inte
accounting controls. Under the FCPA, U.S. compamiag be held liable for the corrupt actions takgrdivectors, officers, employees, age
or other strategic or local partners or represes@st As such, if we or our intermediaries failcmmply with the requirements of the FCP/
similar legislation, governmental authorities ie tH.S. and elsewhere could seek to impose civilarmtiminal fines and penalties which ca
have a material adverse effect on our businessltsesf operations and financial conditions. Falt®o comply with anti-corruption and anti-
bribery laws, such as the FCPA and the United KamgdBribery Act of 2010, or the United Kingdom BrilgeAct, and similar laws associa
with our activities outside the U.S., could subjgsto penalties and other
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adverse consequences. We intend to increase @unational sales and business and, as such, thefrigolating laws such as the FCPA |
United Kingdom Bribery Act increases.

Additionally, as a result of our international reaeve must hire and train experienced personneitaéf and manage our forei
operations. To the extent that we experience diffiies in recruiting, training, managing and retagnan international staff, and specifici
staff related to sales management and sales p&iseveamay experience difficulties in sales produist in foreign markets. We also enter i
strategic distributor and reseller relationshipghveiompanies in certain international markets wivegedo not have a local presence. If we
not able to maintain successful strategic distdbuelationships internationally or to recruit dilshial companies to enter into strate
distributor relationships, our future success iesthinternational markets could be limited. Busing®ctices in the international markets
we serve may differ from those in the U.S. and mexyire us in the future to include terms othemntbar standard terms in ewdstome
contracts, although to date we generally have nnedso. To the extent that we may enter into @mlemer contracts in the future that incl
non-standard terms related to payment, warrantipeidormance obligations, our results of operaioray be adversely affected.

Additionally, our international sales and operasi@ne subject to a number of risks, including tilWwing:

» greater difficulty in enforcing contracts and acetsureceivable collection and longer collectioniqes

» increased expenses incurred in establishing andtaiming our international operatio

« fluctuations in exchange rates between the U.Saidahd foreign currencies where we do busi

» greater difficulty and costs in recruiting locapexienced personn

» wage inflation in certain growing econom

« general economic and political conditions in thfsseign market:

* economic uncertainty around the world as a redidbeereign debt issus

* communication and integration problems resultimgrfrcultural and geographic dispers

» limitations on our ability to access cash resoungesir international operatiot

» ability to establish necessary business relatigussand to comply with local business requirem

» risks associated with trade restrictions and fordagal requirements, including the importationitiieation and localization of ol
products required in foreign countries;

» greater risk of unexpected changes in regulataagtimes, tariffs and tax laws and trea

» the uncertainty of protection for intellectual peoty rights in some countrie

» greater risk of a failure of foreign employees ¢onply with both U.S. and foreign laws, includingtitmst regulations, the FCPA a
any trade regulations ensuring fair trade practiaed

» heightened risk of unfair or corrupt business pecastin certain geographies and of improper ordwent sales arrangements that
impact financial results and result in restatemeftsr irregularities in, financial statements.

These and other factors could harm our ability donduture international revenue and, consequentiterially affect our busine:
financial condition, results of operations and pexgs. Expanding our existing international operatiand entering into additional internatic
markets will require significant management atmmtand financial commitments. Our failure to susbd@y manage our internatior
operations and the associated risks effectivelyjdctmit our future growth or materially adversefffect our business, financial conditi
results of operations and prospects.

Our ability to sell our products is highly dependen on the quality of our support and services offergs, and our failure to offer high-
quality support and services could have a materiabdverse effect on our business, financial conditiorresults of operations an
prospects.

Once our products are deployed within our end eoste’ networks, our end customers depend on our suppganiation and ol
channel partners to resolve any issues relatingutoproducts. Highlguality support is critical for the successful netikg and sale of o
products. If we or our channel partners do notsasgir end customers in deploying our productscéffely, do not succeed in helping our
customers resolve podeployment issues quickly or do not provide adegweigoing support, it could adversely affect ouititghto sell oul
products to existing end customers and could hammreputation with potential end customers. In &ddj as we expand our operati
internationally, our support organization will fae&ditional challenges, including those associatéth delivering support, training a
documentation in languages other than English.f@ilure or the failure of our channel partners taimain highguality support and servic
could have a material adverse effect on our busjfemncial condition, results of operations anospects.
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We may become involved in litigation that may mateally adversely affect us.

From time to time, we may become involved in vasidegal proceedings relating to matters incidetttighe ordinary course of ¢
business, including patent, copyright, commergabduct liability, employment, class action, wheslower and other litigation and claims
addition to governmental and other regulatory itigasions and proceedings. Such matters can be-donsuming, divert management’
attention and resources, cause us to incur signifiexpenses or liability and/or require us to ¢gfeaour business practices. Because ¢
potential risks, expenses and uncertainties afaiton, we may, from time to time, settle dispuggn where we have meritorious claim
defenses, by agreeing to settlement agreementauBeditigation is inherently unpredictable, we reanassure you that the results of an
these actions will not have a material adversecetia our business, financial condition, resultepérations and prospects.

For more information regarding the litigation in iaim we are currently involved, see the “Legal Peslirgs” subheading in in Note 5.
Commitments and Contingencies of Notes to Conde@sedolidated Financial Statements in Part |, Iteafi this Quarterly Report on Form
10-Q.

Adverse economic conditions or reduced informationtechnology and network infrastructure spending mayadversely affect ou
business, financial condition, results of operatiomiand prospects.

Our business depends on the overall demand fornration technology, network connectivity and accesslata and applicatior
Weak domestic or global economic conditions, feaamticipation of such conditions or a reductioninformation technology and netw
infrastructure spending even if economic conditionprove, could adversely affect our business,rfai@ condition, results of operations i
prospects in a number of ways, including longeesalycles, lower prices for our products and sesjithiigher default rates among
distributors, reduced unit sales and lower or rawgin. For example, the ongoing debt concerns inyntantries in Europe have caused,
are likely to continue to cause, uncertainty argdahility in local economies and in global finadciaarkets, particularly if any future sovere
debt defaults or significant bank failures or défawccur. Market uncertainty and instability inrBpe could intensify or spread furtt
particularly if ongoing stabilization efforts prouesufficient. Concerns have been raised as tditlamcial, political and legal ineffectivenes:
measures taken to date. Continuing or worseningao instability in Europe and elsewhere couldeadely affect spending for IT, netw:
infrastructure, systems and tools. Continued tukimthe geopolitical environment in many partstbé world may also affect the ove
demand for our products. Although we do not beligvet our business, financial condition, resultsopérations and prospects have |
significantly adversely affected by economic antltipal uncertainty in Europe and other countridsterioration of such conditions may hi
our business, financial condition, results of ofiers and prospects in the future. A prolongedqeknf economic uncertainty or a downt
may also significantly affect financing marketsg #hvailability of capital and the terms and cormudisi of financing arrangements, including
overall cost of financing as well as the finandiahlth or creditworthiness of our end customersudistances may arise in which we nee
desire, to raise additional capital, and such ehpigy not be available on commercially reasontdyias, or at all.

Assertions by third parties of infringement or othe violations by us of their intellectual property rights, or other lawsuits asserte
against us, could result in significant costs andubstantially harm our business, financial condition results of operations and prospects.

Patent and other intellectual property disputescaramon in the network infrastructure industry drae resulted in protracted ¢
expensive litigation for many companies. Many conips in the network infrastructure industry, inéhgl our competitors and other th
parties, as well as ngoracticing entities, own large numbers of patectgyrights, trademarks and trade secrets, which ey use to assi
claims of patent infringement, misappropriatiorotirer violations of intellectual property rightsaagst us. From time to time, they have or |
in the future also assert such claims against useond customers or channel partners whom we tipicademnify against claims that c
products infringe, misappropriate or otherwise atelthe intellectual property rights of third pesti

As the number of products and competitors in ourketaincreases and overlaps occur, claims of iggment, misappropriation a
other violations of intellectual property rights ynancrease. Any claim of infringement, misapprotioa or other violations of intellectt
property rights by a third party, even those withmerit, could cause us to incur substantial cdsfending against the claim, distract
management from our business and require us te@ aess of such intellectual property. In additioome claims for patent infringement n
relate to subcomponents that we purchase from partes. If these third parties are unable or Uimgi to indemnify us for these claims,
could be substantially harmed.

The patent portfolios of most of our competitors Erger than ours. This disparity may increaseriiethat our competitors may ¢
us for patent infringement and may limit our akilib counterclaim for patent infringement or setiieough patent crodgenses. In additio
future assertions of patent rights by third partesd any resulting litigation, may involve patérmtiding companies or other adverse ps
owners who have no relevant product revenue anidstgahom our own patents may therefore providkelr no deterrence or protection.
cannot assure you that we are not infringing oentfise violating any third-party intellectual praperights.

The thirdparty asserters of intellectual property claims rhayunreasonable in their demands, or may simglseeto settle, whic
could lead to expensive settlement payments, pgeldrperiods of litigation and related expensesijtiatidl burdens on employees or of
resources, distraction from our business, supplpEtges and lost sales.
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An adverse outcome of a dispute (including thosssldts described under the “Legal Proceedingabheading in Note
Commitments and Contingencies of Notes to Condef@satsolidated Financial Statements in Part |, lfeof this Quarterly Report on Fo
10-Q) may require us to pay substantial damagdadimg treble damages if we are found to have wuliffinfringed a third partys patent:
cease making, licensing or using solutions thataflemyed to infringe or misappropriate the inteiled property of others; expend additic
development resources to attempt to redesign adugts or services or otherwise to develop imbringing technology, which may not
successful; enter into potentially unfavorable tgyar license agreements in order to obtain tlghtrito use necessary technologie
intellectual property rights; and indemnify our {mers and other third parties. Any damages or tgyailigations we may become subject t
a result of an adverse outcome, and any thady indemnity we may need to provide, could haum business, financial condition, result:
operations and prospects. Royalty or licensingeagents, if required or desirable, may be unavadlalpl terms acceptable to us, or at all,
may require significant royalty payments and otlvgpenditures. Further, there is little or no infatian publicly available concerning mar
or fair values for license fees, which can leadverpayment of license or settlement fees. In &idisome licenses may be nexrelusive, an
therefore our competitors may have access to thee dachnology licensed to us. Suppliers subjec¢hital-party intellectual property clair
also may choose or be forced to discontinue or #itsr arrangements with us, with little or no adee notice to us. Any of these events ¢
seriously harm our business, financial conditi@sutts of operations and prospects.

For more information regarding the intellectual pedy disputes in which we are currently involvede the “Legal Proceedings”
subheading in Note 5. Commitments and Contingenafedotes to Condensed Consolidated Financial Btamés in Part I, Item 1 of tt
Quarterly Report on Form 10-Q.

Our standard sales contracts contain indemnificatia provisions requiring us to defend our end custonrs against third-party claims,
including against infringement of certain intellecual property rights, that could expose us to lossewhich could seriously harm ou
business, financial conditions, results of operatits and prospects.

Under the indemnification provisions of our stamtlaales contracts, we agree to defend our endroessoagainst thirgharty claim:
asserting infringement of certain intellectual prdp rights, which may include patents, copyrighitademarks or trade secrets, and to
judgments entered on such claims. Our exposureruhdse indemnification provisions is frequentiyiltied to the total amount paid by our
customer under the agreement. However, certaineaggets include indemnification provisions that dopbtentially expose us to losse:
excess of the amount received under the agreemant.of these events, including claims for indenudfion, could seriously harm ¢
business, financial condition, results of operatiand prospects.

If we are unable to protect our intellectual propety rights, our competitive position could be harmedor we could be required to incu
significant expenses to enforce our rights.

We depend on our ability to protect our proprietseghnology. We rely on trade secret, patent, dgpyrand trademark laws a
confidentiality agreements with employees and thadies, all of which offer only limited protectio

The process of obtaining patent protection is egpenand timesonsuming, and we may not be able to prosecutaeaikssary i
desirable patent applications at a reasonableocasta timely manner. We may choose not to seédrparotection for certain innovations i
may choose not to pursue patent protection in icejaaisdictions. Further, we do not know whethay af our pending patent applications
result in the issuance of patents or whether tlaenéxation process will require us to narrow ouimaka To the extent that additional patents
issued from our patent applications, which is retain, they may be contested, circumvented orliciated in the future. Moreover, the rig
granted under any issued patents may not provideitlns proprietary protection or competitive advages, and, as with any technolc
competitors may be able to develop similar or sigpgechnologies to our own now or in the futune.alddition, we rely on confidentiality
license agreements with third parties in connectiith their use of our products and technology. réhis no guarantee that such parties
abide by the terms of such agreements or that \Wéevable to adequately enforce our rights, irt pacause we rely on “shrink-wrafitense
in some instances.

We have not registered our trademarks in all ggggcamarkets. Failure to secure those registrationsgd adversely affect our abil
to enforce and defend our trademark rights andtresindemnification claims. Further, any claimiofringement by a third party, even th
claims without merit, could cause us to incur sabtal costs defending against such claim, coulgrtlimanagement attention from
business and could require us to cease use ofistatlectual property in certain geographic markets

Despite our efforts, the steps we have taken tteptaur proprietary rights may not be adequatpréxlude misappropriation of ¢
proprietary information or infringement of our iiéetual property rights, and our ability to polisech misappropriation or infringemen
uncertain, particularly in countries outside of thaited States.

Detecting and protecting against the unauthorizedaf our products, technology and proprietarytsds expensive, difficult and,
some cases, impossible. Litigation may be necessahe future to enforce or defend our intelletfuraperty rights, to protect our trade sec
or to determine the validity and scope of the pedpry rights of others. Such litigation could riésn substantial costs and diversior
management resources, either of which could harmbeosiness, financial condition, results of opemadi and prospects, and there i
guarantee that we would be successful. Furthernmoagy of our current and potential competitors henee ability to dedicate substantic
greater resources to protecting their technologntetlectual property rights than we do. Accordinglespite our
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efforts, we may not be able to prevent third parfiem infringing upon or misappropriating our iteetual property, which could result it
substantial loss of our market share.

We rely on the availability of licenses to third-paty software and other intellectual property.

Many of our products and services include softnar@ther intellectual property licensed from thpdrties, and we otherwise |
software and other intellectual property licenseuif third parties in our business. This expose® usks over which we may have little or
control. For example, a licensor may have diffi@dtkeeping up with technological changes or may Stupporting the software or ot
intellectual property that it licenses to us. Algayill be necessary in the future to renew licehisexpand the scope of existing licenses or
new licenses, relating to various aspects of thgeducts and services or otherwise relating to lmisiness, which may result in increg
license fees. These licenses may not be availabbcoeptable terms, if at all. In addition, a thpadty may assert that we or our end custo
are in breach of the terms of a license, which doainong other things, give such third party tightriio terminate a license or seek dam
from us, or both. The inability to obtain or maintaertain licenses or other rights or to obtaimm@intain such licenses or rights on favor
terms, or the need to engage in litigation regardirese matters, could result in delays in releaégsoducts and services and could other
disrupt our business, until equivalent technologyg be identified, licensed or developed, if atafid integrated into our products and sen
or otherwise in the conduct of our business. Moeepthe inclusion in our products and servicesalfware or other intellectual prope
licensed from third parties on a nonexclusive basy limit our ability to differentiate our prodisctrom those of our competitors. Any of th
events could have a material adverse effect obosiness, financial condition, results of operatiand prospects.

Our products contain third- party open source software components, and failure comply with the terms of the underlying open sorce
software licenses could restrict our ability to sélour products.

Our products contain software modules licensedstbyuthird-party authors under “open sourlieénses. Use and distribution of o)
source software may entail greater risks than dsthiod-party commercial software, as open source licengergerally do not provic
warranties or other contractual protections regaydnfringement claims or the quality of the cod®&ome open source licenses cor
requirements that we make available source codendlifications or derivative works we create baspdn the type of open source softw
that we use. If we combine our software with opeurse software in a certain manner, we could, ucddain open source licenses, be req!
to release portions of the source code of our so#vio the public. This would allow our competitdoscreate similar products with lov
development effort and time and ultimately coulsutein a loss of product sales for us.

Although we monitor our use of open source softwaravoid subjecting our products to conditions deenot intend, the terms
many open source licenses have not been interpisted.S. courts, and these licenses could be agettin a way that could impc
unanticipated conditions or restrictions on ourigbto commercialize our products. Moreover, wenigat assure you that our processe:
controlling our use of open source software in products will be effective. If we are held to hdweached the terms of an open so
software license, we could be required to seeln$ies from third parties to continue offering oundarcts on terms that are not economit
feasible, to re-engineer our products, to discamtithe sale of our products if eegineering could not be accomplished on a timakidor t
make generally available, in source code form, mnaprietary code, any of which could adversely @ffeur business, financial conditi
results of operations and prospects.

Sales of our 7000 Series of switches generate mo$tour product revenue, and if we are unable to cdinue to grow sales of thes
products, our business, financial condition, resuft of operations and prospects will suffer.

Historically, we have derived substantially all mir product revenue from sales of our 7000 Serfesaitches, and we expect
continue to do so for the foreseeable future. Aidedn the price of these products and relatedises, or our inability to increase sales of tl
products, would harm our business, financial caodjtresults of operations and prospects more g&sidhan if we derived significant revet
from a larger variety of product lines and servic@sr future financial performance will also depambn successfully developing and sel
next-generation versions of our 7000 Series of switctiese fail to deliver new products, new features,new releases that end custor
want and that allow us to maintain leadership iratmill continue to be a competitive market envir@nt, our business, financial conditi
results of operations and prospects will be harmed.

We expect our gross margins to vary over time andtbe adversely affected by numerous factors.
We expect our gross margins to vary over time arftetaffected by numerous factors, including:

» changes in endustomer or product mix, including mix of configticms within each product grot

* introduction of new products, including produafish priceperformance advantag

» our ability to reduce production cos

* entry into new markets or growth in lower marginrkegs

* entry in markets with different pricing and cosustures

e pricing discount:

e increases in material, labor or other manufaogdrelated costs, which could be significant espegialliring periods of supp
constraints;

e excess inventory and inventory holding char

e obsolescence charg
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« changes in shipment volun

» the timing of revenue recognition and revenue defe

e increased cost, loss of cost savings or dilutiosafings due to changes in component pricing orgesaincurred due to inventc
holding periods if parts ordering does not corgeatiticipate product demand or if the financialltfeaf either contract manufactur
or suppliers deteriorates;

» lower than expected benefits from value engineg

* increased price competitic

» changes in distribution chann

* increased warranty costs; i

» how well we execute our strategy and operatingg.

To remain competitive, we must successfully manageoduct introductions and transitions.

The success of new product introductions depends wmmmber of factors including, but not limited timely and successful prod
development, market acceptance, our ability to marthe risks associated with new product productmmpup issues, the availability of ni
merchant silicon chips, the effective managemenpuithase commitments and inventory in line withicgpated product demand, 1
availability of products in appropriate quantitersd costs to meet anticipated demand, and thehédknew products may have quality or o
defects or deficiencies in the early stages ofothiction. Accordingly, we cannot determine in adethe ultimate effect of new prod
introductions and transitions on our business asdlts of operations.

Our sales cycles can be long and unpredictable, aralir sales efforts require considerable time and @ense. As a result, our sales a
revenue are difficult to predict and may vary subsantially from period to period, which may cause ourresults of operations to fluctuat
significantly.

The timing of our sales and revenue recognitiodifiscult to predict because of the length and wdictability of our productssale:
cycles. A sales cycle is the period between intt@mttact with a prospective end customer and afleyfaour products. Endustomer orde
often involve the purchase of multiple productse3é orders are complex and difficult to completealbise prospective end customers gene
consider a number of factors over an extended gefdime before committing to purchase the proglaetd solutions we sell. End custorr
especially in the case of our large end custonwdtsn view the purchase of our products as a saanit and strategic decision and req
considerable time to evaluate, test and qualifypsaducts prior to making a purchase decision dadimg an order. The length of time that
customers devote to their evaluation, contract tiation and budgeting processes varies signifiga@ur productssales cycles can be leng
in certain cases, especially with respect to oasjpective large end customers. During the salde,cye expend significant time and mone?
sales and marketing activities and make investmienévaluation equipment, all of which lower oureogting margins, particularly if no s
occurs. Even if an end customer decides to purchasg@roducts, there are many factors affectingtittnéng of our recognition of revent
which makes our revenue difficult to forecast. Bxample, there may be unexpected delays in an astbroers internal procureme
processes, particularly for some of our larger emstomers for which our products represent a verglispercentage of their total procuren
activity. There are many other factors specifienal customers that contribute to the timing ofrtperchases and the variability of our reve
recognition, including the strategic importanceagfarticular project to an end customer, budgetangtraints and changes in their personnel.

Even after an end customer makes a purchase, nieeyebe circumstances or terms relating to the @sehhat delay our ability
recognize revenue from that purchase. For exartipdesale of our products may be subject to accepttesting. In addition, the significar
and timing of our product enhancements, and thedotction of new products by our competitors, mbsp affect end customerpurchase:
For all of these reasons, it is difficult to predichether a sale will be completed, the particplariod in which a sale will be completed or
period in which revenue from a sale will be recagui If our sales cycles lengthen, our revenuedcbal lower than expected, which wc
have an adverse effect on our business, financralition, results of operations and prospects.

Our business depends on end customers renewing theiaintenance and support contracts. Any decline iimaintenance renewals coul
harm our future business, financial condition, resits of operations and prospects.

We typically sell our products with maintenance angport as part of the initial purchase, and agigoiof our annual revenue con
from renewals of maintenance and support contr&aunts.end customers have no obligation to renewr tin@intenance and support contr
after the expiration of the initial period, andyheay elect not to renew their maintenance and atigontracts, to renew their maintenance
support contracts at lower prices through altemeatihannel partners or to reduce the product dyamtider their maintenance and sup
contracts, thereby reducing our future revenue fna@intenance and support contracts. If our encbmests, especially our large end custon
do not renew their maintenance and support costi@cif they renew them on terms that are lessréhle to us, our revenue may decline
our business, financial condition, results of ofierss and prospects will suffer.

Industry consolidation may lead to increased compéton and may harm our business, financial conditio, results of operations ani
prospects.

Most of our competitors have made acquisitions @nbAve entered into or extended partnerships lwrdtrategic relationships
offer more comprehensive product lines, includitayd networking solutions. For example, in the fast years alone Dell acquired
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Forcel0, IBM acquired Blade Network Technology, HewPackard acquired 3Com, Brocade acquired FquNetworks, Juniper acquir
Contrail and VMware acquired Nicira.

Moreover, large system vendors are increasinglkisgeo deliver top-tdsottom cloud networking solutions to end custorntaes
combine cloud-focused hardware and software salstio provide an alternative to our products.

We expect this trend to continue as companies attémstrengthen their market positions in an ewvghindustry and as companies
acquired or are unable to continue operations. @Goieg that are strategic alliance partners in sarm@as of our business may acquire or -
alliances with our competitors, thereby reducingirthhusiness with us. Industry consolidation maguhein stronger competitors that are be
able to compete with us, including any competitdrat seek to become sole source vendors for enmess. This could lead to mq
variability in our results of operations and cohlave a material adverse effect on our businesandial condition, results of operations
prospects.

Our business is subject to the risks of warranty @ims, product returns, product liability and product defects.

Our products are very complex and despite testim@y po their release, they have contained and pwayain undetected defects
errors, especially when first introduced or whew nersions are released. Product defects or ecoutsl affect the performance of our prod
and could delay the development or release of medygts or new versions of products, adverselycafier reputation and our end customer:
willingness to buy products from us and adverségca market acceptance or perception of our prtedlReal or perceived errors, failure:
bugs in our products could cause us to lose revenugarket share, increase our service costs, aguteincur substantial costs in redesig
the products, cause us to lose significant emstomers, subject us to liability for damages dindrt our resources from other tasks, any ol
which could materially and adversely affect ouribess, results of operations and financial conditio

Additionally, real or perceived errors, failures lmrgs in our products could result in claims by endtomers for losses that tl
sustain. If end customers make these types of slaira may be required, or may choose, for emstomer relations or other reasons, to ex
additional resources in order to address the pnobl¥e may also be required to repair or replacd swoducts or provide a refund for
purchase price for such products. Liability proois in our standard terms and conditions of sald,those of our resellers and distribut
may not be enforceable under some circumstancempmot fully or effectively protect us from ewdstomer claims and related liabilities
costs, including indemnification obligations unaer agreements with end customers, resellers atdhditors. The sale and support of
products also entail the risk of product liabilthaims. We maintain insurance to protect againdgagetypes of claims associated with the
of our products, but our insurance coverage maydetjuately cover any such claims. In additionneslaims that ultimately are unsucces
could result in expenditures of funds in connectigth litigation and divert management’s time arides resources.

In addition to our own direct sales force, we relyon distributors, systems integrators and valueadded resellers to sell our products, ar
our failure to effectively develop, manage or prevwa disruptions to our distribution channels and the processes and procedures th
support them could cause a reduction in the numbeof end customers of our products.

Our future success is highly dependent upon maimigiour relationships with distributors, systemsegrators and valuadder
resellers and establishing additional sales chamteionships. We anticipate that sales of oudpaots to a limited number of channel part
will continue to account for a material portion air total product revenue for the foreseeable &t\¥e provide our channel partners \
specific training and programs to assist them Ilingeour products, but these steps may not bectffe. In addition, our channel partners 1
be unsuccessful in marketing, selling and suppgmitr products and services. If we are unable ¥eldp and maintain effective sales incer
programs for our channel partners, we may not I tabincentivize these partners to sell our praesltic end customers. These partners
have incentives to promote our competitgedducts to the detriment of our own or may ceaskng our products altogether. One of
channel partners could elect to consolidate orrénte a strategic partnership with one of our cetitprs, which could reduce or eliminate
future opportunities with that channel partner. @greements with our channel partners may gendoellierminated for any reason by ei
party with advance notice. We may be unable tandteese channel partners or secure additionatglacement channel partners. The lo:
one or more of our significant channel partnersui®g extensive training, and any new or expaneétationship with a channel partner r
take several months or more to achieve productivity

Where we rely on the channel partners for salesioproducts, we may have little or no contact wlith ultimate users of our prodt
that purchase through such channel partners, thenatking it more difficult for us to establish bchawareness, ensure proper delivery
installation of our products, service ongoing endtomer requirements, estimate end-customer demwashdespond to evolving erudistome
needs. In addition, our channel partner saleststreicould subject us to lawsuits, potential ligpidnd reputational harm if, for example, an
our channel partners misrepresent the functionafityur products or services to end customerstdatlomply with their contractual obligatic
or violate laws or our corporate policies. If wd fa effectively manage our existing sales chasnet if our channel partners are unsucce
in fulfilling the orders for our products, if weetnable to enter into arrangements with, andrretaufficient number of, highguality channe
partners in each of the regions in which we saldpcts and keep them motivated to sell our prodwets ability to sell our products and
business, financial condition, results of operatiand prospects will be harmed.
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A portion of our revenue is generated by sales toogernment entities, which are subject to a numberfachallenges and risks.

We anticipate increasing our sales efforts to ldrfél foreign, federal, state and local governmeamdlcustomers in the future. Sale
government entities are subject to a number ofriSkelling to government entities can be highly petitive, expensive and time consum
often requiring significant upfront time and expenmgthout any assurance that these efforts willegate a sale. The substantial majority of
sales to date to government entities have been imdifectly through our channel partners. Governneemtification requirements for produ
like ours may change and, in doing so, restrict ability to sell into the government sector untié viaave attained revised certificatic
Government demand and payment for our productssandces may be affected by public sector budgetgcies and funding authorizatio
with funding reductions or delays adversely affegtpublic sector demand for our products and sesviGovernment entities may h
statutory, contractual or other legal rights tortiexate contracts with our distributors and reselfer convenience or due to a default, and
such termination may adversely impact our futursiless, financial condition, results of operatiamsl prospects. Selling to governn
entities may also require us to comply with varioegulations that are not applicable to sales tegmvernment entities, including regulati
that may relate to pricing, classified material aticer matters. Complying with such regulations ralsp require us to put in place controls
procedures to monitor compliance with the applieaiigulations that may be costly or not possible. k& not currently certified to perfa
work under classified contracts with governmenttist Failure to comply with any such regulaticceuld adversely affect our busine
prospects, results of operations and financial itimmd Governments routinely investigate and augivernment contractorgldministrativi
processes, and any unfavorable audit could resulté government ceasing to buy our products andces, a reduction of revenue, fine:
civil or criminal liability if the audit uncoversyiproper or illegal activities, any of which coulctarially adversely affect our business, finar
condition, results of operations and prospects. Ul government may require certain products ithatirchases to be manufactured in
U.S. and other relatively higtest manufacturing locations, and we may not mantufa all products in locations that meet theseireqents
Any of these and other circumstances could haveatenal adverse effect on our business, finanadadidion, results of operations
prospects.

Our products must interoperate with operating systens, software applications and hardware that is deveped by others, and if we ar
unable to devote the necessary resources to enstinat our products interoperate with such software ad hardware, we may lose or fa
to increase market share and experience a weakeninigmand for our products.

Generally, our products comprise only a part ofda&ga center and must interoperate with our entbmess’existing infrastructur
specifically their networks, servers, software amebrating systems, which may be manufactured byde wariety of vendors and origi
equipment manufacturers, or OEMs. Our products rastiply with established industry standards in ptdeinteroperate with the serve
storage, software and other networking equipmerthéndata center such that all systems functioitiefitly together. We depend on
vendors of servers and systems in a data centrgport prevailing industry standards. Often, thesgdors are significantly larger and
influential in driving industry standards than we.aAlso, some industry standards may not be widelypted or implemented uniformly, ¢
competing standards may emerge that may be préfeyreur end customers.

In addition, when new or updated versions of thesféware operating systems or applications arediced, we must sometin
develop updated versions of our software so thatpooducts will interoperate properly. We may not@mplish these development effi
quickly, costeffectively or at all. These development effortquiee capital investment and the devotion of engiimg resources. If we fail
maintain compatibility with these systems and aggtions, our end customers may not be able to adelguutilize our products, and we n
lose or fail to increase market share and expegi@enweakening in demand for our products, amongr abnsequences, which would adver
affect our business, financial condition, resuftserations and prospects.

We are subject to governmental export and import cotrols that could impair our ability to compete in international markets or subject
us to liability if we violate these controls.

Our products may be subject to various export obtnd because we incorporate encryption techgatdg certain of our produc
certain of our products may be exported from varioauntries only with the required export licensehsough an export license exceptior
we were to fail to comply with the applicable expoontrol laws, customs regulations, economic sanstor other applicable laws, we coulc
subject to monetary damages or the imposition stfictions which could be material to our businegmrating results and prospects and ¢
also harm our reputation. Further, there could tinal penalties for knowing or willful violationsncluding incarceration for culpal
employees and managers. Obtaining the necessaoytdiqense or other authorization for a particidate may be timeensuming and mi
result in the delay or loss of sales opportunitiesithermore, certain export control and econoraiccions laws prohibit the shipment
certain products, technology, software and servicemmbargoed countries and sanctioned governmemtities, and persons. Even thougt
take precautions to ensure that our channel partomply with all relevant regulations, any faillie our channel partners to comply with s
regulations could have negative consequences dimgjueputational harm, government investigatiomd penalties.

As our company grows we also continue developimgguures and controls to comply with export condiredl other applicable lav
Historically, we have had some instances wherenaeviertently have not fully complied with certaipert control laws, but we have disclo
them to, and implemented corrective actions whib,appropriate government agencies.

In addition, various countries regulate the impoftcertain encryption technology, including throughport permit and licen:
requirements, and have enacted laws that could diamiability to distribute our products or couichit our end customers’ ability to
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implement our products in those countries. Any ¢gieaim export or import regulations, economic samior related legislation, shift in -
enforcement or scope of existing regulations ongkan the countries, governments, persons or tdopies targeted by such regulations ¢
result in decreased use of our products by, ouindecreased ability to export or sell our produofsexisting or potential end customers \
international operations or create delays in theodtuction of our products into international maskeAny decreased use of our produci
limitation on our ability to export or sell our mhacts could adversely affect our business, findnoimdition, results of operations ¢
prospects.

Failure to comply with governmental laws and reguléions could harm our business, financial conditionresults of operations an
prospects.

Our business is subject to regulation by varioukffal, state, local and foreign governmental ageniéncluding agencies respons
for monitoring and enforcing employment and latawd, workplace safety, product safety, environnidates, consumer protection laws, anti
bribery laws, import/export controls, federal sétes laws and tax laws and regulations. In cerjaiisdictions, these regulatory requiremi
may be more stringent than those in the UnitedeSt&trom time to time, we may receive inquiriesrfrsuch governmental agencies or we
make voluntary disclosures regarding our compliandt applicable governmental regulations or regmients relating to import/exp
controls, federal securities laws and tax laws egulations which could lead to formal investigaio Noncompliance with applical
government regulations or requirements could stihjed¢o sanctions, mandatory product recalls, erfoent actions, disgorgement of pro
fines, damages, civil and criminal penalties ouigtions. If any governmental sanctions are imppeedf we do not prevail in any possi
civil or criminal litigation, our business, finamticondition, results of operations and prospecisicc be materially adversely affected.
addition, responding to any action will likely réisin a significant diversion of managementttention and resources and an increa
professional fees. Enforcement actions and sarsctioald harm our business, financial conditionyltesof operations and prospects.

We may invest in or acquire other businesses whichould require significant management attention, digipt our business, dilute
stockholder value and adversely affect our businesinancial condition, results of operations and pospects.

As part of our business strategy, we have and nmapirme to make investments in complementary comegarproducts
technologies which could involve licenses, addiioohannels of distribution, discount pricing omvéstments in or acquisitions of ot
companies. However, we do not have significant Bgpee in making investments in other companieshawe we made any acquisition:
date, and as a result, our ability as an orgawnizdat evaluate and/or complete investments or agguid integrate other companies, produc
technologies in a successful manner is unprovenmale not be able to find suitable investment orgitjon candidates, and we may no
able to complete such investments or acquisitiandaworable terms, if at all. If we do complete éstments or acquisitions, we may
ultimately strengthen our competitive position ohigve our goals, and any investments or acquisitiee complete could be viewed negati
by our end customers, investors and securitieysisal

In addition, investments and acquisitions may teBulunforeseen operating difficulties and expemdis. For example, if we ¢
unsuccessful at integrating any acquisitions aingtg key talent from those acquisitions, or tehnologies associated with such acquisit
into our company, the business, financial condjti@sults of operations and prospects of the coetbegompany could be adversely affec
Any integration process may require significanteiand resources, and we may not be able to mahagerdacess successfully. We may
successfully evaluate or utilize the acquired tetigy or personnel or accurately forecast the fimneffects of an acquisition transacti
including accounting charges. We may have to pah,dacur debt or issue equity securities to payafty such investment or acquisition, €
of which could adversely affect our financial camah or the market price of our common stock. Thee f equity or issuance of deb:
finance any such acquisitions could result in diutto our stockholders. The incurrence of indebéss$ would result in increased fi
obligations and could also include covenants oemtestrictions that would impede our ability tomage our operations. Moreover, if
investment or acquisition becomes impaired, we mayequired to take an impairment charge, whichdcaaversely affect our financ
condition or the market price of our common stock.

If we needed to raise additional capital to expanaur operations and invest in new products, our failre to do so on favorable term
could reduce our ability to compete and could harmour business, financial condition, results of opef#ons and prospects.

We expect that our existing cash and cash equitslesil be sufficient to meet our anticipated cageds for the foreseeable futur
we did need to raise additional funds to expandoparations and invest in new products, we mayoraible to obtain additional debt or eq
financing on favorable terms, if at all. If we miadditional equity financing, our stockholders neperience significant dilution of th
ownership interests, and the market price of ounroon stock could decline. Furthermore, if we engagaebt financing, the holders of si
debt would have priority over the holders of comnstock, and we may be required to accept termsréisatict our ability to incur additior
indebtedness or impose other restrictions on osinkess. We may also be required to take otherrectimat would otherwise be in the inter
of the debt holders, including maintaining specifiiguidity or other ratios, any of which could haour business, financial condition, result
operations and prospects. If we need additionalkalagnd cannot raise it on acceptable terms, dlatwe may not be able to, among o
things:

» evolve or enhance our products and serv

» continue to expand our sales and marketing anérels@and development organizatic
* acquire complementary technologies, products oinkase:

» expand operations, in the U.S. or internation
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e hire, train and retain employees
» respond to competitive pressures or unanticipatadkivwg capital requiremen

Ouir failure to do any of these things could seriphsrm our business, financial condition, resofteperations and prospects.

If our estimates or judgments relating to our critical accounting policies are based on assumptionsathchange or prove to be incorrec
our results of operations could fall below expecta&ins of securities analysts and investors, resultinin a decline in the market price ¢
our common stock.

The preparation of financial statements in conftymith accounting principles generally acceptedhia United States of Ameri
requires management to make estimates and assmsptiat affect the amounts reported in the conatil financial statements ¢
accompanying notes. We base our estimates on ibatexperience and on various other assumpticatsvib believe to be reasonable unde
circumstances, as described in Part | Iltem 2 ofriddgement’s Discussion and Analysis of Financialditoon and Results of Operationgtie
results of which form the basis for making judgnsealbbout the carrying values of assets, liabilitexpjity, revenue and expenses that ar
readily apparent from other sources. Significasuagptions and estimates used in preparing our tidased financial statements include th
related to revenue recognition, stdzksed compensation, contract manufacturing liagdsliand income taxes. If our assumptions changt
actual circumstances differ from those in our ag#tions, our results of operations may be adversdigcted and may fall below t
expectations of securities analysts and investessilting in a decline in the market price of oammon stock.

We are exposed to the credit risk of our channel ptners and some of our end customers, which couldesult in material losses.

Most of our sales are on an open credit basis, stithdard payment terms of 30 days in the UnitateStand, because of local cust
or conditions, longer in some markets outside th8. We monitor individual endustomer payment capability in granting such opemlil
arrangements, seek to limit such open credit touantsowe believe the end customers can pay and anairgserves we believe are adequa
cover exposure for doubtful accounts. We are unableecognize revenue from shipments until theemtibn of those amounts becor
reasonably assured. Any significant delay or défauhe collection of significant accounts recdileacould result in an increased need for |
obtain working capital from other sources, possityworse terms than we could have negotiated ihag established such working caf
resources prior to such delays or defaults. Anyiiant default could adversely affect our resuwfsoperations and delay our ability
recognize revenue.

A material portion of our sales is derived througlr distributors, systems integrators and valdded resellers. Some of
distributors, systems integrators and veadaeled resellers may experience financial diffiesltiwhich could adversely affect our collectio
accounts receivable. Distributors tend to have ntionged financial resources than other systemegrdtors, valuadded resellers and ¢
customers. Distributors represent potential souoéscreased credit risk because they may belilesly to have the reserve resources reqt
to meet payment obligations. Our exposure to créghs of our channel partners may increase ifawannel partners and their end custol
are adversely affected by global or regional ecdnaunditions. One or more of these channel pastceuld delay payments or default
credit extended to them, either of which could mially adversely affect our business, financial dition, results of operations and prospects.

If we or our partners fail to comply with environmental requirements, our business, financial conditia, results of operations, prospec
and reputation could be adversely affected.

We and our partners, including our contract martufacs, are subject to various local, state, fddmmd international environmen
laws and regulations, including laws governing tlagardous material content of our products and taleting to the collection, recycling &
disposal of electrical and electronic equipmentargles of these laws and regulations include thefggan Union, or EU, Restrictions on
use of Hazardous Substances Directive, or RoHSciliee and the EU Waste Electrical and Electronguiement Directive, or WEE
Directive, as well as the implementing legislatminthe EU member states. Similar laws and reguiatioave been passed or are pendil
China, South Korea, Norway and Japan and may betemhdn other regions, including in the U.S., and or our partners, including ¢
contract manufacturers, are, or may in the futeresbbject to these laws and regulations.

The EU RoHS Directive and the similar laws of otlisdictions limit the content of certain hazamdomaterials such as le
mercury and cadmium in the manufacture of eledtrgcpuipment, including our products. Our produaisrently comply with the Rol
Directive; however, if there are future changeshis directive, we may be required toergineer our products to use components comp
with these regulations. This exgineering and component substitution could réswtditional costs to us or disrupt our operagionlogistics

We are also subject to environmental laws and egigms governing the management and disposal @frlaas materials and was
Our failure, or the failure of our partners, indlugl our contract manufacturers, to comply with pasesent and future environmental |
could result in fines, penalties, third-party clainteduced sales of our products, substantial jgtothwentory writeeffs and reputation
damage, any of which could harm our business, irscondition, results of operations and prospaats also expect that our business wil
affected by new environmental laws and regulatmmsin ongoing basis applicable to us and our pastircluding our contract manufactur:
To date, our expenditures for environmental conmgkahave not had a material effect on our restiltgperations or cash flows. Although
cannot predict the future effect of such laws guiations, they will likely result in
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additional costs or require us to change the comtemanufacturing of our products, which could éavmaterial adverse effect on our busit
financial condition, results of operations and pexgs.

We are exposed to fluctuations in currency exchangeates, which could adversely affect our busines$inancial condition, results o
operations and prospects.

Our sales contracts are primarily denominated i8. dollars, and therefore substantially all of cewenue is not subject to fore
currency risk. However, a strengthening U.S. daitauld increase the real cost of our products toemd customers outside of the U.S., w
could adversely affect our business, financial diom results of operations and prospects. In taldi a decrease in the value of the U.S. d
relative to foreign currencies could increase awdpct and operating costs in foreign locationstiiar, an increasing portion of our opera
expenses is incurred outside the U.S., is denoenat foreign currencies and is subject to fludhreg due to changes in foreign curre
exchange rates. If we are not able to successhdbjge against the risks associated with the cwréioctuations, our business, finan
condition, results of operations and prospectsccbeladversely affected.

Our business is subject to the risks of earthquakedire, power outages, floods and other catastrophievents and to interruption by
manmade problems such as terrorism.

Our corporate headquarters and the operations rokeyumanufacturing vendors, logistics providerd partners, as well as many
our customers, are located in areas exposed t® ofskatural disasters such as earthquakes andnésinncluding the San Francisco Bay ¢
Japan and Taiwan. A significant natural disastechsas an earthquake, tsunami, fire or a floodytber catastrophic event such as a dis
outbreak, could have a material adverse effectusroo their business, which could in turn mateyiaffect our financial condition, results
operations and prospects. For example, in the exangervice providershformation technology systems or manufacturingpgistics abilitie:
are hindered by any of the events discussed alsbyfgments could be delayed, which could result issed financial targets, such as reve
and shipment targets, for a particular quartertHeuy if a natural disaster occurs in a region frwhich we derive a significant portion of «
revenue, end customers in that region may deldgrego purchases of our products, which may mdleréed adversely affect our busine
financial condition, results of operations and pexgs. In addition, acts of terrorism could causeugtions in our business or the busine
our manufacturer, logistics providers, partnergd customers or the economy as a whole. Givertypiral concentration of sales at e
quarter end, any disruption in the business ofroanufacturer, logistics providers, partners or emstomers that affects sales at the end c
quarter could have a particularly significant adeeeffect on our quarterly results. All of the afmentioned risks may be augmented if
disaster recovery plans and those of our manufarstulogistics providers or partners prove to lael@guate. To the extent that any of the a
results in delays or cancellations of endstomer orders, or delays in the manufacture,ogepént or shipment of our products, our busir
financial condition, results of operations and pexgs would be adversely affected.

Breaches of our cybersecurity systems could degraaeir ability to conduct our business operations andleliver products and services t
our customers, delay our ability to recognize reveume, compromise the integrity of our software produts, result in significant data losse
and the theft of our intellectual property, damageour reputation, expose us to liability to third paries and require us to incu
significant additional costs to maintain the secuty of our networks and data.

We increasingly depend upon our IT systems to condutually all of our business operations, rargginom our internal operatio
and product development activities to our marketing sales efforts and communications with ourarusts and business partners. Comj
programmers may attempt to penetrate our netwarlrgg, or that of our website, and misappropriate proprietary information or cat
interruptions of our service. Because the techriguised by such computer programmers to accesbotage networks change frequently
may not be recognized until launched against s&etame may be unable to anticipate these technidnesddition, sophisticated hardware
operating system software and applications thatpweluce or procure from third parties may conta@fedts in design or manufactt
including “bugs”and other problems that could unexpectedly interfeith the operation of the system. We have aldecauced a number
our business functions to thighrties, including our manufacturers, logisticsvilers, and cloud service providers, and our bssirmperatior
also depend, in part, on the success of thesefhties' own cybersecurity measures. Similarly rehg upon distributors, resellers and sys
integrators to sell our products and our salesaijmrs depend, in part, on the reliability of theybersecurity measures. Additionally,
depend upon our employees to appropriately haratiédential data and deploy our IT resources i safd secure fashion that does not ex
our network systems to security breaches and the ¢d data. Accordingly, if our cybersecurity sysseand those of our contractors fai
protect against unauthorized access, sophisticatedrattacks and the mishandling of data by our empleys® contractors, our ability
conduct our business effectively could be damagednumber of ways, including:

» sensitive data regarding our business, includitglectual property and other proprietary data|d¢de stoler

» our electronic communications systems, includingiéand other methods, could be disrupted, andability to conduct our busine
operations could be seriously damaged until sustesys can be restored,;

» our ability to process customer orders and ele@tatly deliver products and services could be degda and our distribution chann
could be disrupted, resulting in delays in reveragagnition;

» defects and security vulnerabilities could be idtreed into our software, thereby damaging the egjuut and perceived reliability a
security of our products and potentially making tta¢a systems of our customers vulnerable to fudhé loss and cyber incider
and
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« personally identifiable data of our customers, @yeés and business partners could be compror

Should any of the above events occur, we couldubgest to significant claims for liability from owustomers and regulatory acti
from governmental agencies. In addition, our apild protect our intellectual property rights couldd compromised and our reputation
competitive position could be significantly harmédso, the regulatory and contractual actionsgditions, investigations, fines, penalties
liabilities relating to data breaches that resnliasses of personally identifiable or credit carfbrmation of users of our services car
significant in terms of fines and reputational iropand necessitate changes to our business operatimt may be disruptive to
Additionally, we could incur significant costs inder to upgrade our cybersecurity systems and riftgedamages. Consequently, our finar
performance and results of operations could beradiyeaffected.

We believe our long-term value as a company will bgreater if we focus primarily on growth instead ofprofitability.

Our business strategy is to focus primarily onloang-term growth. As a result, our profitability in agiven period may be lower th
it would be if our strategy was to maximize shwrtm profitability. Expenditures on research andrali@pment, sales and marketi
infrastructure and other such investments may hiohately grow our business, prospects or causg term profitability. For example, in orc
to support our strong growth, we have acceleratadirovestment in infrastructure, such as enterprésource planning software and o
technologies to improve the efficiency of our opiers. As a result, we expect our levels of opararofit could decline in the short
medium term. If we are ultimately unable to achipvefitability at the level anticipated by analysisd our stockholders, the market pric
our common stock may decline.

We may not generate positive returns on our reseahcand development investments.

Developing our products is expensive, and the iimvest in product development may involve a longljaek cycle. In 2014, 2013 &
2012, our research and development expenses wdB3%ihillion, or approximately 25.5% of our reven®$88.6 million, or approximate
27.3% of our revenue, and $55.2 million, or appmatgely 28.5% of our revenue, respectively. We ekpecontinue to invest heavily
software development in order to expand the cajpiasilof our cloud networking platform, introducew products and features and build L
our technology leadership. We believe one of oeatgst strengths lies in the speed of our prodextldpment efforts. By investing in resee
and development, we believe we will be well posiéid to continue our rapid growth and take advantdgrir large market opportunity. \
expect that our results of operations will be impddy the timing and size of these investmentgs&linvestments may take several yee
generate positive returns, if ever.

We provide access to our software and other seledtsource code to certain partners, which creates ddional risk that our competitors
could develop products that are similar to or bettethan ours.

Our success and ability to compete depend subalignipon our internally developed technology, whis incorporated in the sou
code for our products. We seek to protect the souodle, design code, documentation and other irfoom relating to our software, un
trade secret, patent and copyright laws. Howeverhave chosen to provide access to selected soadesof our software to several of
partners for cadevelopment, as well as for open application pnognang interfaces, or APIs, formats and protocolsodgh we general
control access to our source code and other intaliéproperty and enter into confidentiality ardihse agreements with such partners as w
with our employees and consultants, this combinatibprocedural and contractual safeguards maysefficient to protect our trade sec
and other rights to our technology. Our protectiveasures may be inadequate, especially becauseayw@ahbe able to prevent our partn
employees or consultants from violating any agregmer licenses we may have in place or abusinig #tteess granted to our source ¢
Improper disclosure or use of our source code cheld competitors develop products similar to dtdvehan ours.

Changes in our provision for income taxes or our ééctive tax rate, the enactment of new tax laws athanges in the application of
existing tax laws of various jurisdictions or advese outcomes resulting from examination of our incomtax returns could adversely
affect our results.

Our provision for income taxes is guabjto volatility and could be adversely affectgdseveral factors, many of which are outsid
our control, including earnings that are lower tlaaicipated in countries that have lower tax rated higher than anticipated in countries
have higher tax rates; our ability to generate ag&l tax attributes; changes in the valuation ofdmierred tax assets and liabilities; expire
of or lapses in the R&D tax credit laws; transfacipg adjustments, including the effect of acqitsis on our intecompany R&D cost sharil
arrangement and legal structure; tax effects ofdeduoctible compensation, including certain stbeked compensation; tax costs relate
inter-company realignments; changes in accounting priesj@adverse tax consequences, including impositfamithholding or other taxes
payments by subsidiaries or customers; a changaridecision to indefinitely reinvest foreign eays or changes in tax laws and regulati
including possible U.S. changes to the taxatioreafnings of our foreign subsidiaries, the dedudjbof expenses attributable to fore
income or the foreign tax credit rules.

Significant judgment is requiredeiealuate our tax positions and determine our giomifor income taxes. The accounting guidi
for uncertainty in income taxes applies to all imgotax positions, including the potential recovefypreviously paid taxes, which if sett
unfavorably could adversely affect our provision ifitccome taxes or additional paiid-capital. In addition, tax laws are dynamic anbjsct tc
change as new laws are passed and new interprestatidhe law are issued or applied. Recent chatuggsS. tax laws, including limitations
the ability of taxpayers to claim and utilize fameitax credits and the deferral of certain tax dédns

56




until earnings outside of the U.S. are repatriatethe U.S., as well as changes to U.S. tax laasrttay be enacted in the future, could im
the tax treatment of our foreign earnings, as agltash and cash equivalent balances we curreathtain outside of the U.S.

Further, we are subject to the @ration of our income tax returns by the InternalvBnue Service and other tax authorities. Al
by the Internal Revenue Service or other tax aittherare subject to inherent uncertainties anddcoesult in unfavorable outcomes, incluc
potential fines or penalties. As we operate in nome taxing jurisdictions, the application of taawk can be subject to diverging
sometimes conflicting interpretations by tax auities of these jurisdictions. The expense of deiilemand resolving such an audit may
significant. The amount of time to resolve an aiglidlso unpredictable and may divert managerseaattention from our business operati
We regularly assess the likelihood of adverse gngresulting from these examinations to deteritiaedequacy of our provision for inca
taxes. We cannot assure you that fluctuations mpoavision for income taxes or our effective tate;, the enactment of new tax law:
changes in the application or interpretation ofse®g tax laws or adverse outcomes resulting fromnenation of our tax returns by 1
authorities will not have an adverse effect ontousiness, financial condition, results of operatiand prospects.

If we do not effectively expand and train our diret sales force, we may be unable to add new end coisters or increase sales to our
existing end customers, and our business will be a€érsely affected.

We depend on our direct sales force to obtain nesvaistomers and increase sales with existing astbmers. As such, we h
invested and will continue to invest substantia@lypur sales organization. In recent periods, wehzeen adding personnel and other reso
to our sales function as we focus on growing ouwsirtess, entering new markets and increasing oukehahare, and we expect to in
significant additional expenses in expanding oles@ersonnel in order to achieve revenue growtlerd is significant competition for sa
personnel with the skills and technical knowledug tve require. Our ability to achieve significaenenue growth will depend, in large part
our success in recruiting, training, retaining antegrating sufficient numbers of sales personwektipport our growth, particularly
international markets. New hires require significeaining and may take significant time beforeytlaghieve full productivity. Our recent hi
and planned hires may not become productive akiguis we expect, and we may be unable to hir@jrredr integrate into our corpor.
culture sufficient numbers of qualified individuatsthe markets where we do business or plan tbudiness. In addition, because we coni
to grow rapidly, a large percentage of our salesefdés new to our company. If we are unable to,himegrate and train a sufficient numbe
effective sales personnel, or the sales personedhive are not successful in obtaining new endotnsts or increasing sales to our exis
end-customer base, our business, financial comglitesults of operations and prospects will be exhlhg affected.

New regulations related to conflict minerals may case us to incur additional expenses and could limthe supply and increase the cos
of certain metals used in the manufacturing of ouproducts.

As a public company, we are subject to new requérgsiunder the DodBrank Wall Street Reform and Consumer Protectionod
2010, or the Doddrrank Act, that will require us to perform diligencand disclose and report whether or not our prisdcontain conflic
minerals. The implementation of these new requirgmeould adversely affect the sourcing, availgbdind pricing of the materials used in
manufacture of components used in our productaddition, we will incur additional costs to comphjth these disclosure requireme
including costs related to conducting diligenceceaures and, if applicable, potential changes ¢dlyxts, processes or sources of supply
consequence of such verification activities. We ralsp face reputational harm if we determine tleastain of our products contain minerals
determined to be conflict-free or if we are unabl@lter our products, processes or sources ofstp@avoid such materials.

Risks Related to the Securities Markets and Ownersp of Our Common Stock
The market price of our common stock has been and ay continue to be volatile, and the value of younvestment could decline.

Technology stocks have historically experiencechHayels of volatility. Since shares of our commsiack were sold in our initi
public offering in June 2014 at the price of $43p@0 share, our stock price has ranged from $43c0&hare to $94.84 per share through
30, 2015. The trading price of our common stock iawrically been and is likely to be volatile aoduld be subject to wide fluctuations
response to various factors, some of which are teyar control. These fluctuations could cause tolose all or part of your investment
our common stock. Factors that could cause fluicinatn the market price of our common stock ineltigde following:

» actual or anticipated announcements of new prodsetsices or technologies, commercial relatiorsh@gquisitions or oth
events by us or our competitors;

« forward looking statements related to future rewgmuwoss margins and earnings per s

e price and volume fluctuations in the overall stotérket from time to tim

« litigation involving us, our industry, or both ingling events occurring in our litigation with CisBgstems and Optumsc

« significant volatility in the market price and trag volume of technology companies in general ahdompanies in the |
security industry in particular;

» fluctuations in the trading volume of our shareshar size of our public floe

» sales by our officers, directors or significantcétoolders
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e actual or anticipated changes or fluctuations inreaults of operation

e adverse changes to our relationships with any otbannel partner

« manufacturing, supply or distribution shortay

« whether our results of operations or our finanoiatlook for future fiscal periods meet the expedotat of securities analy:
or investors;

* actual or anticipated changes in the expectatibims/estors or securities analy:

» regulatory developments in the U.S., foreign caastor bott

» general economic conditions and tre|

* major catastrophic even

» sales of large blocks of our common stocl

e departures of key personr

In addition, if the market for technology stockstbe stock market in general experiences a losavafstor confidence, the mar
price of our common stock could decline for reasoneelated to our business, financial conditiosutes of operations and prospects.
market price of our common stock might also decilineeaction to events that affect other compaimesur industry even if these events do
directly affect us. In the past, following periodfsvolatility in the market price of a compasysecurities, securities class action litigatios
often been brought against that company. If theketgorice of our common stock is volatile, we magcdme the target of securities litigati
Securities litigation could result in substantiabts and divert our managemeandittention and resources from our business arspects. Thi
could have a material adverse effect on our busjrigmncial condition, results of operations anospects.

Sales of substantial amounts of our common stock the public markets, or the perception that such das might occur, could reduce th
market price that our common stock might otherwiseattain and may dilute your voting power and your owiership interest in us.

Sales of a substantial number of shares of our cammsiock in the public market, or the percepticat uch sales could occur, cc
adversely affect the market price of our commorlksttnd may make it more difficult for you to setlyr common stock at a time and price
you deem appropriat

Holders of a significant number of shares of ounown stock have rights, subject to some condititmggquire us to file registrati
statements covering the sale of their shares dndlude their shares in registration statements W may file for ourselves or ott
stockholders. In addition, we have registered fifier @and sale of all shares of common stock thahvey issue under our equity compense
plans. If holders, by exercising their registratiaghts, sell large numbers of shares, it couldeasily affect our market price.

We may also issue our shares of common stock arriies convertible into our common stock from titeetime in connection with
financing, acquisition, investments or otherwis@&yAsuch issuance would result in dilution to ouistrg stockholders and could cause
trading price of our common stock to decline.

Insiders have substantial control over us, which add limit your ability to influence the outcome of key transactions, including a chang
of control.

Our directors, executive officers and each of d@oclkholders who own greater than 5% of our outstapdommon stock together w
their affiliates, in the aggregate, beneficially rowpproximately 45.8% of the outstanding shareswf common stock, based on sh
outstanding as of June 30, 2015. As a result, tesekholders, if acting together, will be ableetercise a significant level of influence
control over matters requiring approval by our Bhaiders, including the election of directors ahd approval of mergers, acquisitions or c
extraordinary transactions. They may also havedsts that differ from yours and may vote in a wath which you disagree and which n
be adverse to your interests. This concentratioomofership may also discourage a potential investon acquiring our common stock du
the limited voting power of such stock or otherwisay have the effect of delaying, preventing oed#tg a change of control of our compe
could deprive our stockholders of an opportunitydoeive a premium for their common stock as pai sale of our company and mi
ultimately affect the market price of our commoockt

We do not intend to pay dividends for the foreseedé future.

We have never declared nor paid any dividends ercoonmon stock. We intend to retain any earningBnance the operation a
expansion of our business and prospects, and wmdanticipate paying any cash dividends in tharkitAs a result, you may only recei\
return on your investment in our common stock & tharket price of our common stock increases.

If securities or industry analysts publish inaccurde or unfavorable research reports about our busings or prospects, the market pric
of our common stock and trading volume could declie.

The trading market for our common stock, to somergx depends on the research and reports thatitieswr industry analys
publish about us or our business or prospects. d\@tlhave any control over these analysts. If@mmaore of the analysts who cover us sh
downgrade our shares or change their opinion okbares, the market price of our common stock whkedly decline. If one
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or more of these analysts should cease coverager aompany or fail to regularly publish reportsum) we could lose visibility in the financ
markets, which could cause the market price ofcommmon stock or trading volume to decline.

Our charter documents and Delaware law could discaage takeover attempts and lead to management entiehment.

Our amended and restated certificate of incorpamaaind amended and restated bylaws contain progisi@at could delay or prever
change in control of our company. These provisimndd also make it difficult for stockholders teeel directors that are not nominated by
current members of our board of directors or talteelocorporate actions, including effecting chanigesur management. These provisi
include:

» aclassified board of directors with thrgear staggered terms, which could delay the ahilitytockholders to change the membet
of a majority of our board of directors;

« the ability of our board of directors to issue &sapf preferred stock and to determine the priad @her terms of those shai
including preferences and voting rights, withowcgholder approval, which could be used to sigaifity dilute the ownership ol
hostile acquirer;

» the exclusive right of our board of directors teatla director to fill a vacancy created by theaggion of our board of directors or
resignation, death or removal of a director, wipobvents stockholders from being able to fill vazias on our board of directors;

« a prohibition on stockholder action by written cens which forces stockholder action to be takearainnual or special meetinc
our stockholders;

» the requirement that a special meeting of stocldrsidchay be called only by the chairman of our badrdirectors, our president, ¢
secretary or a majority vote of our board of dioest which could delay the ability of our stockhensl to force consideration o
proposal or to take action, including the remowvfalicectors;

« the requirement for the affirmative vote of holdefsat least 66 2/3% of the voting power of alltbé then outstanding shares of
voting stock, voting together as a single clasgn@nd the provisions of our amended and restaificate of incorporation relatir
to the issuance of preferred stock and manageni@urdusiness or our amended and restated bylakish may inhibit the ability
an acquirer to effect such amendments to facilaatensolicited takeover attempt;

» the ability of our board of directors, by majoritgte, to amend the bylaws, which may allow our Haoafrdirectors to take additior
actions to prevent an unsolicited takeover andvibltihe ability of an acquirer to amend the bylawd$acilitate an unsolicited takeo
attempt; and

» advance notice procedures with which stockholdarstroomply to nominate candidates to our boardrefctbrs or to propose matt
to be acted upon at a stockholdemgeting, which may discourage or deter a potemtigluirer from conducting a solicitation
proxies to elect the acquirer’'s own slate of dimesr otherwise attempting to obtain control af us

In addition, as a Delaware corporation, we areestitip Section 203 of the Delaware General Corpmrdtaw. These provisions m
prohibit large stockholders, in particular thosenovg 15% or more of our outstanding voting stocknf merging or combining with us fo
certain period of time.

The issuance of additional stock in connection witlinancings, acquisitions, investments, our stockncentive plans or otherwise wil
dilute all other stockholders.

Our amended and restated certificate of incorpmmatiuthorizes us to issue up to 1,000,000,000 shareommon stock and up
100,000,000 shares of preferred stock with suchtsignd preferences as may be determined by oud lodalirectors. Subject to compliat
with applicable rules and regulations, we may issueshares of common stock or securities conMertitio our common stock from time
time in connection with a financing, acquisitionyéstment, our stock incentive plans or otherwige.may from time to time issue additio
shares of common stock at a discount from the tharket price of our common stock. Any issuancetetls could result in substantial diluti
to our existing stockholders and cause the manket pf our common stock to decline.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds
Unregistered Sales of Equity Securities

None
Use of Proceeds

Our initial public offering of common stock was @ffed through a Registration Statement on Form(Sit&¢ No. 333194899), an
was declared effective by the Securities and Exgha@ommission on June 6, 2014. There has been teriahahange in the planned ust
proceeds from our initial public offering as debed in our final prospectus filed with the SEC parst to Rule 424(b) and other peric
reports previously filed with the SEC.
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Issuer Purchases of Equity Securities

The table below provides information with respectdpurchases of unvested shares of our commok stade pursuant our equity
incentive plans.

Total Number of Shares

Purchased as Part of Maximum Number of Shares
Total Number of Shares Average Price Paid per  Publicly Announced Plans that May Yet be Purchased
Period Purchased® Share or Programs Under the Plans or Programs
April 1 - April 30, 2015 3,000 $ 4.1¢ — —
May 1 - May 31, 2015 — $ — — —
June 1 - June 30, 2015 469 $ 3.3¢ — —

®Under our equity incentive plans, certain partioisamay exercise options prior to vesting, subieet right of a repurchase by us. All sh:
in the above table were shares repurchased aslagksas exercising this right and not pursuana foublicly announced plan or program.

Item 3. Defaults Upon Senior Securities
Not applicable

Item 4. Mine Safety Disclosures

Not applicable

Item 5. Other Information

None

Item 6. Exhibits

See the Exhibit Index following the signature péméhis Quarterly Report on Form IDfor a list of exhibits filed or furnished withishreport
which Exhibit Index is incorporated herein by refece.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdréport to be signed on its behalf by the

undersigned thereunto duly authorized.

Dated:August 6, 2015

Dated:August 6, 2015

Arista Networks, Inc.
(Registrant)
By: /sl Jayshree Ullal
Jayshree Ullal
Chief Executive Officer, President and Director
(Principal Executive Officer)

By: /sl Ita Brennan
Ita Brennan
Chief Financial Officer
(Principal Accounting and Financial Officer)
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EXHIBIT INDEX

Incorporated by Reference

Exhibit Filed
Number Description Form File No. Exhibit Filing Date Herewith
10.1 Offer letter by and between the Company and ltanBa@,
dated April 17, 2015. 8-K 001-36468 10.1 5/14/2015
10.2 Severance agreement by and between the Comparitaand
Brennan, effective May 18, 2015. 8-K 001-36468 10.2 5/14/2015
31.1 Certification of the Chief Executive Officer pursudo v
Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of the Chief Financial Officer purquao v
Section 302(a) of the Sarbanes-Oxley Act of 2002.
32.1* Certifications of Chief Executive Officer and Chief
Financial Officer pursuant to 18 U.S.C. Section@,3s v

adopted pursuant to section 906 of the Sarbanesy@dt
of 2002.

101.INS XBRL Instance Document
101.SCH XBRL Taxonomy Extension Schema Document

101.CAL XBRL Taxonomy Extension Calculation Linkbase
Document

101.DEF XBRL Taxonomy Extension Definition Linkbase
Document

101.LAB XBRL Taxonomy Extension Label Linkbase Document

101.PRE XBRL Taxonomy Extension Presentation Linkbase
Document

* The certifications attached as Exhibit 32.1 thatoagpany this Quarterly Report on Form QQare not deemed filed with the Securities
Exchange Commission and are not to be incorpofajegference into any filing of Arista Networksclrunder the Securities Act of 1933
amended, or the Securities Exchange Act of 1934n@nded, whether made before or after the datieiofQuarterly Report on Form 19r
irrespective of any general incorporation langueggained in such filing.
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Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Jayshree Ullal, certify that:

1. | have reviewed this quarterly report on Fodrl of Arista Networks, Inc. for the quarter endehe 30, 2015

2. Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or om#téde a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, néauisg with respect to t
period covered by this report;

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

4. The registrang other certifying officer and | are responsible éstablishing and maintaining disclosure contesisl procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))5¢r the registrant and have:

(a) Designed such disclosure controls and proceduresaused such disclosure controls and procedures tesigned under ¢
supervision, to ensure that material informatiotatieg to the registrant, including its consolidhteubsidiaries, is ma
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

(b) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtiis report our conclusio
about the effectiveness of the disclosure contral$ procedures, as of the end of the period coveyetiis report based
such evaluation; and

(c) Disclosed in this report any change in theistegnt's internal control over financial reporting thatcomred during th
registrant’s most recent fiscal quarter (the regrdts fourth fiscal quarter in the case of an annuabrg that has material
affected, or is reasonably likely to materiallyeaf, the registrant’s internal control over finateeporting; and

5. The registran$’ other certifying officer and | have disclosedsdsh on our most recent evaluation of internal abrdwer financie
reporting, to the registrant’s auditors and theitasmmmittee of the registrastboard of directors (or persons performing thevedent
functions):

(&) All significant deficiencies and material weaknesge the design or operation of internal controkofinancial reportin
which are reasonably likely to adversely affect thgistrants ability to record, process, summarize and refinencia
information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significalet in the
registrant’s internal control over financial repogt

Date: August 6, 2015

/s JAYSHREE ULLAL
Jayshree Ullal
Chief Executive Officer, President, and Director
(Principal Executive Officer)




Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Ita Brennan, certify that:

1. | have reviewed this quarterly report on Foi®rQl of Arista Networks, Inc. for the quarter endeae 30, 2015

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgtéde a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, nt#adisg with respect to t
period covered by this report;

3. Based on my knowledge, the financial statements,aher 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 registran$’ other certifying officer and | are responsible éstablishing and maintaining disclosure contesigl procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under ¢
supervision, to ensure that material informatiotatneg to the registrant, including its consolidhtsubsidiaries, is ma
known to us by others within those entities, pattidy during the period in which this report isihg prepared;

(b) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtihis report our conclusio
about the effectiveness of the disclosure contral$ procedures, as of the end of the period coveyetlis report based
such evaluation; and

(c) Disclosed in this report any change in theistegnt’s internal control over financial reporting thatcomed during th
registrant’s most recent fiscal quarter (the regrdts fourth fiscal quarter in the case of an annuabrg that has material
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finalceporting; and

5. The registrant’ other certifying officer and | have disclosedséxh on our most recent evaluation of internal @brawer financie
reporting, to the registrant’s auditors and theitaemmmittee of the registrarstboard of directors (or persons performing thevedent
functions):

(a) All significant deficiencies and material weaknesse the design or operation of internal controkmofinancial reportin
which are reasonably likely to adversely affect thgistrants ability to record, process, summarize and refinancia
information; and

(b) Any fraud, whether or not material, that involvesmagement or other employees who have a significalet in the
registrant’s internal control over financial repogt

Date: August 6, 2015

/s/ ITA BRENNAN
Ita Brennan
Chief Financial Officer
(Principal Accounting and Financial Officer)




Exhibit 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER AND PR INCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

I, Jayshree Ullal, certify, pursuant to 18 U.S.€ct®n 1350, as adopted pursuant to Section 9@BecSarbane®xley Act of 2002, th:
the Quarterly Report of Arista Networks, Inc. onrfRdl0-Q for the quarter ended June 30, 20dlly complies with the requirements
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that the information contained inhsQuarterly Report on Form XD-fairly
presents in all material respects the financiabdwn and results of operations of Arista Networke.

Date: August 6, 2015

By: /s/ JAYSHREE ULLAL
Name: Jayshree Ullal
Title: Chief Executive Officer and President

(Principal Executive Officer)

I, Ita Brennan certify, pursuant to 18 U.S.C. Section 1350, aptatbpursuant to Section 906 of the Sarbabeey Act of 2002, that tt
Quarterly Report of Arista Networks, Inc. on FortQ for the quarter ended June 30, 2015 fully coesphith the requirements of Section 1:
(a) or 15(d) of the Securities Exchange Act of 1884 that the information contained in such Qubrteeport on Form 1@ fairly presents i
all material respects the financial condition aesluits of operations of Arista Networks, Inc.

Date: August 6, 2015

By: /s/ ITA BRENNAN
Name: Ita Brennan
Title: Chief Financial Officer

(Principal Accounting and Financial Officer)



