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Approximate date of commencement of the proposed sale to the public:  As soon as practicable after this
Registration Statement becomes effective.

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act, check the following box  o

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering.  o

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering.  o

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering.  o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer o Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

CALCULATION OF REGISTRATION FEE

Amount Proposed Maximum Amount of
Title of Each Class of to be Aggregate Offering Proposed Maximum Registration

Securities to be Registered Registered(1) Price Per Share Aggregate Offering Price(2) Fee(3)
Common Stock, par value
$0.01 per share 7,187,500 $11.00 $79,062,500 $9,179.16

(1) Includes 937,500 shares that the underwriters have the option to purchase to cover over-allotments, if any.
(2) Estimated solely for the purpose of computing the amount of the registration fee pursuant to Rule 457(a) under

the Securities Act of 1933, as amended.
(3) Previously paid.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay
its effective date until the Registrant shall file a further amendment which specifically states that this
Registration Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of
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1933 or until the Registration Statement shall become effective on such date as the Commission, acting
pursuant to said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. We may not sell these securities until the
registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an
offer to sell these securities and it is not soliciting an offer to buy these securities in any state where the offer or sale
is not permitted.

Subject to Completion
Preliminary Prospectus dated August 10, 2011

PROSPECTUS
6,250,000 Shares

Common Stock

This is Carbonite, Inc.�s initial public offering. We are selling 5,366,473 shares of our common stock and the selling
stockholders are selling 883,527 shares of our common stock. We will not receive any proceeds from the sale of
shares to be offered by the selling stockholders.

We expect the public offering price to be between $10.00 and $11.00 per share. Currently, no public market exists for
the shares. After pricing of this offering, we expect that the shares will trade on the Nasdaq Global Market under the
symbol �CARB.�

Investing in our common stock involves risks that are described in the �Risk Factors� section beginning on
page 11 of this prospectus.

Per Share Total

Public offering price $ $
Underwriting discount $ $
Proceeds, before expenses, to us $ $
Proceeds, before expenses, to the selling stockholders $ $

The underwriters may also exercise their option to purchase up to an additional 937,500 shares from us at the public
offering price, less the underwriting discount, for 30 days after the date of this prospectus to cover overallotments, if
any.

Entities affiliated with Menlo Ventures (�Menlo Ventures�) and entities affiliated with Crosslink Capital (�Crosslink
Capital�) have expressed an interest in purchasing up to 800,000 and 1,200,000 shares, respectively, of our common
stock being offered in this offering for investment purposes. As of June 30, 2011, Menlo Ventures and Crosslink
Capital beneficially owned 31.6% and 5.7%, respectively, of our common shares prior to this offering. In addition, a
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member of our board of directors is a managing member of MV Management X, L.L.C., an affiliate of Menlo
Ventures, and a member of our board of directors is a managing member of a limited liability company that is the
general partner of Octave Fund, an affiliate of Crosslink Capital. Such purchases, if any, would be made at the public
offering price.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of
these securities or determined if this prospectus is truthful or complete. Any representation to the contrary is a
criminal offense.

The shares will be ready for delivery on or about          , 2011.

BofA Merrill Lynch J.P. Morgan

William Blair & Company Canaccord Genuity Oppenheimer & Co.   Pacific Crest Securities

The date of this prospectus is          , 2011.
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We have not authorized anyone to provide any information other than that contained in this prospectus or in any free
writing prospectus prepared by or on behalf of us or to which we have referred you. We take no responsibility for, and
can provide no assurance as to the reliability of, any other information that others may give you. We and the selling
stockholders are offering to sell, and seeking offers to buy, our common stock only in jurisdictions where offers and
sales are permitted. The information contained in this prospectus is accurate only as of the date of this prospectus,
regardless of the time of delivery of this prospectus or of any sale of our common stock.

Through and including           , 2011 (the 25th day after the date of this prospectus), all dealers that effect
transactions in these securities, whether or not participating in this offering, may be required to deliver a
prospectus. This is in addition to the dealers� obligation to deliver a prospectus when acting as underwriters and
with respect to their unsold allotments or subscriptions.

For investors outside the U.S.: Neither we, the selling stockholders, nor any of the underwriters have done anything
that would permit this offering or possession or distribution of this prospectus in any jurisdiction where action for that
purpose is required, other than in the U.S. You are required to inform yourselves about and to observe any restrictions

Edgar Filing: Carbonite Inc - Form S-1/A

8



relating to this offering and the distribution of this prospectus outside of the U.S.

i

Edgar Filing: Carbonite Inc - Form S-1/A

9



Table of Contents

PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus and does not contain all of the
information that you should consider in making your investment decision. Before investing in our common stock, you
should carefully read this entire prospectus, including our consolidated financial statements and the related notes
included in this prospectus and the information set forth under the headings �Risk Factors� and �Management�s
Discussion and Analysis of Financial Condition and Results of Operations.� Unless the context requires otherwise, the
words �Carbonite,� �we,� �company,� �us,� and �our� refer to Carbonite, Inc. and our wholly owned subsidiaries.

Overview

We are a leading provider of online backup solutions for consumers and small and medium sized businesses, or
SMBs. We provide easy-to-use, affordable, unlimited, and secure online backup solutions with anytime, anywhere
access to files stored on our servers, which we call the Carbonite Personal Cloud. We believe that we are the best
known brand in the online backup market.

We founded Carbonite on one simple idea: all computers need to be backed up, and in this always-connected and
highly-mobile world, online backup is the ideal approach. Our �set and forget� automated solution requires little effort
and protects our customers� stored files even if their computers are lost, stolen, or destroyed.

Our backup solutions work quietly in the background, automatically and continuously uploading encrypted copies of
our customers� files to the Carbonite Personal Cloud. Our customers can browse and share their photos, videos, and
documents anytime, anywhere using a web browser or our free iPad, iPhone, BlackBerry, and Android apps. We
charge consumers a $59 flat fee for one year of unlimited online backup. In 2010, we introduced a version of our
solution specifically designed for SMBs, with features designed for multiple computers and users, enabling SMBs to
easily install and use Carbonite backup without the help of a professional IT staff.

As of June 30, 2011, we had more than 1.1 million consumer and SMB subscribers in over 100 countries. Since 2005,
we have backed up over 100 billion files and have restored over seven billion files that might otherwise have been
permanently lost. We currently back up more than 200 million files each day.

We have developed a highly predictable subscription revenue model, with a consistently high customer retention rate
and a scalable infrastructure to support our growth. We generated revenue of $38.6 million and $27.2 million in 2010
and the six months ended June 30, 2011, respectively. We continue to invest heavily in customer acquisition,
principally through advertising, and as a result we recorded net losses of $25.8 million and $10.0 million in the same
periods. Our bookings have grown from $14.1 million in 2008 to $54.1 million in 2010. For a reconciliation of
bookings to revenue for the last three years and the six months ended June 30, 2010 and 2011, see footnote 7 to
�Summary Consolidated Financial and Other Data.�

Industry Trends

We believe that a decade from now nearly every device that creates or stores data, including desktop and laptop
computers, tablets, smartphones, and digital cameras, will be backed up over the internet. Online backup is gaining
increasing acceptance as the best way to store copies of valuable data off-premise, where they are safe from
equipment failure, theft, loss, viruses, and accidental deletion.

Several trends are helping to fuel the growth of the online backup industry:
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Your life is on your computer.  Computers and mobile devices have transformed the way people work, communicate,
and lead their daily personal and professional lives. People store a plethora of information
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on their computers and mobile devices. Often these files are accumulated over time and are irreplaceable, making their
loss devastating for the owner.

The number of data-creating devices is growing rapidly.  Today, there are billions of computers and other electronics
devices worldwide. According to IDC1, an independent research firm, over two billion devices were shipped in 2010
alone. These devices are becoming increasingly powerful, enabling users to create and consume high quality
multimedia content and leading to an exponential increase in created and stored content.

Shift to laptop computers.  The market shift to laptops continues to accelerate. By 2014, notebook and netbook
shipments are projected to be 439 million units compared to 154 million desktop units, according to IDC. Laptop
users need a backup solution that works anywhere and that does not require external hardware.

Proliferation of broadband connections.  Today, fixed and mobile broadband connections are nearly ubiquitous.
Based on data from OECD Broadband Portal, or OECD1, the percentage of fixed broadband subscriptions in the
OECD countries, which include U.S., Canada, Mexico, Australia, New Zealand, Korea, Japan and many European
countries, has grown from approximately 2.9% in 2001 to over 24.2% in 2010, expanding the potential market for
online backup. The OECD also estimates that as of June 2010, there were over 700 million fixed and mobile
broadband subscriptions in the OECD countries.

Smartphones and tablets drive demand for anytime, anywhere access.  The growing popularity of smartphones, tablet
computers, and other mobile devices is driving the demand for instant access to information regardless of a user�s
location. According to IDC, smartphone and tablet shipments are expected to grow by 49% and 170%, respectively, in
2011.

Plummeting storage and bandwidth costs.  The cost of providing online backup is highly dependent on the cost of
storage and bandwidth. The cost of a gigabyte of capacity-optimized storage has fallen from approximately $5.35 in
2005 to approximately $1.23 in 2010, a decline of 77.0%, according to IDC. IDC forecasts a further decline in these
storage costs at a rate of 25% to 30% annually to approximately $0.36 in 2014. In 2005, the average wholesale cost of
bandwidth was approximately $75 per megabits per second (Mbps) as compared to $5 per Mbps in 2010, according to
an August 2010 study done by DrPeering International. This study projects that the wholesale cost of bandwidth will
further decline to approximately $0.94 per Mbps in 2014.

There are multiple alternatives currently available for backing up data, such as external hard disk drives, flash memory
drives, CDs, DVDs, and tape backup drives. However, these traditional alternatives are limited by drive capacity,
cumbersome to scale, prone to failure, not secure, and not accessible from a remote location. Consumers and SMBs
are increasingly searching for simple, affordable solutions that provide reliable and secure online backup and anytime,
anywhere access to their stored files. We believe that online backup effectively addresses the limitations of traditional
solutions and will be the predominant backup solution in the future.

Our Solution

We provide online backup solutions for consumers and SMBs. We believe that our customers buy our solutions
because they are easy to use, affordable, and secure, and provide our customers unlimited capacity and anytime,
anywhere access to their stored files. We make it easy for customers to restore their files and we provide high quality
customer service to those customers who need assistance.

1 The IDC information was derived from reports dated October and December 2010 and March and April 2011. The
OECD information was accessed on April 30, 2011 at www.oecd.org/sti/ict/broadband.

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 12



2

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 13



Table of Contents

We believe that our solutions provide the following benefits to all of our customers:

Easy to install and use.  We offer our customers unlimited backup, eliminating the need to manually pick and choose
which files to back up. Installation requires just an email address and password. Once installed, our �set and forget�
solution works continuously in the background backing up new and changed files.

Easy to restore files.  In the event of data loss, our restore wizard guides customers through the process of restoring
their files. If customers accidentally delete or overwrite files on their computers, they can quickly restore them from
any computer with an internet connection.

Anytime, anywhere access.  We enable customers to access stored files from the Carbonite Personal Cloud anytime,
anywhere using a web browser or one of our free iPad, iPhone, BlackBerry, or Android apps. Unlike traditional
remote desktop applications, we allow our customers to access their stored files even if their computers are turned off,
lost, stolen, or destroyed.

Affordability.  We believe that we were one of the first companies to offer consumers unlimited online backup for a
fixed price. Our consumer subscription costs $59 for one year, with discounts for multi-year plans. Our SMB solution
allows for an unlimited number of users, with tiered pricing based on the total amount of data backed up.

Security.  We encrypt all our customers� files before they are transmitted to our data centers, guarding against
unauthorized access to backed-up files and ensuring a high level of data security. In addition, we employ
state-of-the-art data center security measures intended to prevent intrusions.

Reliability.  Our proprietary Carbonite Communications System and Carbonite File System manage our customers�
stored files and are designed to ensure high levels of reliability and accessibility.

Our Key Competitive Strengths

We believe that our key competitive strengths include the following:

Brand awareness.  We believe that we have among the highest brand awareness in the online backup market.
According to our research surveys, our unaided brand awareness is more than one and a half times that of our nearest
competitor. We promote our brand through our multi-channel marketing program, which over the past two years has
included advertising endorsements from 49 national radio talk show personalities. We also have a broad presence in
television, online display advertising, print advertising, paid and natural search, and a large affiliate network.

Scale.  Scale provides us with a competitive advantage in both infrastructure and marketing. We believe that our large
scale infrastructure enables us to store additional files at lower incremental cost than our smaller competitors. In
addition, we are able to purchase national advertising at advantageous rates, access advertising opportunities that may
be unavailable to smaller businesses, and take advantage of sophisticated analytical marketing systems.

Optimized backup architecture.  Our entire infrastructure is optimized for backup, which is a low transaction speed,
high volume, write mostly application. We believe that our average storage costs per subscriber are lower than those
realized by typical general purpose data center storage systems.

Comprehensive customer support.  We believe that our customer support is more comprehensive than that offered by
our primary competitors in the online backup market and aids in our customer retention. We provide free telephone,
live chat, and email customer support in our basic subscription fee.
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Significant intellectual property portfolio.  We have a significant intellectual property portfolio relating to our online
backup solutions. CARBONITE and the Carbonite logo are registered trademarks in the U.S. and over 30 other
countries. In addition, we have 13 pending patent applications that cover both our technical infrastructure and our key
usability and design concepts.

Our Growth Strategy

We plan to continue to grow our core business. With over 200 million broadband subscriptions in the U.S. alone,
according to the OECD, we believe that we have a large domestic opportunity. In addition, we are pursuing several
other ways to enhance our revenue and growth:

Enhanced consumer offerings.  We intend to enhance our consumer offerings with a series of features, such as
external hard drive backup, tailored to appeal to market segments that we do not serve today.

Broadened SMB offerings.  We intend to expand the feature set of our SMB solutions with enhanced administrative
controls to drive further market adoption.

International expansion.  We plan to launch our SMB offering in China over the next year. We have also translated
Carbonite into French and expect to start marketing in Europe in 2012.

U.S.-based customer support.  We have initiated steps to expand our U.S.-based support operations, as we determined
that this provides superior support to our customers and is more cost effective. We intend to use our U.S.-based
support organization to drive additional sales and offer premium customer support services to our SMB customers.

Smartphone and tablet backup.  We intend to back up smartphones and tablets, providing a substantial new growth
opportunity for us.

Strategic investments and acquisitions.  We continually evaluate strategic investment and acquisition opportunities to
enhance the features of our solutions, accelerate the growth of our customer base, extend our product portfolio,
increase our geographic presence, and take advantage of new market opportunities.

Risk Factors

Our business is subject to numerous risks and uncertainties, including those highlighted in the section entitled �Risk
Factors� immediately following this prospectus summary, that represent challenges we face in connection with the
successful implementation of our strategy and the growth of our business.

Corporate Information

We were incorporated in Delaware in 2005. Our principal executive offices are located at 177 Huntington Avenue,
Boston, Massachusetts, 02115, and our telephone number is (617) 587-1100. Our website address is
www.carbonite.com. Information contained on our website is not a part of this prospectus and the inclusion of our
website address in this prospectus is an inactive textual reference only.

CARBONITE, the Carbonite logo and other trademarks of Carbonite appearing in this prospectus are the property of
Carbonite. Solely for convenience, our trademarks and trade names referred to in this prospectus are without the ® or
tm symbol, as applicable, but such references are not intended to indicate, in any way, that we will not assert, to the
fullest extent under applicable law, our rights to these trademarks and trade names. Trade names and trademarks of

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 16



other companies appearing in this prospectus are the property of the respective holders.

4

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 17



Table of Contents

THE OFFERING

Common stock offered:

  By Carbonite, Inc. 5,366,473 shares

  By the selling stockholders 883,527 shares

Shares outstanding after the offering: 24,000,105 shares (or 24,937,605 shares if the underwriters exercise their
overallotment option in full)

Overallotment option:

  By Carbonite, Inc. 937,500 shares

  Use of proceeds: We expect that the net proceeds to us from this offering, based on an
assumed initial public offering price of $10.50 per share, the mid-point of
the price range set forth on the cover page of this prospectus, will be
approximately $49.7 million after deducting underwriting discounts and
commissions and estimated offering expenses payable by us. We intend to
use the net proceeds from this offering for general corporate purposes,
including working capital, sales and marketing activities, general and
administrative matters, and capital expenditures. We may also use a
portion of the net proceeds to acquire, invest in, or obtain rights to
complementary technologies, solutions, or businesses. We will not receive
any proceeds from the sale of common stock by the selling stockholders.
See �Use of Proceeds.�

Proposed Nasdaq Global Market symbol: �CARB�

Potential participation of certain
stockholders:

Entities affiliated with Menlo Ventures (�Menlo Ventures�) and entities
affiliated with Crosslink Capital (�Crosslink Capital�) have expressed an
interest in purchasing up to 800,000 and 1,200,000 shares, respectively, of
our common stock being offered in this offering for investment purposes.
Such purchases, if any, would be made at the public offering price.

The number of shares of our common stock outstanding after this offering is based on 18,633,632 shares outstanding
as of June 30, 2011, and excludes:

�    2,037,410 shares of common stock issuable upon the exercise of outstanding options at June 30, 2011 to
purchase our common stock granted pursuant to our 2005 Stock Incentive Plan at a weighted average
exercise price of $3.39 per share;

�    11,316 shares of common stock issuable upon the exercise of outstanding warrants at an exercise price
of $2.32 per share;

�    
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266,268 additional shares of common stock reserved for issuance under our 2005 Stock Incentive Plan
as of June 30, 2011; and
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�    1,662,000 additional shares of common stock reserved for issuance under our 2011 Equity Award Plan.

Except as otherwise indicated, information in this prospectus reflects or assumes the following:

�    that our amended and restated certificate of incorporation, which we will file in connection with the
completion of this offering, is in effect;

�    the conversion of all outstanding shares of our preferred stock and warrants to purchase shares of our
preferred stock into 13,483,473 shares of common stock and warrants to purchase 11,316 shares of
common stock, respectively, upon the completion of this offering; and

�    no exercise of the underwriters� overallotment option to purchase up to 937,500 additional shares of our
common stock.

After this offering, our directors, executive officers, and holders of more than 5% of our common stock prior to this
offering, together with their affiliates, will beneficially own, in the aggregate, approximately 50.2% of our outstanding
common stock, assuming no exercise of the underwriters� option to purchase additional shares of our common stock in
this offering.

6
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SUMMARY CONSOLIDATED FINANCIAL AND OTHER DATA

The following tables summarize certain consolidated financial and other data for our business. You should read this
summary consolidated financial and other data in conjunction with �Management�s Discussion and Analysis of
Financial Condition and Results of Operations� and our consolidated financial statements and related notes, all
included elsewhere in this prospectus.

We derived the consolidated statements of operations data for the years ended December 31, 2008, 2009, and 2010
from our audited consolidated financial statements included elsewhere in this prospectus. The consolidated statements
of operations data for the six months ended June 30, 2010 and 2011, and the consolidated balance sheet data as of
June 30, 2011, are derived from our consolidated unaudited financial statements included elsewhere in this prospectus.
We have prepared the unaudited information on the same basis as the audited consolidated financial statements and
have included, in our opinion, all adjustments, consisting only of normal recurring adjustments, that we consider
necessary for a fair presentation of the financial information set forth in those statements. Our historical results are not
necessarily indicative of the results to be expected in the future.

Six Months Ended
Years Ended December 31, June 30,

2008 2009 2010 2010 2011
(in thousands, except share and per share data)

Consolidated statements of
operations data:
Revenue $ 8,202 $ 19,114 $ 38,563 $ 16,685 $ 27,242
Cost of revenue 4,273 8,954 16,284 7,449 10,311

Gross profit 3,929 10,160 22,279 9,236 16,931
Operating expenses:
Research and development 4,663 6,210 10,868 4,973 7,710
General and administrative 2,389 2,485 4,209 2,033 2,878
Sales and marketing 14,729 21,067 33,098 16,464 16,358

Total operating expenses 21,781 29,762 48,175 23,470 26,946

Loss from operations (17,852) (19,602) (25,896) (14,234) (10,015)
Interest income, net 413 391 143 120 31
Other income (expense) �  (14)  (10) 1 (5)

Net loss (17,439) (19,225) (25,763) (14,113) (9,989)

Accretion of redeemable
convertible preferred stock (210) (210) (210) (105) (105)

Net loss attributable to common
stockholders $ (17,649) $ (19,435) $ (25,973) $ (14,218) $ (10,094)
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Net loss attributable to common
stockholders per share�basic and
diluted $ (4.61) $ (4.78) $ (5.90) $ (3.26) $ (2.02)

Weighted average number of
common shares used in computing
net loss per share�basic and diluted 3,828,073 4,065,230 4,399,137 4,367,982 5,009,565
Pro forma net loss per share
attributable to common
stockholders�basic and diluted (1) $ (1.44) $ (0.54)

Pro forma weighted average
number of common shares used in
computing pro forma net loss per
share attributable to common
stockholders�basic and diluted (1) 17,882,610 18,493,038
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As of June 30, 2011
Pro Forma as

Actual Pro Forma Adjusted (2)
(in thousands)

Consolidated balance sheet data (3):
Cash $ 16,243 $ 16,243 $ 67,252
Working capital (deficit) (25,448) (25,448) 25,921
Total assets 42,370 42,370 91,714
Deferred revenue, including current portion 49,312 49,312 49,312
Total liabilities 58,036 57,935 57,575
Preferred stock warrant liability 101 � �
Redeemable and convertible preferred stock 68,835 � �
Total stockholders� equity (deficit) (84,501) (15,565) 34,139

Key Metrics

To provide investors with additional information, the table below presents our key non-GAAP financial and operating
metrics for the periods presented, including total customers, annual retention rate, renewal rate, bookings, and free
cash flow:

Years Ended December 31, Six Months Ended June 30,
2008 2009 2010 2010 2011

(in thousands, except percentage data)

Total customers (4) 281 590 951 782 1,114
Annual retention rate (5) 81% 79% 83% 80% 83%
Renewal rate (6) 78% 78% 81% 80% 82%
Bookings (7) $ 14,069 $ 32,857 $ 54,141 $ 24,235 $ 37,246
Free cash flow (8) $ (12,409) $ (8,045) $ (12,204) $ (8,099) $ (6,369)

(1) Pro forma basic net loss per share has been calculated assuming the conversion of all outstanding shares of our
preferred stock into 13,483,473 shares of common stock upon the completion of this offering.

(2) A $1.00 increase (decrease) in the assumed initial public offering price of $10.50 per share of common stock,
which is the midpoint of the range listed on the cover page of this prospectus, would increase (decrease) the
amount of cash, working capital, total assets, and total stockholders� equity (deficit) by approximately
$5.0 million, assuming the number of shares offered by us, as set forth on the cover page of this prospectus,
remains the same, and after deducting underwriting discounts and commissions and estimated offering expenses
payable by us. Similarly, each increase (decrease) of one million shares in the number of shares of common stock
offered by us would increase (decrease) cash, working capital, total assets, and total stockholders� equity (deficit)
by approximately $9.8 million, assuming the assumed initial public offering price remains the same, and after
deducting underwriting discounts and commissions and estimated offering expenses payable by us. The pro
forma as adjusted information discussed above is illustrative only and will be adjusted based on the actual public
offering price and other terms of this offering determined at the pricing of this offering.
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(3) The balance sheet data as of June 30, 2011 is presented:

�    on an actual basis;

�    on a pro forma basis to reflect the conversion of all outstanding shares of our preferred stock and warrants to
purchase shares of our preferred stock into 13,483,473 shares of common stock and warrants to purchase 11,316
shares of common stock, respectively, upon the completion of this offering; and
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�    on a pro forma as adjusted basis to reflect the pro forma adjustments described above and the sale by us of
5,366,473 shares of common stock offered by this prospectus at an assumed initial public offering price of $10.50
per share, the mid-point of the price range set forth on the cover page of this prospectus, after deducting
underwriting discounts and commissions and estimated offering expenses payable by us.

(4) We define total customers as the number of paid subscriptions from consumers and SMBs at the end of the
relevant period.

(5) We define annual retention rate as the percentage of customers on the last day of the prior year who remain
customers on the last day of the current year, or for quarterly presentations, the percentage of customers on the
last day of the comparable quarter in the prior year who remain customers on the last day of the current quarter.

Our management uses annual retention rate to determine the stability of our customer base and to evaluate the
lifetime value of our customer relationships. As customers� annual and multi-year subscriptions come up for
renewal throughout the calendar year based on the dates of their original subscriptions, measuring retention on a
trailing twelve month basis at the end of each quarter provides our management with useful and timely
information about the stability of our customer base.

In June 2010, we decided to cease distribution of our consumer solutions through third-party distribution
channels, and we terminated most of our distribution agreements at that time. During 2010, subscriptions
purchased through third-party distributors accounted for 8% of our revenue. Historically, renewal rates for
subscriptions purchased through third-party distributors were lower than for direct sales. Excluding renewal
activity related to third-party distributor sales, our annual retention rates for 2008, 2009, 2010 and the six months
ended June 30, 2010 and 2011 were 84%, 83%, 85%, 83% and 85%, respectively.

(6) We define renewal rate for a period as the percentage of customers who renew annual or multi-year subscriptions
that expire during the period presented. Renewal rate excludes customers under our discontinued third-party
distribution agreements and prior SMB offering with subscriptions that remain active until cancelled. Our
management uses renewal rate to monitor trends in customer renewal activity.

(7) We define bookings as revenue recognized during the period plus the change in total deferred revenue (excluding
deferred revenue recorded in connection with acquisitions) during the same period. The following table presents
a reconciliation of bookings to revenue for the last three years and the six months ended June 30, 2010 and
June 30, 2011:

Six Months Ended
Years Ended December 31, June 30,

2008 2009 2010 2010 2011
(in thousands)

Revenue $ 8,202 $ 19,114 $ 38,563 $ 16,685 $ 27,242
Plus change in deferred revenue 5,867 13,743 15,578 7,550 10,004

Bookings $ 14,069 $ 32,857 $ 54,141 $ 24,235 $ 37,246
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Our management uses bookings as a proxy for cash receipts. Bookings represents the aggregate dollar value of
customer subscriptions received by us during a period. We initially record a subscription fee as deferred revenue
and then recognize it ratably, on a daily basis, over the life of the subscription period.

Although bookings is frequently used by investors and securities analysts in their evaluations of companies,
bookings has limitations as an analytical tool, and you should not consider it in isolation or as a substitute for
analysis of our results of operations as reported under GAAP. Some of these limitations are:

�    bookings does not reflect our receipt of payment from subscribers; and

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

9
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Management compensates for the inherent limitations associated with using the bookings measure through
disclosure of such limitations, presentation of our financial statements in accordance with GAAP, and
reconciliation of bookings to the most directly comparable GAAP measure, revenue, as presented above.

(8) We define free cash flow as net cash provided by (used in) operating activities, less capital expenditures, and
adjusted for any extraordinary items. The following table presents a reconciliation of free cash flow to net cash
provided by (used in) operating activities, the most comparable GAAP measure, for the last three fiscal years and
the six months ended June 30, 2010 and 2011:

Years Ended December 31,
Six Months Ended

June 30,
2008 2009 2010 2010 2011

(in thousands)

Net cash provided by (used in) operating
activities $ (7,705) $ (946) $ (1,552) $ (3,723) $ 821
Less capital expenditures (4,704) (7,099) (10,652) (4,376) (7,190)

Free cash flow $ (12,409) $ (8,045) $ (12,204) $ (8,099) $ (6,369)

Our management uses free cash flow as a measure of our operating performance; for planning purposes, including
the preparation of our annual operating budget; to allocate resources to enhance the financial performance of our
business; to evaluate the effectiveness of our business strategies; to provide consistency and comparability with
past financial performance; to determine capital requirements; to facilitate a comparison of our results with those
of other companies; and in communications with our board of directors concerning our financial performance. We
also use free cash flow as a factor when determining management�s incentive compensation.

Management believes that the use of free cash flow provides consistency and comparability with our past financial
performance, facilitates period to period comparisons of operations, and also facilitates comparisons with other
peer companies, many of which use similar non-GAAP financial measures to supplement their GAAP results.

Although free cash flow is frequently used by investors and securities analysts in their evaluations of companies,
free cash flow has limitations as an analytical tool, and you should not consider it in isolation or as a substitute for
analysis of our results of operations as reported under GAAP.

Some of these limitations are:

�    free cash flow does not reflect our future requirements for contractual commitments to vendors;

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

�    other companies in our industry may calculate free cash flow or similarly titled measures differently
than we do, limiting their usefulness as comparative measures.
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Management compensates for the inherent limitations associated with using the free cash flow measure through
disclosure of such limitations, presentation of our financial statements in accordance with GAAP, and
reconciliation of free cash flow to the most directly comparable GAAP measure, net cash provided by (used in)
operating activities as presented above.
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RISK FACTORS

An investment in our common stock involves a high degree of risk. You should carefully consider the risks described
below before making an investment decision. Our business, prospects, financial condition, or operating results could
be harmed by any of these risks, as well as other risks not currently known to us or that we currently consider
immaterial. The trading price of our common stock could decline due to any of these risks, and, as a result, you may
lose all or part of your investment. Before deciding whether to invest in our common stock you should also refer to the
other information contained in this prospectus, including our consolidated financial statements and the related notes.

Risks Related to Our Business

We have experienced losses and negative cash flow since our inception, and we may not be able to achieve or
sustain profitability or positive cash flow in the future.

We experienced net losses of $17.4 million for 2008, $19.2 million for 2009, $25.8 million for 2010, and
$10.0 million for the six months ended June 30, 2011, and have an accumulated deficit of $87.9 million as of June 30,
2011. We have not generally achieved positive cash flow from our operations or reported net income, and we do not
expect to be profitable for the foreseeable future. We expect to continue making significant expenditures to develop
and expand our business, including for advertising, customer acquisition, technology infrastructure, storage capacity,
product development, and international expansion, in an effort to increase and service our customer base. In 2011, we
also expect to incur increased expenses associated with the relocation of one of our data centers to a new facility, and
with relocating our customer service operations from India to the U.S., as described elsewhere in this prospectus,
which will adversely affect our operating results for 2011. We also expect that our quarterly results may fluctuate due
to a variety of factors described elsewhere in this prospectus, including the timing and amount of our advertising
expenditures, which are seasonal, as well as the timing and amount of expenditures related to the development of
technologies and solutions and to defend intellectual property infringement and other claims. In addition, as a public
company, we will incur significant legal, accounting and other expenses, including increased costs for director and
officer liability insurance, that we did not incur as a private company. We may also incur increased losses and
negative cash flow in the future for a number of reasons, including due to the other risks described in this prospectus,
and we may encounter unforeseen expenses, difficulties, complications, delays, and other unknown events. For these
reasons, we expect to continue to record net losses for the next several years and we may not be able to achieve or
maintain positive cash flow from operations or profitability.

Any significant disruption in our service or loss or misuse of our customers� data could damage our reputation
and harm our business and operating results.

Our brand, reputation, and ability to attract, retain, and serve our customers are dependent upon the reliable
performance of our service and our customers� ability to readily access their stored files. Our customers rely on our
online backup service to store digital copies of their valuable data files, including financial records, business
information, photos, and other personally meaningful content. Our data centers are vulnerable to damage or
interruption from human error, intentional bad acts, computer viruses or hackers, earthquakes, hurricanes, floods,
fires, war, terrorist attacks, power losses, hardware failures, systems failures, telecommunications failures, and similar
events, any of which could limit our customers� ability to access their files and could prevent us from being able to
continuously back up our customers� files. Prolonged delays or unforeseen difficulties in connection with adding
storage capacity or upgrading our network architecture when required may cause our service quality to suffer. A
breach of our network security and systems could also cause the loss or public disclosure of, or access by third parties
to, our customers� stored files. Any event that significantly disrupts our service or exposes our customers� stored files to
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misuse could damage our reputation and harm our business and operating results, including reducing our revenue,
causing us to issue credits to customers, subjecting us to potential liability, harming our renewal rates, or increasing
our cost of acquiring new customers.
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The market for online backup solutions is competitive, and if we do not compete effectively, our operating results
could be harmed.

We compete with both online backup providers and providers of traditional hardware-based backup systems. The
market for online backup solutions is competitive and rapidly changing. We directly compete with Prosoftnet,
CrashPlan, Mozy (a division of VMWare), Symantec�s Norton Online Backup, McAfee Online Backup, SOS Online
Backup, and others. Certain of our features, including our remote access service, also compete with current or
potential services offered by Apple, Google, Microsoft, Amazon, and others. Certain of our planned features,
including the ability to share data with third parties, also compete with current or potential services offered by
DropBox, Mozy, SugarSync, and others. With the introduction of new technologies and market entrants, we expect
competition to intensify in the future. Many of our actual and potential competitors benefit from competitive
advantages over us, such as greater name recognition, longer operating histories, more varied services, larger
marketing budgets, established marketing relationships, access to larger customer bases, major distribution agreements
with computer manufacturers, internet service providers and resellers, and greater financial, technical, and other
resources. Some of our competitors may make acquisitions or enter into strategic relationships to offer a more
comprehensive service than we do. These combinations may make it more difficult for us to compete effectively. We
expect these trends to continue as competitors attempt to strengthen or maintain their market positions.

Demand for our online backup solutions is sensitive to price. Many factors, including our advertising, customer
acquisition and technology costs, and our current and future competitors� pricing and marketing strategies, can
significantly affect our pricing strategies. Certain of our competitors offer, or may in the future offer, lower-priced or
free products or services that compete with our solutions. Similarly, certain competitors may use internet-based
marketing strategies that enable them to acquire customers at a lower cost than us. There can be no assurance that we
will not be forced to engage in price-cutting initiatives, or to increase our advertising and other expenses to attract and
retain customers in response to competitive pressures, either of which could have a material adverse effect on our
revenue and operating results.

Our limited operating history makes it difficult to evaluate our current business and future prospects.

We have been in existence since 2005, and our revenue has grown rapidly from $8.2 million in 2008 to $38.6 million
in 2010, representing a compound annual growth rate of 117.0% over that period. We do not expect that this growth
rate will continue in future periods and you should not rely on the revenue growth of any prior quarterly or annual
periods as an indication of our future performance. In addition, because we recognize revenue from customers over
the terms of their subscriptions, a large portion of our revenue for each quarter reflects deferred revenue from
subscriptions entered into during previous quarters, and downturns or upturns in subscription sales or renewals may
not be reflected in our operating results until later periods. We may not achieve sufficient revenue to achieve or
maintain positive cash flow from operations or profitability, and our limited operating history may make it difficult for
you to evaluate our current business and our future prospects. We have encountered and will continue to encounter
risks and difficulties frequently experienced by growing companies in rapidly changing industries, including
increasing expenses as we continue to grow our business. If we do not manage these risks successfully, our business
will be harmed. If our future growth fails to meet investor or analyst expectations, it could have a negative effect on
our stock price. If our growth rate were to decline significantly or become negative, it could adversely affect our
financial condition and operating results.

A decline in demand for our solutions or for online backup solutions in general could cause our revenue to
decline.
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We derive, and expect to continue to derive, substantially all of our revenue from the sale of our online backup
solutions, a relatively new and rapidly changing market. As a result, widespread acceptance and use of online backup
solutions is critical to our future growth and success. If the market for online backup
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solutions fails to grow or grows more slowly than we currently anticipate, demand for our solutions could be
negatively affected.

Changes in customer preferences for online backup solutions may have a disproportionately greater impact on us than
if we offered multiple products and services. The market for online backup solutions is subject to rapidly changing
customer demand and trends in preferences. Some of the potential factors that could affect interest in and demand for
online backup solutions include:

�    awareness of our brand and the online backup solutions category generally;

�    the appeal and reliability of our solutions;

�    the price, performance, features, and availability of products and services that compete with ours;

�    public concern regarding privacy and data security;

�    our ability to maintain high levels of customer satisfaction; and

�    the rate of growth in online solutions generally.

In addition, substantially all of our revenue is currently derived from customers in the U.S. Consequently, a decrease
of interest in and demand for online backup solutions in the U.S. could have a disproportionately greater impact on us
than if our geographic mix of revenue was less concentrated.

If we are unable to attract new customers to our solutions on a cost-effective basis, our revenue and operating
results would be adversely affected.

We generate substantially all of our revenue from the sale of subscriptions to our solutions. In order to grow, we must
continue to attract a large number of customers on a cost-effective basis, many of whom have not previously used
online backup solutions. We use and periodically adjust a diverse mix of advertising and marketing programs to
promote our solutions. Significant increases in the pricing of one or more of our advertising channels would increase
our advertising costs or cause us to choose less expensive and perhaps less effective channels. As we add to or change
the mix of our advertising and marketing strategies, we may need to expand into channels with significantly higher
costs than our current programs, which could adversely affect our operating results. Currently, we rely significantly on
advertising endorsements by certain radio personalities. The loss of one or more of these endorsement arrangements or
our inability to obtain additional effective endorsements could adversely affect our advertising and customer
acquisition efforts and our operating results. We may incur advertising and marketing expenses significantly in
advance of the time we anticipate recognizing any revenue generated by such expenses, and we may only at a later
date, or never, experience an increase in revenue or brand awareness as a result of such expenditures. We have made
in the past, and may make in the future, significant investments to test new advertising, and there can be no assurance
that any such investments will lead to the cost-effective acquisition of additional customers. If we are unable to
maintain effective advertising programs, our ability to attract new customers could be adversely affected, our
advertising and marketing expenses could increase substantially, and our operating results may suffer.

A portion of our potential customers locate our website through search engines, such as Google, Bing, and Yahoo!.
Our ability to maintain the number of visitors directed to our website is not entirely within our control. If search
engine companies modify their search algorithms in a manner that reduces the prominence of our listing, or if our
competitors� search engine optimization efforts are more successful than ours, fewer potential customers may click
through to our website. In addition, the cost of purchased listings has increased in the past and may increase in the
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A significant portion of our customers first try our online backup solutions through free trials. We seek to convert
these free trial users to paying customers of our solutions. If our rate of conversion suffers for any reason, our revenue
may decline and our business may suffer.

If we are unable to retain our existing customers, our revenue and operating results would be adversely affected.

If our efforts to satisfy our existing customers are not successful, we may not be able to retain them, and as a result,
our revenue and ability to grow would be adversely affected. We may not be able to accurately predict future trends in
customer renewals. Customers choose not to renew their subscriptions for many reasons, including if customer service
issues are not satisfactorily resolved, a desire to reduce discretionary spending, or a perception that they do not use the
service sufficiently, the service is a poor value, or that competitive services provide a better value or experience. If our
customer retention rate decreases, we may need to increase the rate at which we add new customers in order to
maintain and grow our revenue, which may require us to incur significantly higher advertising and marketing
expenses than we currently anticipate, or our revenue may decline. A significant decrease in our customer retention
rate would therefore have an adverse effect on our business, financial condition, and operating results.

We intend to transition our customer support from a third-party service provider in India to a new customer
support facility we intend to open in the U.S. If we experience operational difficulties or disruptions during this
transition period, our business could be adversely affected.

We have relied on a third-party customer support provider based in India to handle most of our routine support cases.
In 2011, we intend to relocate our customer support function to a new facility in the Portland, Maine area to be staffed
by our employees. If we experience operational difficulties or disruptions during this transition period, our ability to
respond to customer support calls in a timely manner and the quality of our customer support would be adversely
affected or our transition costs may be higher than we expected, which in turn could affect our reputation, customer
retention rates, and operating results.

If we are unable to develop additional solutions for mobile devices, or if users of these devices do not widely adopt
our solutions, our business could be adversely affected.

The number of people who access the internet through devices other than personal computers, including mobile
telephones, personal digital assistants, smartphones, and handheld tablets or computers, has increased dramatically in
the past few years and is projected to continue to increase. We have recently introduced our initial mobile applications
for the iPad and iPhone, BlackBerry, and Android smartphones to access files stored on our systems. However, these
initial applications have not achieved widespread adoption. In addition, people are increasingly using their mobile
devices to create and store data and other content that is important to them. We have not launched any version of our
service that will back up data stored on these devices. If one or more of our competitors were to launch such a service,
or if we were to be unsuccessful in an attempt to launch such a service, our competitive position could be materially
harmed. As new devices and new platforms are continually being released, it is difficult to predict the problems we
may encounter in developing versions of our solutions for use on these mobile devices, and we may need to devote
significant resources to the creation, support, and maintenance of such services, which could adversely affect our
operating results.

If we are unable to expand our base of SMB customers, our business could be adversely affected.

We recently introduced the first version of our backup solution targeted toward SMBs, which are generally companies
that are too small to have a dedicated in-house IT staff. We are committing substantial resources to the expansion and
increased marketing of our SMB offerings. If we are unable to market and sell our solutions to SMBs with
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and achieve profitability will be harmed. We expect it will be more difficult and expensive to attract and retain SMB
customers than consumers, because SMBs:

�    may have different or much more complex needs than those of individual consumers, such as archiving,
version control, enhanced security requirements and other forms of encryption and authentication,
which our solutions may not adequately address;

�    frequently cease operations due to the sale or failure of their business; and

�    are difficult to reach without using more expensive, targeted sales campaigns.

In addition, SMBs frequently have limited budgets and are more likely to be significantly affected by economic
downturns than larger, more established companies. As a result, they may choose to spend funds on items other than
our solutions, particularly during difficult economic times. If we are unsuccessful in meeting the needs of potential
SMB customers, it could adversely affect our future growth and operating results.

If we are unable to improve market recognition of and loyalty to our brand, or if our reputation were to be harmed,
we could lose customers or fail to increase the number of our customers, which could harm our revenue, operating
results, and financial condition.

Given our consumer and SMB market focus, maintaining and enhancing the Carbonite brand is critical to our success.
We believe that the importance of brand recognition and loyalty will increase in light of increasing competition in our
markets. We plan to continue investing substantial resources to promote our brand, both domestically and
internationally, but there is no guarantee that our brand development strategies will enhance the recognition of our
brand. Some of our existing and potential competitors have well-established brands with greater recognition than we
have. If our efforts to promote and maintain our brand are not successful, our operating results and our ability to
attract and retain customers may be adversely affected. In addition, even if our brand recognition and loyalty
increases, this may not result in increased use of our solutions or higher revenue.

Our offerings, as well as those of our competitors, are regularly reviewed in computer and business publications.
Negative reviews, or reviews in which our competitors� products and services are rated more highly than our solutions,
could negatively affect our brand and reputation. From time-to-time, our customers express dissatisfaction with our
solutions, including, among other things, dissatisfaction with our customer support, our billing policies, our handling
of personal data, and the way our solutions operate. If we do not handle customer complaints effectively, our brand
and reputation may suffer, we may lose our customers� confidence, and they may choose not to renew their
subscriptions. In addition, many of our customers participate in online blogs about computers and internet services,
including our solutions, and our success depends in part on our ability to generate positive customer feedback through
such online channels where consumers seek and share information. If actions we take or changes we make to our
solutions upset these customers, their blogging could negatively affect our brand and reputation. Complaints or
negative publicity about our solutions or billing practices could adversely impact our ability to attract and retain
customers and our business, financial condition, and operating results.

The termination of our relationship with any major credit card company would have a severe, negative impact on
our ability to collect revenue from customers. Increases in credit card processing fees would increase our operating
expenses and adversely affect our operating results.

Substantially all of our customers purchase our solutions online with credit cards, and our business depends upon our
ability to offer credit card payment options. The termination of our ability to process payments on any major credit
card would significantly impair our ability to operate our business and significantly increase our administrative costs
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and applicable to us, these issuers could terminate their agreements with us, and we could lose our ability to offer our
customers a credit card payment option. If these issuers increase their credit card processing fees because we
experience excessive chargebacks or refunds or for other reasons, it could adversely affect our business and operating
results.

Any significant disruption in service on our websites or in our computer systems could damage our reputation and
result in a loss of customers, which would harm our business and operating results.

Our brand, reputation, and ability to attract, retain and serve our customers are dependent upon the reliable
performance of our websites, network infrastructure and payment systems, and our customers� ability to readily access
their stored files. We have experienced interruptions in these systems in the past, including server failures that
temporarily slowed down our websites� performance and our customers� ability to access their stored files, or made our
websites and infrastructure inaccessible, and we may experience interruptions in the future. Interruptions in these
systems, whether due to system failures, computer viruses, physical or electronic break-ins, or other factors, could
affect the security or availability of our websites and infrastructure and prevent us from being able to continuously
back up our customers� data or our customers from accessing their data. In addition, prolonged delays or unforeseen
difficulties in connection with adding storage capacity or upgrading our network architecture when required may
cause our service quality to suffer. While we believe that there are alternative suppliers who could meet our needs, we
currently depend primarily on one provider of disk storage systems for our data centers. Problems with the reliability
or security of our systems could harm our reputation. Damage to our reputation and the cost of remedying these
problems could negatively affect our business, financial condition, and operating results.

Our systems provide redundancy at the disk level, but do not keep separate, redundant copies of backed up customer
files. Instead, we rely on the fact that our customers, in effect, back up our system by maintaining the primary instance
of their files. We do not intend to create redundant backup sites for our solutions. As such, a total failure of our
systems, or the failure of any of our systems, could result in the loss of or a temporary inability to back up our
customers� data and result in our customers being unable to access their stored files. If one of our data centers fails at
the same time that our customers� computers fail, we would be unable to provide backed up copies of their data. If this
were to occur, our reputation could be compromised and we could be subject to liability to the customers that were
affected.

Our data centers, both of which are located in the Boston, Massachusetts metropolitan area, are vulnerable to damage
or interruption from human error, intentional bad acts, pandemics, earthquakes, hurricanes, floods, fires, war, terrorist
attacks, power losses, hardware failures, systems failures, telecommunications failures, and similar events. As both of
our data facilities are located in a single metropolitan area, we may be more susceptible to the risk that a single event
could significantly harm the operations of these facilities. The occurrence of a natural disaster, power failure or an act
of terrorism, vandalism or other misconduct, a decision to close the facilities without adequate notice, or other
unanticipated problems could result in lengthy interruptions in our services. The occurrence of any of the foregoing
events could damage our systems and hardware or could cause them to fail completely, and our insurance may not
cover such events or may be insufficient to compensate us for the potentially significant losses, including the potential
harm to the future growth of our business, that may result from interruptions in our service as a result of system
failures.

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

We host our services and serve all of our customers from our network servers, which are located at two data center
facilities in the Boston, Massachusetts metropolitan area. While we control and have access to our servers and all of
the components of our network that are located in our external data centers, we do not control the operation of these
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The owners of our data center facilities have no obligation to renew their agreements with us on commercially
reasonable terms, or at all. If we are unable to renew these agreements on commercially reasonable terms, we may be
required to transfer our servers to new data center facilities, and we may incur significant costs and possible service
interruption in connection with doing so. During 2011, we intend to relocate one of our data centers to a new facility,
including relocation of certain of our existing servers, and we will incur additional costs in connection with this
transition. Any operational difficulties or disruptions we experience in connection with this transition could adversely
affect our reputation and operating results.

Problems faced by our third-party data center locations, with the telecommunications network providers with whom
we or they contract, or with the systems by which our telecommunications providers allocate capacity among their
customers, including us, could adversely affect the experience of our customers. Our third-party data centers operators
could decide to close their facilities without adequate notice. In addition, any financial difficulties, such as
bankruptcy, faced by our third-party data centers operators or any of the service providers with whom we or they
contract may have negative effects on our business, the nature and extent of which are difficult to predict.
Additionally, if our data centers are unable to keep up with our growing needs for capacity, this could have an adverse
effect on our business. Any changes in third-party service levels at our data centers or any errors, defects, disruptions,
or other performance problems with our services could harm our reputation and may damage our customers� stored
files. Interruptions in our services might reduce our revenue, cause us to issue refunds to customers, subject us to
potential liability, or harm our renewal rates.

If the security of our customers� confidential information stored in our systems is breached or their stored files are
otherwise subjected to unauthorized access, our reputation and business may be harmed, and we may be exposed to
liability.

Our customers rely on our online system to store digital copies of their files, including financial records, business
information, photos, and other personally meaningful content. We also store credit card information and other
personal information about our customers. A breach of our network security and systems or other events that cause the
loss or public disclosure of, or access by third parties to, our customers� stored files could have serious negative
consequences for our business, including possible fines, penalties and damages, reduced demand for our solutions, an
unwillingness of customers to provide us with their credit card or payment information, an unwillingness of our
customers to use our solutions, harm to our reputation and brand, loss of our ability to accept and process customer
credit card orders, and time-consuming and expensive litigation. Third parties may be able to circumvent our security
by deploying viruses, worms, and other malicious software programs that are designed to attack or attempt to infiltrate
our systems and networks. Further, outside parties may attempt to fraudulently induce employees to disclose sensitive
information in order to gain access to our information or our customers� information. The techniques used to obtain
unauthorized access, disable or degrade service, or sabotage systems change frequently, often are not recognized until
launched against a target, and may originate from less regulated or remote areas around the world. As a result, we may
be unable to proactively address these techniques or to implement adequate preventative or reactionary measures. In
addition, employee error, malfeasance, or other errors in the storage, use, or transmission of personal information
could result in a breach of customer or employee privacy.

Many states have enacted laws requiring companies to notify individuals of data security breaches involving their
personal data. These mandatory disclosures regarding a security breach often lead to widespread negative publicity,
which may cause our customers to lose confidence in the effectiveness of our data security measures. Any security
breach, whether successful or not, would harm our reputation and could cause the loss of customers. Similarly, if a
well-publicized breach of data security at any other online backup service provider or other major consumer website
were to occur, there could be a general public loss of confidence in the use of the internet for online backup services
or commercial transactions generally. Any of these events could have material adverse effects on our business,
financial condition, and operating results.
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We process, store and use personal information and other data, which subjects us to governmental regulation and
other legal obligations related to privacy, and our actual or perceived failure to comply with such obligations could
harm our business.

We receive, store, and process personal information and other customer data. There are numerous federal, state, local,
and foreign laws regarding privacy and the storing, sharing, use, processing, disclosure and protection of personal
information and other customer data, the scope of which are changing, subject to differing interpretations, and may be
inconsistent among countries or conflict with other rules. We generally seek to comply with industry standards and are
subject to the terms of our privacy policies and privacy-related obligations to third parties. We strive to comply with
all applicable laws, policies, legal obligations and industry codes of conduct relating to privacy and data protection to
the extent possible. However, it is possible that these obligations may be interpreted and applied in a manner that is
inconsistent from one jurisdiction to another and may conflict with other rules or our practices. Any failure or
perceived failure by us to comply with our privacy policies, our privacy-related obligations to customers or other third
parties, or our privacy-related legal obligations, or any compromise of security that results in the unauthorized release
or transfer of personally identifiable information or other customer data, may result in governmental enforcement
actions, litigation, or public statements against us by consumer advocacy groups or others and could cause our
customers to lose trust in us, which could have an adverse effect on our reputation and business. Our customers may
also accidentally disclose their passwords or store them on a mobile device which is lost or stolen, creating the
perception that our systems are not secure against third party access. Additionally, if third parties we work with, such
as vendors or developers, violate applicable laws or our policies, such violations may also put our customers�
information at risk and could in turn have an adverse effect on our business. Any significant change to applicable
laws, regulations or industry practices regarding the use or disclosure of our customers� data, or regarding the manner
in which the express or implied consent of customers for the use and disclosure of such data is obtained, could require
us to modify our services and features, possibly in a material manner, and may limit our ability to develop new
services and features that make use of the data that our customers voluntarily share with us.

We may not be able to respond to rapid technological changes with new solutions, which could have a material
adverse effect on our operating results.

The online backup market is characterized by rapid technological change and frequent new product and service
introductions. Our ability to attract new customers and increase revenue from existing customers will depend in large
part on our ability to enhance and improve our existing solutions, introduce new features and products and sell into
new markets. Customers may require features and capabilities that our current solutions do not have. Our failure to
develop solutions that satisfy customer preferences in a timely and cost-effective manner may harm our ability to
renew our subscriptions with existing customers and create or increase demand for our solutions, and may adversely
impact our operating results.

The introduction of new services by competitors or the development of entirely new technologies to replace existing
offerings could make our solutions obsolete or adversely affect our business and operating results. In addition, any
new markets or countries into which we attempt to sell our solutions may not be receptive. We may experience
difficulties with software development, design, or marketing that could delay or prevent our development,
introduction, or implementation of new solutions and enhancements. We have in the past experienced delays in the
planned release dates of new features and upgrades, and have discovered defects in new solutions after their
introduction. There can be no assurance that new solutions or upgrades will be released according to schedule, or that
when released they will not contain defects. Either of these situations could result in adverse publicity, loss of
revenue, delay in market acceptance, or claims by customers brought against us, all of which could have a material
adverse effect on our reputation, business, operating results, and financial condition. Moreover, upgrades and
enhancements to our solutions may require substantial investment and we have no assurance that such investments
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such enhancements do not achieve market acceptance, our business, operating results, and financial condition may be
adversely affected.

Our quarterly operating results have fluctuated in the past and may continue to do so in the future. As a result, we
may fail to meet or exceed the expectations of research analysts or investors, which could cause our stock price to
decline.

Our quarterly operating results may fluctuate as a result of a variety of factors, many of which are outside of our
control. If our quarterly operating results or guidance fall below the expectations of research analysts or investors, the
price of our common stock could decline substantially. The following factors, among others, could cause fluctuations
in our quarterly operating results or guidance:

�    our ability to attract new customers and retain existing customers;

�    our ability to accurately forecast revenue and appropriately plan our expenses;

�    our ability to introduce new solutions;

�    the actions of our competitors, including pricing changes or the introduction of new products;

�    our ability to effectively manage our growth;

�    the mix of annual and multi-year subscriptions at any given time;

�    seasonal variations or other cyclicality in the demand for our solutions, including the purchasing and
budgeting cycles of our SMB customers;

�    the timing and cost of advertising and marketing efforts;

�    the timing and cost of developing or acquiring technologies, services, or businesses;

�    the timing, operating cost, and capital expenditures related to the operation, maintenance, and expansion
of our business;

�    service outages or security breaches and any related impact on our reputation;

�    our ability to successfully manage any future acquisitions of businesses, solutions, or technologies;

�    the impact of worldwide economic, industry, and market conditions and those conditions specific to
internet usage and online businesses;

�    costs associated with defending intellectual property infringement and other claims; and

�    changes in government regulation affecting our business.

We believe that our quarterly revenue and operating results may vary significantly in the future and that
period-to-period comparisons of our operating results may not be meaningful. You should not rely on the results of
one quarter as an indication of future performance.
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and back to school periods and our bookings tend to be higher in these periods. While we believe that these seasonal
trends have affected and will continue to affect our quarterly results, our trajectory of rapid growth may have
overshadowed these effects to date. We believe that our business may become more seasonal in the future as our
growth rate slows, and that such seasonal variations in advertising expenditures and customer purchasing patterns may
result in fluctuations in our financial results.

Growth may place significant demands on our management and our infrastructure.

We have experienced substantial growth in our business. This growth has placed and may continue to place significant
demands on our management and our operational and financial infrastructure. As our operations grow in size, scope,
and complexity, we will need to improve and upgrade our systems and infrastructure to attract, service, and retain an
increasing number of customers. The expansion of our systems and infrastructure will require us to commit substantial
financial, operational, and technical resources in advance of an increase in the volume of business, with no assurance
that the volume of business will increase. Any such additional capital investments will increase our cost base.
Continued growth could also strain our ability to maintain reliable service levels for our customers, develop and
improve our operational, financial and management controls, enhance our reporting systems and procedures, and
recruit, train, and retain highly skilled personnel. If we fail to achieve the necessary level of efficiency in our
organization as we grow, our business, operating results, and financial condition could be harmed.

We may expand by acquiring or investing in other companies, which may divert our management�s attention,
result in additional dilution to our stockholders, and consume resources that are necessary to sustain our business.

We may in the future acquire complementary products, services, technologies, or businesses. For example, in June
2011, we acquired substantially all of the assets of Phanfare, Inc., a privately-held provider of photo sharing services,
for $2 million in cash and the assumption of certain liabilities. We also may enter into relationships with other
businesses to expand our portfolio of solutions or our ability to provide our solutions in foreign jurisdictions, which
could involve preferred or exclusive licenses, additional channels of distribution, discount pricing, or investments in
other companies. We do not have experience with integrating and managing acquired businesses or assets. Negotiating
these transactions can be time-consuming, difficult and expensive, and our ability to complete these transactions may
often be subject to conditions or approvals that are beyond our control. Consequently, these transactions, even if
undertaken and announced, may not close.

An acquisition, investment, or new business relationship may result in unforeseen operating difficulties and
expenditures. In particular, we may encounter difficulties assimilating or integrating the businesses, technologies,
products, personnel, or operations of acquired companies, particularly if the key personnel of the acquired company
choose not to work for us, the company�s software is not easily adapted to be compatible with ours, or we have
difficulty retaining the customers of any acquired business due to changes in management or otherwise. Acquisitions
may also disrupt our business, divert our resources, and require significant management attention that would otherwise
be available for the development of our business. Moreover, the anticipated benefits of any acquisition, investment, or
business relationship may not be realized or we may be exposed to unknown liabilities, including litigation against the
companies we may acquire. For one or more of those transactions, we may:

�    issue additional equity securities that would dilute our stockholders;
�    use cash that we may need in the future to operate our business;
�    incur debt on terms unfavorable to us or that we are unable to repay or that may place burdensome

restrictions on our operations;
�    incur large charges or substantial liabilities; or
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�    become subject to adverse tax consequences, or substantial depreciation, deferred compensation or other
acquisition-related accounting charges.

Any of these risks could harm our business and operating results.

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

We depend on the continued service and performance of our key personnel, including David Friend, our President and
Chief Executive Officer, and Jeffry Flowers, our Chief Architect. We do not have long-term employment agreements
with any of our officers or key employees. In addition, many of our key technologies and systems are custom-made
for our business by our personnel. The loss of key personnel, including key members of our management team, as
well as certain of our key marketing, sales, product development, or technology personnel, could disrupt our
operations and have an adverse effect on our ability to grow our business. In addition, several of our key personnel
have only recently been employed by us, and we are still in the process of integrating these personnel into our
operations. Our failure to successfully integrate these key employees into our business could adversely affect our
business.

To execute our growth plan, we must attract and retain highly qualified personnel. Competition for these employees is
intense, and we may not be successful in attracting and retaining qualified personnel. We have from time to time in
the past experienced, and we expect to continue to experience, difficulty in hiring and retaining highly skilled
employees with appropriate qualifications. New hires require significant training and, in most cases, take significant
time before they achieve full productivity. Our recent hires and planned hires may not become as productive as we
expect, and we may be unable to hire or retain sufficient numbers of qualified individuals. Many of the companies
with which we compete for experienced personnel have greater resources than we have. In addition, in making
employment decisions, particularly in the internet and high-technology industries, job candidates often consider the
value of the stock options they are to receive in connection with their employment. In addition, employees may be
more likely to leave us if the shares they own or the shares underlying their vested options have significantly
appreciated in value relative to the original purchase prices of the shares or the exercise prices of the options, or if the
exercise prices of the options that they hold are significantly above the market price of our common stock. If we fail to
attract new personnel, or fail to retain and motivate our current personnel, our business and growth prospects could be
severely harmed.

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

We believe that our corporate culture has been a key contributor to our success. If we do not continue to develop our
corporate culture as we grow and evolve, including maintaining our culture of transparency with our employees, it
could harm our ability to foster the innovation, creativity, and teamwork we believe that we need to support our
growth. As our organization grows and we are required to implement more complex organizational structures, we may
find it increasingly difficult to maintain the beneficial aspects of our corporate culture, which could negatively impact
our future success. In addition, our initial public offering could create disparities of wealth among our employees,
which could adversely impact relations among employees and our corporate culture in general.

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

We do not believe we are required to collect sales, use, or other similar taxes from our customers. However, one or
more states or countries may seek to impose sales, use, or other tax collection obligations on us, including for past
sales by us or our resellers and other partners. A successful assertion by a state, country,
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or other jurisdiction that we should have or should be collecting sales, use, or other taxes on our services could, among
other things, result in substantial tax liabilities for past sales, create significant administrative burdens for us,
discourage customers from purchasing our services, or otherwise harm our business and operating results.

Our ability to use net operating losses to offset future taxable income may be subject to certain limitations.

As of December 31, 2010, we had federal net operating loss carryforwards, or NOLs, of $72.8 million available to
offset future taxable income, which expire in various years through 2031 if not utilized. A lack of future taxable
income would adversely affect our ability to utilize these NOLs before they expire. Under the provisions of the
Internal Revenue Code of 1986, as amended, or the Internal Revenue Code, substantial changes in our ownership may
limit the amount of pre-change NOLs that can be utilized annually in the future to offset taxable income. Section 382
of the Internal Revenue Code, or Section 382, imposes limitations on a company�s ability to use NOLs if a company
experiences a more-than-50-percent ownership change over a three-year testing period. We believe that, as a result of
this offering or as a result of prior or future issuances of our capital stock, it is possible that such a change in our
ownership has occurred or will occur. If such a change in our ownership has occurred or occurs, our ability to use our
NOLs in any future periods may be substantially limited. For these reasons, we may not be able to utilize a material
portion of the NOLs reflected on our balance sheet, even if we achieve profitability. If we are limited in our ability to
use our NOLs in future years in which we have taxable income, we will pay more taxes than if we were able to fully
utilize our NOLs. This could adversely affect our operating results and the market price of our common stock.

Any expenses or liability resulting from litigation could adversely affect our operating results and financial
condition.

From time to time, we may be subject to claims or litigation, including intellectual property litigation as described
elsewhere in this prospectus. Any such claims or litigation may be time-consuming and costly, divert management
resources, require us to change our services, require us to refund subscription fees, or have other adverse effects on
our business. Any of the foregoing could have a material adverse effect on our operating results and could require us
to pay significant monetary damages. In addition, we receive and must respond on a periodic basis to subpoenas from
law enforcement agencies seeking copies of a customer�s data stored on our servers in connection with criminal
investigations. While we have in place a procedure to respond to such subpoenas, any failure on our part to properly
respond to such subpoena requests could expose us to litigation or other proceedings and adversely affect our
business, financial condition, and operating results.

Our success depends on our customers� continued high-speed access to the internet and the continued reliability
of the internet infrastructure.

Our business depends on our customers� high-speed access to the internet, as well as the continued maintenance and
development of the internet infrastructure. The future delivery of our solutions will depend on third party internet
service providers to expand high-speed internet access, to maintain a reliable network with the necessary speed, data
capacity and security, and to develop complementary products and services, including high-speed modems, for
providing reliable and timely internet access and services. All of these factors are out of our control. To the extent that
the internet continues to experience an increased number of users, frequency of use, or bandwidth requirements, the
internet may become congested and be unable to support the demands placed on it, and its performance or reliability
may decline. Any internet outages or delays could adversely affect our ability to provide services to our customers.
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Our business may be significantly impacted by a change in the economy, including any resulting effect on
consumer spending.

Our business may be affected by changes in the economy generally, including any resulting effect on consumer
spending. Our services are discretionary purchases, and our customers may reduce their discretionary spending on our
services during an economic downturn. Although we have not yet experienced a material reduction in subscription
renewals, we may experience such a reduction in the future, especially in the event of a prolonged recessionary period.
Conversely, media prices may increase in a period of economic growth, which could significantly increase our
marketing and advertising expenses. As a result, our business, financial condition, and operating results may be
significantly affected by changes in the economy generally.

We face many risks associated with our plans to expand internationally, which could harm our business, financial
condition, and operating results.

We anticipate that our efforts to expand internationally will entail the marketing and advertising of our services and
brand and the development of localized websites. We do not have substantial experience in selling our solutions in
international markets or in conforming to the local cultures, standards, or policies necessary to successfully compete
in those markets, and we must invest significant resources in order to do so. We may not succeed in these efforts or
achieve our customer acquisition or other goals. For some international markets, customer preferences and buying
behaviors may be different, and we may use business or pricing models that are different from our traditional
subscription model to provide online backup and related services to customers. Our revenue from new foreign markets
may not exceed the costs of establishing, marketing, and maintaining our international offerings, and therefore may
not be profitable on a sustained basis, if at all.

In addition, conducting international operations subjects us to new risks that we have not generally faced in the
U.S. These risks include:

�    localization of our solutions, including translation into foreign languages and adaptation for local
practices and regulatory requirements;

�    lack of experience in other geographic markets;

�    strong local competitors;

�    cost and burden of complying with, lack of familiarity with, and unexpected changes in foreign legal
and regulatory requirements, including consumer and data privacy laws;

�    difficulties in managing and staffing international operations;

�    fluctuations in currency exchange rates or restrictions on foreign currency;

�    potentially adverse tax consequences, including the complexities of transfer pricing, foreign value added
or other tax systems, double taxation and restrictions and/or taxes on the repatriation of earnings;

�    dependence on third parties, including channel partners with whom we do not have extensive
experience;

�    
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�    increased financial accounting and reporting burdens and complexities;
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�    political, social, and economic instability abroad, terrorist attacks, and security concerns in general; and

�    reduced or varied protection for intellectual property rights in some countries.

Operating in international markets also requires significant management attention and financial resources. The
investment and additional resources required to establish operations and manage growth in other countries may not
produce desired levels of revenue or profitability.

Our software contains encryption technologies, certain types of which are subject to U.S. and foreign export control
regulations and, in some foreign countries, restrictions on importation and/or use. Any failure on our part to comply
with encryption or other applicable export control requirements could result in financial penalties or other sanctions
under the U.S. export regulations, including restrictions on future export activities, which could harm our business and
operating results. Regulatory restrictions could impair our access to technologies that we seek for improving our
solutions and may also limit or reduce the demand for our solutions outside of the U.S.

We may not be able to maintain control of our business in China.

The government of the People�s Republic of China, or PRC, restricts foreign investment in internet and online
advertising businesses. Accordingly, we intend to operate our online backup business in China through an affiliated
entity in China owned by an individual designated by us. The individual stockholder of the entity will be a PRC
citizen. We expect to enter into contractual arrangements with our affiliated entity and its individual stockholder that
are intended to protect our technologies and business. While we have not yet established these contractual
arrangements, we anticipate that we will loan funds to the designated individual to enable the individual to form the
affiliated entity and obtain any necessary licenses, including an Internet Content Provider, or ICP, license. We expect
that this loan would be secured by the capital stock of the affiliated entity, and that the designated individual
stockholder would grant us the contractual right to exercise his rights as the sole stockholder of the affiliated entity.
We cannot assure you, however, that we will be able to enforce these contracts. We will have no equity ownership
interest in the affiliated entity and will rely on contractual arrangements with the entity and the designated individual
stockholder to control and operate the entity. These contractual arrangements may not be as effective in providing
control over the affiliated entity as direct ownership. For example, the entity could fail to take actions required for, or
beneficial to, our business or fail to maintain our websites despite its contractual obligations to do so. In addition, we
cannot assure you that the individual shareholder of the affiliated entity would always act in our best interests. If the
affiliated entity or its individual stockholder fail to perform their obligations under their respective agreements with
us, we may need to engage in litigation in China to enforce our rights, which may be time-consuming and costly,
divert management resources, or have other adverse effects on our business, and we may not be successful in
enforcing our rights. In addition, since the affiliated entity has not yet been formed, it has not begun the process of
seeking an ICP license, and we cannot assure you that the affiliated entity will be able to be formed and obtain an ICP
license on a timely basis, if at all. Any delay or failure in the affiliated entity obtaining an ICP license could delay or
prevent us from operating our online backup business in China, and we would be unable to recover any costs we incur
in attempting to establish our business in China.

The laws and regulations governing our business or the enforcement and performance of our proposed contractual
arrangements with our affiliated Chinese entity and the designated individual stockholder are relatively new and may
be subject to change, and their official interpretation and enforcement may involve substantial uncertainty. New laws
and regulations that affect our business may also be applied retroactively. We cannot assure you that the PRC
government would agree that the operating arrangements comply with PRC licensing, registration, or other regulatory
requirements, with existing policies, or with requirements or policies that may be adopted in the future. If the PRC
government determines that we do not comply with applicable law, it could revoke our business and operating

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 53



licenses, require us to discontinue or restrict our operations,

24

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 54



Table of Contents

restrict our right to collect revenue, block our websites, require us to restructure our operations, impose additional
conditions or requirements with which we may not be able to comply, impose restrictions on our business operations
or on our customers, or take other regulatory or enforcement actions against us that could be harmful to our business.
In addition, since the PRC historically has not protected intellectual property to the same extent as the United States,
by operating in the PRC we may face an increased risk of infringement of our intellectual property by third parties.

Risks Related to Intellectual Property

Assertions by a third party that our solutions infringe its intellectual property, whether or not correct, could subject
us to costly and time-consuming litigation or expensive licenses. We are currently a defendant in a lawsuit alleging
patent infringement.

There is frequent litigation in the software and technology industries based on allegations of infringement or other
violations of intellectual property rights. Many companies are devoting significant resources to obtaining patents that
could affect many aspects of our business. Third parties may claim that our technologies or solutions infringe or
otherwise violate their patents or other intellectual property rights. As we face increasing competition and become
increasingly visible as a publicly-traded company, or if we become more successful, the possibility of new third party
claims may increase.

We have licensed proprietary technologies from third parties that we use in our technologies and business, and we
cannot be certain that the owners� rights in their technologies will not be challenged, invalidated, or circumvented. If
we are forced to defend ourselves against intellectual property infringement claims, whether they have merit or are
determined in our favor, we may face costly litigation, diversion of technical and management personnel, limitations
on our ability to use our current websites and technologies, and an inability to market or provide our solutions. As a
result of any such claim, we may have to develop or acquire non-infringing technologies pay damages, enter into
royalty or licensing agreements, cease providing certain services, adjust our marketing and advertising activities, or
take other actions to resolve the claims. These actions, if required, may be costly or unavailable on terms acceptable to
us or at all.

Furthermore, we may acquire proprietary technologies from third parties and may incorporate such technologies in
our solutions. In addition to the general risks described above associated with intellectual property and other
proprietary rights, we are subject to the additional risk that the seller of such technologies may not have appropriately
created, maintained, or enforced such rights in such technology.

In August 2010 Oasis Research, LLC, or Oasis Research, filed a lawsuit against us and several of our competitors and
other online technology companies in the U.S. District Court for the Eastern District of Texas, alleging that our online
backup storage services and other companies� products or services infringe certain of Oasis Research�s patents. Oasis
Research seeks an award for damages in an unspecified amount. Oasis Research does not currently seek an injunction.
We are not able to assess with certainty the outcome of this litigation or the amount or range of potential damages or
future payments associated with this litigation at this time. However, any litigation is subject to inherent uncertainties,
and there can be no assurance that the expenses associated with defending this lawsuit or its resolution will not have a
material adverse impact on our business, operations, financial condition, or cash flows. A trial date has been
preliminarily set for late 2012.

Our success depends in large part on our ability to protect and enforce our intellectual property rights. If we are
not able to adequately protect our intellectual property and proprietary technologies to prevent use or appropriation
by our competitors, the value of our brand and other intangible assets may be diminished, and our business may be
adversely affected.
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and trade secret laws, as well as confidentiality procedures and contractual restrictions, to establish and protect our
proprietary rights, all of which provide only limited protection and may not now or in the future provide us with a
competitive advantage. CARBONITE and the Carbonite logo are our registered trademarks in the U.S. and in certain
other countries. We have filed trademark applications for additional marks in the U.S. and other countries. We cannot
assure you that any future trademark registrations will be issued for pending or future applications or that any
registered trademarks will be enforceable or provide adequate protection of our proprietary rights. We have 13 patent
applications pending, and are in the process of filing additional patent applications. We cannot assure you that any
patents will issue from any such patent applications, that patents that issue from such applications will give us the
protection that we seek, or that any such patents will not be challenged, invalidated, or circumvented. Any patents that
may issue in the future from our pending or future patent applications may not provide sufficiently broad protection
and may not be enforceable in actions against alleged infringers.

There can be no assurance that the steps we take will be adequate to protect our technologies and intellectual property,
that our trademark and patent applications will lead to registered trademarks or issued patents, that others will not
develop or patent similar or superior technologies, products, or services, or that our trademarks, patents, and other
intellectual property will not be challenged, invalidated, or circumvented by others. Furthermore, effective trademark,
patent, copyright, and trade secret protection may not be available in every country in which our services are available
or where we have employees or independent contractors. In addition, the legal standards relating to the validity,
enforceability, and scope of protection of intellectual property rights in internet-related industries are uncertain and
still evolving.

The steps we have taken and will take may not prevent unauthorized use, reverse engineering, or misappropriation of
our technologies and we may not be able to detect any of the foregoing. Others may independently develop
technologies that are competitive to ours or infringe our intellectual property. Defending and enforcing our intellectual
property rights may result in litigation, which can be costly and divert management attention and resources. Any such
litigation may not be successful even if such rights have been infringed, and an adverse decision could limit the scope
of such rights. If our efforts to protect our technologies and intellectual property are inadequate, the value of our brand
and other intangible assets may be diminished and competitors may be able to mimic our solutions and methods of
operations. Any of these events could have a material adverse effect on our business, financial condition, and
operating results.

Confidentiality agreements with employees and others may not adequately prevent disclosure of our trade secrets
and proprietary information. Failure to protect our proprietary information could make it easier for third parties to
compete with our solutions and harm our business.

We have devoted substantial resources to the development of our proprietary technologies and related processes. In
order to protect our proprietary technologies and processes, we rely in part on trade secret laws and confidentiality
agreements with our employees, licensees, independent contractors, and other advisors. These agreements may not
effectively prevent disclosure of confidential information and may not provide an adequate remedy in the event of
unauthorized disclosure of confidential information. In addition, others may independently discover our trade secrets,
in which case we would not be able to assert trade secret rights, or develop similar technologies and processes.
Further, laws in certain jurisdictions may afford little or no trade secret protection, and any changes in, or unexpected
interpretations of, the intellectual property laws in any country in which we operate may compromise our ability to
enforce our intellectual property rights. Costly and time-consuming litigation could be necessary to enforce and
determine the scope of our proprietary rights, and failure or inability to obtain or maintain trade secret protection or
otherwise protect our proprietary rights could adversely affect our business.
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Our use of �open source� software could negatively affect our ability to sell our solutions and subject us to possible
litigation.

A portion of the technologies licensed by us to our customers incorporates so-called �open source� software, and we
may incorporate open source software in the future. Such open source software is generally licensed by its authors or
other third parties under open source licenses. These licenses may subject us to certain unfavorable conditions,
including requirements that we offer our solutions that incorporate the open source software for no cost, that we make
publicly available source code for modifications or derivative works we create based upon, incorporating, or using the
open source software, and/or that we license such modifications or derivative works under the terms of the particular
open source license. Additionally, if a third party software provider has incorporated open source software into
software that we license from such provider, we could be required to disclose any of our source code that incorporates
or is a modification of such licensed software. If an author or other third party that distributes open source software
that we use or license were to allege that we had not complied with the conditions of the applicable license, we could
be required to incur significant legal expenses defending against such allegations and could be subject to significant
damages, enjoined from the sale of our solutions that contained the open source software, and required to comply with
the foregoing conditions. Any of the foregoing could disrupt the distribution and sale of our solutions and harm our
business.

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

We rely on software licensed from third parties to develop and offer our solutions, including server software from
Microsoft and other patented third-party technologies. In addition, we may need to obtain future licenses from third
parties to use intellectual property associated with the development of our solutions, which might not be available to
us on acceptable terms, or at all. Any loss of the right to use any software required for the development and
maintenance of our solutions could result in delays in the provision of our solutions until equivalent technology is
either developed by us, or, if available from others, is identified, obtained, and integrated, which could harm our
business. Any errors or defects in third party software could result in errors or a failure of our solutions, which could
harm our business.

If we are unable to protect our domain names, our reputation, brand, customer base, and revenue, as well as our
business and operating results, could be adversely affected.

We have registered domain names for websites, or URLs, that we use in our business, such as www.carbonite.com. If
we are unable to maintain our rights in these domain names, our competitors or other third parties could capitalize on
our brand recognition by using these domain names for their own benefit. In addition, although we own the Carbonite
domain name under various global top level domains such as .com and .net, as well as under various country-specific
domains, we might not be able to, or may choose not to, acquire or maintain other country-specific versions of the
Carbonite domain name or other potentially similar URLs. Domain names similar to ours have already been registered
in the U.S. and elsewhere, and our competitors or other third parties could capitalize on our brand recognition by
using domain names similar to ours. The regulation of domain names in the U.S. and elsewhere is generally conducted
by internet regulatory bodies and is subject to change. If we lose the ability to use a domain name in a particular
country, we may be forced to either incur significant additional expenses to market our solutions within that country,
including the development of a new brand and the creation of new promotional materials, or elect not to sell our
solutions in that country. Either result could substantially harm our business and operating results. Regulatory bodies
could establish additional top-level domains, appoint additional domain name registrars, or modify the requirements
for holding domain names. As a result, we may not be able to acquire or maintain the domain names that utilize the
name Carbonite in all of the countries in which we currently conduct or intend to conduct business. Further, the
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our trademarks. Protecting and enforcing our rights in our domain names and determining the rights of others may
require litigation, which could result in substantial costs, divert management attention, and not be decided favorably to
us.

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

The software applications underlying our solutions are inherently complex and may contain material defects or errors,
particularly when first introduced or when new versions or enhancements are released. We have from time to time
found defects or errors in our solutions, and new defects or errors in our existing solutions may be detected in the
future by us or our customers. The costs incurred in correcting such defects or errors may be substantial and could
harm our operating results. In addition, we rely on hardware purchased or leased and software licensed from third
parties to offer our solutions. Any defects in, or unavailability of, our or third party software or hardware that cause
interruptions to the availability of our solutions could, among other things:

�    cause a reduction in revenue or delay in market acceptance of our solutions;

�    require us to issue refunds to our customers or expose us to claims for damages;

�    cause us to lose existing customers and make it more difficult to attract new customers;

�    divert our development resources or require us to make extensive changes to our solutions or software,
which would increase our expenses;

�    increase our technical support costs; and

�    harm our reputation and brand.

Risks Related to this Offering and Ownership of our Common Stock

If we fail to maintain proper and effective internal controls, our ability to produce accurate and timely financial
statements could be impaired, which could harm our operating results, our ability to operate our business, and
investors� views of us.

Ensuring that we have adequate internal financial and accounting controls and procedures in place so that we can
produce accurate financial statements on a timely basis is a costly and time-consuming effort that needs to be
evaluated frequently. As part of our process of documenting and testing our internal control over financial reporting,
we may identify areas for further attention and improvement. We have begun recruiting additional finance and
accounting personnel with skill sets that we will need as a public company. Implementing any appropriate changes to
our internal controls may distract our officers and employees, entail substantial costs to modify our existing processes,
and take significant time to complete. These changes may not, however, be effective in maintaining the adequacy of
our internal controls, and any failure to maintain that adequacy, or consequent inability to produce accurate financial
statements on a timely basis, could increase our operating costs and harm our business. In addition, investors�
perceptions that our internal controls are inadequate or that we are unable to produce accurate financial statements on
a timely basis may harm our stock price and make it more difficult for us to effectively market and sell our solutions
to new and existing customers.

Our failure to raise additional capital or generate the cash flows necessary to expand our operations and invest in
our business could reduce our ability to compete successfully.
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anticipate that our available funds, including the expected net proceeds of this offering and our available bank line of
credit, will be sufficient to meet our cash needs for at least the next 12 months, we may require additional financing in
the future. Our ability to obtain financing will depend, among other things, on our development efforts, business
plans, operating performance and condition of the capital markets at the time we seek financing. If we need to raise
additional funds, we may not be able to obtain additional debt or equity financing on favorable terms, if at all. If we
raise additional equity financing, our stockholders may experience significant dilution of their ownership interests,
and the per share value of our common stock could decline. If we engage in debt financing, we may be required to
accept terms that restrict our ability to incur additional indebtedness and force us to maintain specified liquidity or
other ratios. If we need additional capital and cannot raise it on acceptable terms, we may not be able to, among other
things:

�    develop or enhance our solutions;

�    continue to expand our development, sales, and marketing organizations;

�    acquire complementary technologies, products, or businesses;

�    expand our operations in the U.S. or internationally;

�    hire, train, and retain employees;

�    respond to competitive pressures or unanticipated working capital requirements; or

�    continue our operations.

An active, liquid, and orderly trading market for our common stock may not develop, and you may not be able to
resell your shares at or above the initial public offering price.

Prior to this offering, there has been no public market for shares of our common stock. Although we expect that shares
of our common stock will be approved for listing on the Nasdaq Global Market, an active, liquid, and orderly trading
market for our shares may never develop or be sustained following this offering. The initial public offering price of
shares of our common stock was determined through negotiations between us and the underwriters. This initial public
offering price may not be indicative of the market price for shares of our common stock after this offering. Investors
may not be able to sell their common stock at or above the initial public offering price or at the time that they would
like to sell.

Our stock price may be volatile, and the market price of our common stock after this offering may drop below the
price you pay.

The market price for shares of our common stock could be subject to significant fluctuations after this offering, and it
may decline below the initial public offering price. Market prices for securities of early stage companies have
historically been particularly volatile in response to various factors, some of which are beyond our control. As a result
of this volatility, you may not be able to sell your common stock at or above the initial public offering price. Some of
the factors that may cause the market price for shares of our common stock to fluctuate include:

�    fluctuations in our quarterly financial results or the quarterly financial results of companies perceived to
be similar to us;

�    actual or anticipated fluctuations in our key operating metrics, financial condition, and operating results;
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�    actual or anticipated changes in our growth rate;

�    announcements of technological innovations or new offerings by us or our competitors;

�    our announcement of actual results for a fiscal period that are lower than projected or expected or our
announcement of revenue or earnings guidance that is lower than expected;

�    changes in estimates of our financial results or recommendations by securities analysts;

�    failure of any of our solutions to achieve or maintain market acceptance;

�    changes in market valuations of similar companies;

�    success of competitive products or services;

�    changes in our capital structure, such as future issuances of securities or the incurrence of debt;

�    announcements by us or our competitors of significant products or services, contracts, acquisitions, or
strategic alliances;

�    regulatory developments in the U.S. or foreign countries;

�    actual or threatened litigation involving us or our industry;

�    additions or departures of key personnel;

�    general perception of the future of the online backup market or our solutions;

�    share price and volume fluctuations attributable to inconsistent trading volume levels of our shares;

�    sales of our shares of common stock by us or our stockholders; and

�    changes in general economic, industry, and market conditions.

In addition, the stock market in general, and the market for internet-related companies in particular, has experienced
extreme price and volume fluctuations that have often been unrelated or disproportionate to the operating performance
of those companies. These fluctuations may be even more pronounced in the trading market for our stock shortly
following this offering. If the market price of shares of our common stock after this offering does not exceed the initial
public offering price, you may not realize any return on your investment in us and may lose some or all of your
investment. Securities class action litigation has often been instituted against companies following periods of volatility
in the overall market and in the market price of a company�s securities. This litigation, if instituted against us, could
result in very substantial costs, divert our management�s attention and resources, and harm our business, operating
results, and financial condition. In addition, recent fluctuations in the financial and capital markets have resulted in
volatility in securities prices.

A significant portion of our total outstanding shares may be sold into the public market in the near future, which
could cause the market price of our common stock to drop significantly, even if our business is doing well.
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reduce the market price of our common stock. After this offering, we will have 24,000,105 shares of common stock
outstanding based on the number of shares outstanding as of June 30, 2011. This includes the 5,366,473 shares that we
are selling and the 883,527 shares that the selling stockholders are selling in this offering, which may be resold in the
public market immediately. The remaining 17,750,105 shares, representing 74% of our outstanding shares after this
offering, are currently restricted as a result of securities laws or lock-up agreements but will be able to be sold, subject
to any applicable volume limitations under federal securities laws, in the near future as set forth below (percentages
calculated on the basis of shares outstanding prior to this offering).

Number of Shares and
% of Total Outstanding First Date Available for Sale into Public Market

516,497 shares, or 2.9% On the date of this prospectus
17,233,608 shares, or 97.1% 180 days after the date of this prospectus, subject to

extension in specified instances, due to lock-up
agreements between the holders of these shares and the
underwriters; however, the representatives of the
underwriters can waive the provisions of these lock-up
agreements and allow these stockholders to sell their
shares at any time

After this offering, holders of an aggregate of 12,599,946 shares of our common stock and of 11,316 shares of
common stock issuable upon the exercise of outstanding warrants will have rights, subject to some conditions, to
require us to file registration statements covering their shares or to include their shares in registration statements that
we may file for ourselves or other stockholders. In addition, as of June 30, 2011, there were 2,037,410 shares subject
to outstanding options that will become eligible for sale in the public market to the extent permitted by any applicable
vesting requirements, the lock-up agreements, and Rules 144 and 701 under the Securities Act of 1933, as amended.
We also intend to register all shares of common stock that we may issue under our equity incentive plans, including
1,662,000 shares reserved for future issuance under our equity incentive plans, including our 2011 Equity Award Plan,
which will be effective upon the closing of this offering. Once we register and issue these shares, they can be freely
sold in the public market upon issuance, subject to the lock-up agreements.

Purchasers in this offering will experience immediate and substantial dilution in the book value of their
investment.

The initial public offering price of our common stock will be substantially higher than the net tangible book value per
share of our outstanding common stock immediately after this offering. Therefore, if you purchase our common stock
in this offering, you will incur immediate dilution of $9.19 in net tangible book value per share from the price you
paid assuming we offer our shares at $10.50, the mid-point of the range on the cover of this prospectus. In addition,
following this offering, purchasers in this offering will have contributed 45% of the total consideration paid by our
stockholders to purchase shares of common stock, but only own 26% of our outstanding common stock. Moreover, we
issued options and warrants in the past to acquire common stock at prices significantly below the initial public
offering price. As of June 30, 2011, 2,048,726 shares of common stock were issuable upon exercise of outstanding
stock options and warrants with a weighted average exercise price of $3.39 per share. To the extent that these
outstanding options and warrants are ultimately exercised, you will incur further dilution. For a further description of
the dilution that you will experience immediately after this offering, see the �Dilution� section of this prospectus.

If securities or industry analysts do not publish or cease publishing research or reports about us, our business, or
our market, or if they change their recommendations regarding our stock adversely, our stock price and trading
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analysts may publish about us, our business, our market, or our competitors. Securities and
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industry analysts do not currently, and may never, publish research on us. If no securities or industry analysts
commence coverage of our company, our stock price and trading volume would likely be negatively impacted. If any
of the analysts who may cover us change their recommendation regarding our stock adversely, or provide more
favorable relative recommendations about our competitors, our stock price would likely decline. If any analyst who
may cover us were to cease coverage of our company or fail to regularly publish reports on us, we could lose visibility
in the financial markets, which in turn could cause our stock price or trading volume to decline.

Our management will have broad discretion over the use of the proceeds we receive in this offering and might not
apply the proceeds in ways that increase the value of your investment.

Our management will have broad discretion to use our net proceeds from this offering, and you will be relying on the
judgment of our management regarding the application of these proceeds. Our management might not apply these
proceeds in ways that increase the value of your investment. We intend to use the net proceeds to us from this offering
primarily for general corporate purposes, including working capital, sales and marketing activities, general and
administrative matters, and capital expenditures. We may also use a portion of the net proceeds to acquire, invest in,
or obtain rights to complementary technologies, solutions, or businesses. Until we use the net proceeds to us from this
offering, we plan to invest them, and these investments may not yield a favorable rate of return. If we do not invest or
apply the net proceeds from this offering in ways that enhance stockholder value, we may fail to achieve expected
financial results, which could cause our stock price to decline. You will not have the opportunity to influence our
decisions on how we use our net proceeds from this offering.

Our directors, executive officers, and principal stockholders will continue to have substantial control over us after
this offering and could delay or prevent a change in corporate control.

After this offering, our directors, executive officers, and holders of more than 5% of our common stock prior to this
offering, together with their affiliates, will beneficially own, in the aggregate, approximately 50.2% of our outstanding
common stock, assuming no exercise of the underwriters� option to purchase additional shares of our common stock in
this offering. As a result, these stockholders, acting together, may have the ability to control the outcome of matters
submitted to our stockholders for approval, including the election of directors and any merger, consolidation, or sale
of all or substantially all of our assets. In addition, these stockholders, acting together, may have the ability to control
or influence the management and affairs of our company. These holders acquired their shares for substantially less
than the shares being sold in this offering, and these holders may have interests, with respect to their shares, that are
different from those of investors in this offering and the concentration of voting power among these holders may have
an adverse effect on our stock price.

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

We have never declared or paid any cash dividends on our common stock and do not intend to do so for the
foreseeable future. We currently intend to invest our future earnings, if any, to fund our growth and continuing
operations. In addition, the provisions of our revolving credit facility prohibit us from paying cash dividends. See the
section captioned �Dividend Policy.� Therefore, you are not likely to receive any dividends on your shares of common
stock for the foreseeable future and the success of an investment in shares of our common stock will depend upon any
future appreciation in their value. Our common stock may not appreciate in value or even maintain the price at which
our stockholders have purchased their shares.
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Anti-takeover provisions contained in our certificate of incorporation and bylaws, as well as provisions of
Delaware law, could impair a takeover attempt.

Our certificate of incorporation and bylaws that will be in effect prior to the closing of this offering will contain
provisions that could have the effect of delaying or preventing changes in control or changes in our management
without the consent of our board of directors. These provisions will include:

�    a classified board of directors with three-year staggered terms, which may delay the ability of
stockholders to change the membership of a majority of our board of directors;

�    no cumulative voting in the election of directors, which limits the ability of minority stockholders to
elect director candidates;

�    the exclusive right of our board of directors to elect a director to fill a vacancy created by the expansion
of the board of directors or the resignation, death, or removal of a director, which prevents stockholders
from being able to fill vacancies on our board of directors;

�    the ability of our board of directors to determine to issue shares of preferred stock and to determine the
price and other terms of those shares, including preferences and voting rights, without stockholder
approval, which could be used to significantly dilute the ownership of a hostile acquirer;

�    a prohibition on stockholder action by written consent, which forces stockholder action to be taken at an
annual or special meeting of our stockholders;

�    the requirement that a special meeting of stockholders may be called only by the chairman of the board
of directors, the chief executive officer, or the board of directors, which may delay the ability of our
stockholders to force consideration of a proposal or to take action, including the removal of directors;

�    limiting the liability of, and providing indemnification to, our directors and officers;

�    controlling the procedures for the conduct and scheduling of stockholder meetings;

�    providing the board of directors with the express power to postpone previously scheduled annual
meetings of stockholders and to cancel previously scheduled special meetings of stockholders;

�    providing that directors may be removed prior to the expiration of their terms by stockholders only for
cause; and

�    advance notice procedures that stockholders must comply with in order to nominate candidates to our
board of directors or to propose matters to be acted upon at a stockholders� meeting, which may
discourage or deter a potential acquiror from conducting a solicitation of proxies to elect the acquiror�s
own slate of directors or otherwise attempting to obtain control of us.

These provisions, alone or together, could delay hostile takeovers and changes in control of our company or changes
in our management.

As a Delaware corporation, we are also subject to provisions of Delaware law, including Section 203 of the Delaware
General Corporation Law, which prevents some stockholders holding more than 15% of our outstanding common
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outstanding common stock. Any provision of our amended and restated certificate of incorporation or bylaws or
Delaware law that has the effect of delaying or deterring a change in control could limit the opportunity for our
stockholders to receive a premium for their shares of our common stock, and could also affect the price that some
investors are willing to pay for our common stock.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus, including the sections entitled �Prospectus Summary,� �Risk Factors,� Management�s Discussion and
Analysis of Financial Condition and Results of Operations� and �Business,� includes forward-looking statements. The
words �believe,� �may,� �will,� �estimate,� �continue,� �anticipate,� �intend,� �expect,� �predict,� �potential,� and similar expressions, as
well as the negatives thereof, as they relate to us, our business, our management, and our industry, are intended to
identify forward-looking statements. In light of risks and uncertainties discussed in this prospectus, the
forward-looking events and circumstances discussed in this prospectus may not occur and actual results could differ
materially from those anticipated or implied in the forward-looking statements. We have based these forward-looking
statements on our current expectations and projections about future events and financial trends affecting the financial
condition of our business. Forward-looking statements should not be read as a guarantee of future performance or
results, and will not necessarily be accurate indications of the times at or by which such performance or results will be
achieved. Forward-looking statements are based on information available at the time those statements are made and/or
management�s good faith belief as of that time with respect to future events, and are subject to risks and uncertainties
that could cause actual performance or results to differ materially from those expressed in or suggested by the
forward-looking statements. Moreover, we operate in a very competitive and rapidly changing environment. New
risks emerge from time to time and it is not possible for our management to predict all risks, nor can we assess the
impact of all factors on our business or the extent to which any factor, or combination of factors, may cause actual
results to differ materially from those contained in any forward-looking statements we may make. Important factors
that could cause such differences include, but are not limited to:

�    our ability to accurately forecast revenue and appropriately plan our expenses and working capital
requirements;

�    our ability to generate additional revenue;

�    our ability to retain existing customers and attract new customers;

�    our ability to protect our customers� stored files and adequately address privacy concerns;

�    the impact of actual or threatened litigation, including intellectual property infringement claims,
involving us or our industry;

�    the impact of increased competition in our business;

�    interruptions in service and any related impact on our reputation;

�    our ability to maintain, protect, and enhance our brand; and

�    other risk factors included under �Risk Factors� in this prospectus.

Forward-looking statements speak only as of the date of this prospectus. We may not actually achieve the plans,
intentions, or expectations disclosed in our forward-looking statements, and you should not place undue reliance on
our forward-looking statements. Actual results or events could differ materially from the plans, intentions, and
expectations disclosed in the forward-looking statements we make. In addition, our forward-looking statements do not
reflect the potential impact of any future acquisitions, mergers, dispositions, joint ventures, or investments we may
make.
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which this prospectus is a part, completely and with the understanding that our actual future results may be materially
different from what we expect. We do not assume any obligation to update any
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forward-looking statements, whether as a result of new information, future events, or otherwise, except as required by
law. If we update one or more forward-looking statements, no inference should be drawn that we will make additional
updates with respect to those or other forward-looking statements.

Unless otherwise indicated, information contained in this prospectus concerning our industry and the market in which
we operate, including our general expectations and market position, market opportunity, and market size, is based on
information from various sources, on assumptions that we have made that are based on those data, and on our
knowledge of the markets for our solutions. These data involve a number of assumptions and limitations, and you are
cautioned not to give undue weight to such estimates. In addition, projections, assumptions, and estimates of our
future performance and the future performance of the industry in which we operate, whether made by us or by third
parties, are necessarily subject to a high degree of uncertainty and risk due to a variety of factors, including those
described in �Risk Factors� and elsewhere in this prospectus. These and other factors could cause results to differ
materially from those expressed in the estimates made by the independent parties and by us.
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USE OF PROCEEDS

We estimate that the net proceeds to us from the sale of the shares of common stock, based on an assumed initial
public offering price of $10.50 per share, the mid-point of the price range set forth on the cover page of this
prospectus, will be approximately $49.7 million, or approximately $58.9 million if the underwriters� overallotment
option is exercised in full, after deducting underwriting discounts and commissions and estimated offering expenses
payable by us. We will not receive any proceeds from the sale of shares of common stock by the selling stockholders.

A $1.00 increase (decrease) in the assumed initial public offering price of $10.50 per share of common stock, which is
the midpoint of the range listed on the cover page of this prospectus, would increase (decrease) the net proceeds to us
from this offering by approximately $5.0 million, assuming the number of shares offered by us, as set forth on the
cover page of this prospectus, remains the same and after deducting underwriting discounts and commissions and
estimated offering expenses payable by us. Similarly, each increase (decrease) of one million shares in the number of
shares of common stock offered by us would increase (decrease) the net proceeds to us from this offering by
approximately $9.8 million, assuming the assumed initial public offering price remains the same and after deducting
underwriting discounts and commissions and estimated offering expenses payable by us.

We intend to use the net proceeds to us from this offering primarily for general corporate purposes, including working
capital, sales and marketing activities, general and administrative matters, and capital expenditures. We may also use a
portion of the net proceeds to acquire, invest in, or obtain rights to complementary technologies, solutions, or
businesses. Our management will have broad discretion over the uses of the net proceeds in this offering. Pending
these uses, we intend to invest the net proceeds from this offering in short-term, investment-grade, interest-bearing
securities such as money market accounts, certificates of deposit, commercial paper, and guaranteed obligations of the
U.S. government.

DIVIDEND POLICY

We have never declared or paid, and do not anticipate declaring or paying, any cash dividends on our common stock.
Any future determination as to the declaration and payment of dividends, if any, will be at the discretion of our board
of directors and will depend on then existing conditions, including our financial condition, operating results,
contractual restrictions (including under our revolving credit facility), restrictions under our preferred securities (to the
extent outstanding), capital requirements, business prospects, and other factors our board of directors may deem
relevant.
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CAPITALIZATION

The following table shows our cash, short-term investments, and capitalization as of June 30, 2011:

�    on an actual basis;

�    on a pro forma basis, giving effect to the conversion of all outstanding preferred stock and warrants to
purchase preferred stock into an aggregate of 13,483,473 shares of common stock and warrants to
purchase 11,316 shares of common stock, which will occur upon the completion of this offering, as if
such conversions had occurred on June 30, 2011; and

�    on a pro forma as adjusted basis, to reflect the pro forma adjustments described above and the sale by us
of 5,366,473 shares of common stock offered by this prospectus, at an assumed initial public offering
price of $10.50 per share, which is the midpoint of the range set forth on the cover page of this
prospectus, after deducting underwriting discounts and commissions and estimated offering expenses
payable by us.

As of June 30, 2011
Pro Forma,

Actual Pro Forma
as

Adjusted (1)
(in thousands, except share and

per share data)

Cash and short-term investments $ 16,243 $ 16,243 $ 67,252

Preferred stock warrant liability 101 � �
Redeemable convertible preferred stock, $0.01 par value; 506,646
shares authorized and 502,874 shares issued and outstanding,
actual; no shares authorized and no shares issued and outstanding,
pro forma and pro forma as adjusted 4,509 � �
Convertible preferred stock, $0.01 par value; 4,062,540 shares
authorized and 3,991,617 shares issued and outstanding, actual;
no shares authorized and no shares issued and outstanding, pro
forma and pro forma as adjusted 64,326 � �
Stockholders� equity (deficit):
Common stock, $0.01 par value; 21,539,370 shares authorized
and 5,150,159 shares issued, actual; 18,633,632 shares issued, pro
forma; 45,000,000 shares authorized and 24,000,105 shares
issued, pro forma as adjusted 51 186 240
Additional paid-in capital 3,363 71,155 120,805
Accumulated deficit (87,899) (86,890) (86,890)
Treasury stock, at cost (2,009 shares) (22) (22) (22)
Accumulated other comprehensive income 6 6 6

Total stockholders� equity (deficit) (84,501) (15,565) 34,139
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Total capitalization $ 678 $ 678 $ 101,391

(1) A $1.00 increase (decrease) in the assumed initial public offering price of $10.50 per share of common stock,
which is the midpoint of the range listed on the cover page of this prospectus, would increase (decrease) the
amount of cash and short-term investments, additional paid-in capital, total stockholders� equity (deficit), and total
capitalization by approximately $5.0 million, assuming the number of shares offered by us, as set forth on the
cover page of this prospectus, remains the same and after deducting underwriting discounts and commissions and
estimated offering expenses payable by us. Similarly, each increase (decrease) of one million shares in the
number of shares of common stock offered by us would
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increase (decrease) cash and short-term investments, additional paid-in capital, total stockholders� equity, (deficit),
and total capitalization by approximately $9.8 million, assuming the assumed initial public offering price remains
the same, and after deducting underwriting discounts and commissions and estimated offering expenses payable by
us. The pro forma as adjusted information discussed above is illustrative only and will be adjusted based on the
actual public offering price and other terms of this offering determined at the pricing of this offering.

The outstanding share information set forth above is as of June 30, 2011 and excludes:

�    2,037,410 shares of common stock issuable upon the exercise of outstanding options at June 30, 2011 to
purchase our common stock granted pursuant to our 2005 Stock Incentive Plan at a weighted average
exercise price of $3.39 per share;

�    11,316 shares of common stock issuable upon exercise of outstanding warrants at an exercise price of
$2.32 per share;

�    266,268 additional shares of common stock reserved for issuance under our 2005 Stock Incentive Plan
as of June 30, 2011; and

�    1,662,000 shares of common stock reserved for issuance under our 2011 Equity Award Plan.

The pro forma and pro forma as adjusted share information as of June 30, 2011 also gives effect to the adoption of our
amended and restated certificate prior to the completion of this offering.
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DILUTION

If you invest in our common stock, you will experience immediate and substantial dilution in the pro forma as
adjusted net tangible book value per share of our shares of common stock after this offering.

Dilution will result from the fact that the per share offering price of our common stock is substantially in excess of the
book value per share attributable to the existing stockholders for our currently outstanding shares of common stock.

The net tangible book value of our common stock as of June 30, 2011 was approximately $(87.2) million, or $(16.93)
per share based on 5,150,159 shares of common stock outstanding as of such date. Historical net tangible book value
per share represents our total tangible assets (total assets less intangible assets) less total liabilities and redeemable and
convertible preferred stock, divided by the number of shares of common stock issued and outstanding.

Our pro forma net tangible book value as of June 30, 2011 was approximately $(18.3) million, or $(0.98) per share.
Pro forma net tangible book value per share represents the amount of our total tangible assets less our total liabilities,
divided by the pro forma number of shares of common stock outstanding as of June 30, 2011, after giving effect to the
conversion of all outstanding shares of our redeemable and convertible preferred stock into an aggregate of
13,483,473 shares of our common stock, which will occur upon the completion of this offering.

After giving effect to the sale of 5,366,473 shares of common stock that we are offering, assuming an initial public
offering price of $10.50 per share, which is the midpoint of the range listed on the cover page of this prospectus, and
after deducting estimated underwriting discounts and commissions and estimated offering expenses payable by us, our
pro forma as adjusted net tangible book value as of June 30, 2011 would have been approximately $31.4 million, or
approximately $1.31 per share. This amount represents an immediate increase in pro forma net tangible book value of
$2.29 per share to our existing stockholders and an immediate dilution in pro forma net tangible book value of
approximately $9.19 per share to new investors purchasing shares of common stock in this offering. The following
table illustrates this dilution:

Assumed initial offering price per share of common stock $10.50
Net tangible book value per share as of June 30, 2011 $(16.93)
Increase attributable to the conversion of the outstanding shares of redeemable and
convertible preferred stock as of June 30, 2011 15.95

Pro forma net tangible book value per share as of June 30, 2011 $(0.98)
Increase in pro forma net tangible book value attributable to this offering $2.29
Pro forma as adjusted net tangible book value per share after this offering $1.31

Dilution per share to new investors $9.19

A $1.00 increase (decrease) in the assumed initial public offering price of $10.50 per share of common stock, which is
the midpoint of the range listed on the cover page of this prospectus, would increase (decrease) our pro forma as
adjusted net tangible book value per share by $0.21 and the dilution per share to new investors by $0.79, in each case
assuming the number of shares offered by us, as set forth on the cover page of this prospectus, remains the same and
after deducting the estimated underwriting discounts and commissions and estimated offering expenses payable by us.
Similarly, each increase (decrease) of one million shares in the number of shares of common stock offered by us
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would increase (decrease) the pro forma as adjusted net tangible book value by $0.34 per share and the dilution to new
investors by $(0.34) per share, assuming the assumed initial public offering price remains the same, and after
deducting underwriting discounts and commissions and estimated expenses payable by us. If the underwriters exercise
their over-allotment option in full, the pro forma as adjusted net tangible book value would be $1.63 per share, and the

39

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 79



Table of Contents

dilution per share to new investors would be $8.87, assuming the assumed public offering price remains the same, and
after deducting underwriting discounts and commissions and estimated expenses payable by us.

The following table summarizes, as of June 30, 2011, the number of shares of common stock purchased from us, the
total consideration paid or to be paid, and the average price per share paid or to be paid, by existing stockholders and
by the new investors, at an assumed initial public offering price of $10.50 per share, the midpoint of the range set
forth on the cover page of this prospectus, before deducting estimated underwriting discounts and commissions and
offering expenses payable by us. The following table is illustrative only and the total consideration paid and the
average price per share is subject to adjustment based on the actual initial public offering price per share and other
terms of this offering determined at the pricing of this offering.

Shares Purchased Total Consideration
Average
Price

Number Percent Amount Percent per Share

Existing stockholders 18,633,632 78% 69,419,379 55% $ 3.73
New investors 5,366,473 22 56,347,967 45 10.50

Total 24,000,105 100.0% $ 125,767,346 100.0% $ 5.24

A $1.00 increase (decrease) in the assumed initial public offering price of $10.50 per share would increase (decrease)
total consideration paid by new investors by $5.4 million, assuming the number of shares offered by us, as set forth on
the cover page of this prospectus, remains the same and without deducting estimated underwriting discounts and
commissions and offering expenses payable by us.

The foregoing discussion and tables are based on 18,633,632 shares of common stock outstanding as of June 30, 2011,
after giving effect to the conversion of all outstanding shares of our redeemable and convertible preferred stock into
common stock, which will occur upon the completion of this offering, and exclude:

�    2,037,410 shares of common stock issuable upon the exercise of outstanding options at June 30, 2011 to
purchase our common stock granted pursuant to our 2005 Stock Incentive Plan at a weighted average
exercise price of $3.39 per share;

�    11,316 shares of common stock issuable upon exercise of outstanding warrants at an exercise price of
$2.32 per share;

�    266,268 additional shares of common stock reserved for issuance under our 2005 Stock Incentive Plan
as of June 30, 2011; and

�    1,662,000 shares of common stock reserved for issuance under our 2011 Equity Award Plan.

Sales by the selling stockholders in this offering will cause the number of shares held by existing stockholders to be
reduced to 17,750,105 shares, or 74% of the total number of shares of our common stock outstanding after this
offering, and will increase the number of shares held by new investors to 6,250,000 shares, or 26% of the total number
of shares of our common stock outstanding after this offering. In addition, if the underwriters� overallotment option is
exercised in full, the number of shares held by the existing stockholders after this offering would be
17,750,105 shares, or 71% of the total number of shares of our common stock outstanding after this offering, and the
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number of shares held by new investors would further increase to 7,187,500 shares or 29% of the total number of
shares of our common stock outstanding after this offering.

40

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 81



Table of Contents

SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA

You should read the following selected consolidated financial and other data below in conjunction with �Management�s
Discussion and Analysis of Financial Condition and Results of Operations� and the consolidated financial statements,
related notes, and other financial information included in this prospectus. The selected consolidated financial and
other data in this section are not intended to replace the consolidated financial statements and are qualified in their
entirety by the consolidated financial statements and related notes included elsewhere in this prospectus.

The consolidated statements of operations data for the years ended December 31, 2008, 2009, and 2010 and the
consolidated balance sheet data as of December 31, 2009 and 2010 are derived from our audited consolidated financial
statements included elsewhere in this prospectus. The consolidated statements of operations data for the years ended
December 31, 2006 and 2007 and the consolidated balance sheet data as of December 31, 2006, 2007, and 2008 are
derived from our audited consolidated financial statements not included in this prospectus. The unaudited consolidated
statements of operations data for the six months ended June 30, 2010 and 2011, and the unaudited consolidated
balance sheet data as of June 30, 2011, are derived from our unaudited consolidated financial statements included
elsewhere in the prospectus. We have prepared the unaudited information on the same basis as the audited
consolidated financial statements and have included, in our opinion, all adjustments, consisting only of normal
recurring adjustments, that we consider necessary for a fair presentation of the financial information set forth in those
statements. Historical results are not necessarily indicative of the results to be expected in the future.

Six Months Ended
Years Ended December 31, June 30,

2006 2007 2008 2009 2010 2010 2011
(in thousands, except share and per share data)

Consolidated
statements of
operations data:
Revenue $ 169 $ 2,154 $ 8,202 $ 19,114 $ 38,563 $ 16,685 $ 27,242
Cost of revenue 270 1,717 4,273 8,954 16,284 7,449 10,311

Gross profit (101) 437 3,929 10,160 22,279 9,236 16,931
Operating expenses:
Research and
development 1,445 3,042 4,663 6,210 10,868 4,973 7,710
General and
administrative 530 1,414 2,389 2,485 4,209 2,033 2,878
Sales and marketing 1,160 7,369 14,729 21,067 33,098 16,464 16,358

Total operating
expenses 3,135 11,825 21,781 29,762 48,175 23,470 26,946

Loss from operations (3,236) (11,388) (17,852) (19,602) (25,896) (14,234) (10,015)
Interest income, net 58 486 413 391 143 120 31
Other income
(expense) � � �  (14)  (10) 1 (5)
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Net loss (3,178) (10,902) (17,439) (19,225) (25,763) (14,113) (9,989)

Accretion of
redeemable
convertible preferred
stock  (64) (210) (210) (210) (210)  (105) (105)

Net loss attributable
to common
stockholders $ (3,242) $ (11,112) $ (17,649) $ (19,435) $ (25,973) $ (14,218) $ (10,094)

Net loss attributable
to common
stockholders per
share�basic and
diluted $ (0.93) $ (2.97) $ (4.61) $ (4.78) $ (5.90) $ (3.26) $ (2.02)
Weighted-average
number of common
shares used in
computing net loss
per share�basic and
diluted 3,490,596 3,743,246 3,828,073 4,065,230 4,399,137 4,367,982 5,009,565
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Stock-based compensation included in the consolidated statements of operations data above was as follows:

Years Ended December 31,
Six Months Ended

June 30,
2006 2007 2008 2009 2010 2010 2011

(in thousands)

Cost of revenue $ � $ 15 $ 16 $ 35 $ 45 $ 30 $ 87
Research and development 14 27 38 88 171 92 195
General and administrative 66 78 89 188 227 130 111
Sales and marketing 78 62 60 79 99 20 159

Total stock-based
compensation $ 158 $ 182 $ 203 $ 390 $ 542 $ 272 $ 552

As of December 31,
As of

June 30,
2006 2007 2008 2009 2010 2011

(in thousands)

Consolidated balance sheet
data:
Cash $ 2,798 $ 14,773 $ 2,543 $ 28,276 $ 13,855 $ 16,243
Working capital (deficit) 1,858 10,342 12,266 12,595 (12,381) (25,448)
Total assets 3,893 18,501 30,701 46,433 40,941 42,370
Deferred revenue, including
current portion 518 3,534 9,401 23,144 38,722 49,312
Total liabilities 1,108 5,840 14,009 29,149 47,834 58,036
Preferred stock warrant liability � 18 18 18 82 101
Redeemable and convertible
stock 6,172 26,983 48,387 67,770 68,730 68,835
Total stockholders� deficit (3,388) (14,322) (31,696) (50,486) (75,623) (84,501)

Years Ended December 31,
Six Months Ended

June 30,
2006 (1) 2007 (1) 2008 2009 2010 2010 2011

(in thousands, except percentage data)

Key metrics:
Total customers (2) N/A 95 281 590 951 782 1,114
Annual retention
rate (3) N/A N/A 81% 79% 83% 80% 83%
Renewal rate (4) N/A N/A 78% 78% 81% 80% 82%
Bookings (5) $ 687 $ 5,170 $ 14,069 $ 32,857 $ 54,141 $ 24,235 $ 37,246
Free cash flow (6) $ (2,946) $ (8,638) $ (12,409) $ (8,045) $ (12,204) $ (8,099) $ (6,369)
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(1) We did not document total customers in 2006. We did not document annual retention rate or renewal rate in 2006
or 2007.

(2) We define total customers as the number of paid subscriptions from consumers and SMBs at the end of the
relevant period.

(3) We define annual retention rate as the percentage of customers on the last day of the prior year who remain
customers on the last day of the current year, or for quarterly presentations, the percentage of customers on the
last day of the comparable quarter in the prior year who remain customers on the last day of the current quarter.

Our management uses annual retention rate to determine the stability of our customer base and to evaluate the
lifetime value of our customer relationships. As customers� annual and multi-year subscriptions come up for
renewal throughout the calendar year based on the dates of their original subscriptions, measuring
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retention on a trailing twelve month basis at the end of each quarter provides our management with useful and
timely information about the stability of our customer base.

In June 2010, we decided to cease distribution of our consumer solutions through third-party distribution
channels, and we terminated most of our distribution agreements at that time. During 2010, subscriptions
purchased through third-party distributors accounted for 8% of our revenue. Historically, renewal rates for
subscriptions purchased through third-party distributors were lower than for direct sales. Excluding renewal
activity related to third-party distributor sales, our annual retention rates for 2008, 2009, 2010 and the six months
ended June 30, 2010 and 2011 were 84%, 83%, 85%, 83% and 85%, respectively.

(4) We define renewal rate for a period as the percentage of customers who renew annual or multi-year subscriptions
that expire during the period presented. Renewal rate excludes customers under our discontinued third-party
distribution agreements and prior SMB offering with subscriptions that remain active until cancelled. Our
management uses renewal rate to monitor trends in customer renewal activity.

(5) We define bookings as revenue recognized during the period plus the change in total deferred revenue (excluding
acquired deferred revenue) during the same period. The following table presents a reconciliation of bookings to
revenue for the last five fiscal years and the six months ended June 30, 2010 and June 30, 2011:

Years Ended December 31,
Six Months Ended

June 30,
  2006  2007 2008 2009 2010 2010 2011

(in thousands)

Revenue $ 169 $ 2,154 $ 8,202 $ 19,114 $ 38,563 $ 16,685 $ 27,242
Plus change in
deferred revenue 518 3,016 5,867 13,743 15,578 7,550 10,004

Bookings $ 687 $ 5,170 $ 14,069 $ 32,857 $ 54,141 $ 24,235 $ 37,246

Our management uses bookings as a proxy for cash receipts. Bookings represents the aggregate dollar value of
customer subscriptions received by us during a period. We initially record a subscription fee as deferred revenue and
then recognize it ratably, on a daily basis, over the life of the subscription period.

Although bookings is frequently used by investors and securities analysts in their evaluations of companies,
bookings has limitations as an analytical tool, and you should not consider it in isolation or as a substitute for
analysis of our results of operations as reported under GAAP. Some of these limitations are:

�    bookings does not reflect our receipt of payment from subscribers; and

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

Management compensates for the inherent limitations associated with using the bookings measure through
disclosure of such limitations, presentation of our financial statements in accordance with GAAP, and
reconciliation of bookings to the most directly comparable GAAP measure, revenue, as presented above.
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(6) We define free cash flow as net cash provided by (used in) operating activities, less capital expenditures, and
adjusted for any extraordinary items. The following table presents a reconciliation of free cash flow to net cash
provided by (used in) operating activities, the most comparable GAAP measure, for the last five fiscal years and
the six months ended June 30, 2010 and 2011:

Years Ended December 31,
Six Months Ended

June 30,
2006 2007 2008 2009 2010 2010 2011

(in thousands)

Net cash provided
by (used in)
operating activities $ (2,031) $ (6,094) $ (7,705) $ (946) $ (1,552) $ (3,723) $ 821
Less capital
expenditures (915) (2,544) (4,704) (7,099) (10,652) (4,376) (7,190)

Free cash flow $ (2,946) $ (8,638) $ (12,409) $ (8,045) $ (12,204) $ (8,099) $ (6,369)
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Our management uses free cash flow as a measure of our operating performance; for planning purposes, including
the preparation of our annual operating budget; to allocate resources to enhance the financial performance of our
business; to evaluate the effectiveness of our business strategies; to provide consistency and comparability with
past financial performance; to determine capital requirements; to facilitate a comparison of our results with those
of other companies; and in communications with our board of directors concerning our financial performance. We
also use free cash flow as a factor when determining management�s incentive compensation.

Management believes that the use of free cash flow provides consistency and comparability with our past financial
performance, facilitates period to period comparisons of operations, and also facilitates comparisons with other
peer companies, many of which use similar non-GAAP financial measures to supplement their GAAP results.

Although free cash flow is frequently used by investors and securities analysts in their evaluations of companies,
free cash flow has limitations as an analytical tool, and you should not consider it in isolation or as a substitute for
analysis of our results of operations as reported under GAAP.

Some of these limitations are:

�    free cash flow does not reflect our future requirements for contractual commitments to vendors;

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

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

Management compensates for the inherent limitations associated with using the free cash flow measure through
disclosure of such limitations, presentation of our financial statements in accordance with GAAP, and
reconciliation of free cash flow to the most directly comparable GAAP measure, net cash provided by (used in)
operating activities as presented above.
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MANAGEMENT�S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and analysis of our financial condition and results of operations together
with our consolidated financial statements and the related notes and other financial information included elsewhere in
this prospectus. Some of the information contained in this discussion and analysis or set forth elsewhere in this
prospectus, including information with respect to our plans and strategy for our business and related financing,
includes forward-looking statements that involve risks and uncertainties. You should review the �Risk Factors� and
�Special Note Regarding Forward-Looking Statements� sections of this prospectus for a discussion of important factors
that could cause actual results to differ materially from the results described in or implied by the forward-looking
statements contained in the following discussion and analysis.

Overview

We are a leading provider of online backup solutions for consumers and SMBs. We provide easy-to-use, affordable,
unlimited, and secure online backup solutions with anytime, anywhere access to files stored on our servers, which we
call the Carbonite Personal Cloud. We believe that we are the best known brand in the online backup market.

In 2005, we began development of our Carbonite backup solution and raised our first capital from investors. We sold
the first subscription to our Carbonite backup solution in 2006. In 2010, we introduced our SMB solution, opened our
office in Beijing, China, and expanded our management team to better focus on our consumer and SMB markets. Over
the last 18 months, we introduced our free iPad, iPhone, BlackBerry, and Android apps. We surpassed 100,000
subscribers in 2008, 500,000 subscribers in 2009, and 1,000,000 subscribers in early 2011. Today we have subscribers
in more than 100 countries, with 94% of our subscribers based in the U.S.

We derive our revenue from subscription fees from consumers and SMBs. We charge consumers a $59 flat fee for one
year of unlimited online backup, with discounts for multi-year subscriptions. Our SMB solution allows for an
unlimited number of users, with tiered pricing based on the total amount of data backed up. As of June 30, 2011,
approximately 70% of subscribers to our consumer service have one year subscriptions, although the percentage of
customers with multi-year subscriptions has increased over time. We charge customers the full subscription amount at
the beginning of each subscription period. We initially record a subscription fee as deferred revenue and then
recognize it ratably over the subscription period. The annual or multi-year commitments of our customers enhance
management�s visibility of our revenue and charging customers at the beginning of the subscription period provides
working capital.

We are investing aggressively in customer acquisition because we believe that the market for online backup is in the
early stages of development. Our largest expense is advertising for customer acquisition, which is recorded as sales
and marketing expense. This is comprised of radio and television advertising, online display advertising, print
advertising, paid search, direct marketing, and other expenses. In 2008, 2009, and 2010, our total advertising expense
was $7.6 million, $10.8 million, and $23.6 million, respectively. We generally spend more on advertising in the first
and third quarters of each year based on the seasonality of customer purchasing patterns and fluctuations in
advertising rates.

As we grow our business we continue to invest in additional storage and infrastructure. Our capital expenditures in
2008, 2009, and 2010 were $4.7 million, $7.1 million, and $10.7 million, respectively.
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Our revenue has grown from $8.2 million in fiscal 2008 to $38.6 million in fiscal 2010 and $27.2 million in the six
months ended June 30, 2011. At the same time, our total operating costs have grown from $21.8 million in fiscal 2008
to $48.2 million in fiscal 2010 and $26.9 million in the six months ended
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June 30, 2011, principally as a result of our investment in customer acquisition. We expect to continue to devote
substantial resources to customer acquisition, improving our technologies, and expanding our solutions. In addition,
we expect to invest heavily in our operations to support anticipated growth and public company reporting and
compliance obligations. We defer revenue over our customers� subscription periods but expense marketing costs as
incurred. As a result of these factors, we expect to continue to incur GAAP operating losses on an annual basis for the
foreseeable future.

Our Business Model

We evaluate the profitability of a customer relationship over its lifecycle because of the nature of our business model.
As we generally incur customer acquisition costs in advance of subscriptions while recognizing revenue ratably over
the terms of the subscriptions, a customer relationship may not be profitable at the beginning of the subscription
period, even though it may be profitable over the life of the customer relationship. As we also generally incur capital
equipment costs in advance of subscriptions, a customer relationship may not result in positive cash flow at the
beginning of the subscription period, even though it may result in positive cash flow over the life of the customer
relationship. While we offer both annual and multi-year subscriptions to our customers, a significant majority of them
are currently on one year subscription plans.

As a customer renews a subscription and enters each successive year, the relative profitability of that customer
increases because we do not need to incur incremental acquisition costs and we benefit from decreasing customer
support and other operating costs. For example, in 2008, 2009, 2010 and the six months ended June 30, 2011, our
average cost per acquisition, or CPA, was $45.38, $41.06, $58.77, and $52.27, respectively, per new consumer
subscriber. CPA represents the amount we spent on advertising and affiliate commissions in a period divided by the
number of new subscribers we obtained during the same period, and varies depending on our level of advertising
during each period. Our advertising expenses in 2010 included testing new television advertising campaigns. We also
benefit from economies of scale related to our capital equipment, hosting, and support expenditures. For example,
from the quarter ended March 31, 2008 through the quarter ended June 30, 2011, our cost to provide customer support
fell from $3.01 to $1.98 per subscriber, and we expect that our support cost per subscriber will continue to fall as our
customer base grows. In addition, customers who use our online backup service for longer than one year generally
require less customer support. For example, during the six months ended June 30, 2011, of the contacts with our
customer service department by paid subscribers, 50%, 29%, 19%, and 2% were from subscribers who had been
customers for less than one year, between one and two years, between two and three years, and longer than three
years, respectively. Finally, from the quarter ended March 31, 2008 through the quarter ended June 30, 2011, our costs
for depreciation and hosting fell from $3.66 to $3.26 per subscriber, as increased usage by customers has been offset
by falling equipment prices. For these reasons, the profitability of a customer in each successive year is generally
higher than in the first year.

A similar profitability pattern exists for our multi-year subscriptions. However, we typically generate positive cash
flow during the first year of a multi-year subscription as we charge the subscription fee for the entire period at the
beginning of the subscription. As a result of our easy to use, cost-efficient, and high quality solutions, we have
consistently had a high customer retention rate.

Key Business Metrics

Our management regularly reviews a number of financial and operating metrics, including the following key metrics,
to evaluate our business:

�    Total customers.  We calculate total customers as the number of paid subscriptions from consumers and
SMBs at the end of the relevant period. A consumer who has more than one
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computer may have multiple subscriptions, each of which is treated as a separate subscription. An SMB
subscription may cover multiple computers and users but is treated as a single subscription.

�    Annual retention rate.  We calculate annual retention rate as the percentage of customers on the last day
of the prior year who remain customers on the last day of the current year, or for quarterly presentations,
the percentage of customers on the last day of the comparable quarter in the prior year who remain
customers on the last day of the current quarter. Our management uses these measures to determine the
stability of our customer base and to evaluate the lifetime value of our customer relationships.

�    Renewal rate.  We define renewal rate for a period as the percentage of customers who renew annual or
multi-year subscriptions that expire during the period presented. Renewal rate excludes customers under
our discontinued third-party distribution agreements and prior SMB offering with subscriptions that
remain active until cancelled. Our management uses this measure to monitor trends in customer renewal
activity.

�    Bookings.  We calculate bookings as revenue recognized during a particular period plus the change in
total deferred revenue (excluding deferred revenue recorded in connection with acquisitions) during the
same period. Our management uses this measure as a proxy for cash receipts. Bookings represents the
aggregate dollar value of customer subscriptions received by us during a period. We initially record a
subscription fee as deferred revenue and then recognize it ratably, on a daily basis, over the life of the
subscription period.

�    Free cash flow.  We calculate free cash flow as net cash provided by (used in) operating activities, less
purchases of property and equipment, and adjusted for any extraordinary items. Our management uses
this measure to evaluate our operating results.

Subscription renewals may vary during the year based on the date of our customers� original subscriptions. As we
recognize subscription revenue ratably over the subscription period, this generally has not resulted in a material
seasonal impact on our revenue, but may result in material monthly and quarterly variances in one or more of the key
business metrics described above.

The following table presents our performance highlights for the periods presented:

Years Ended December 31, Six Months Ended June 30,
2008 2009 2010 2010 2011

(in thousands, except percentage data)

Total customers 281 590 951 782 1,114
Annual retention rate 81% 79% 83% 80% 83%
Renewal rate 78% 78% 81% 80% 82%
Bookings (1) $ 14,069 $ 32,857 $ 54,141 $ 24,235 $ 37,246
Free cash flow (2) $ (12,409) $ (8,045) $ (12,204) $ (8,099) $ (6,369)

(1) For the definition of bookings and a reconciliation of bookings to revenue, see footnote 5 to �Selected
Consolidated Financial and Other Data.�

(2)
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For the definition of free cash flow and a reconciliation of free cash flow to net cash provided by (used in)
operations, see footnote 6 to �Selected Consolidated Financial and Other Data.�

Our total customers and bookings have increased consistently over the periods presented, and we are continuing to
invest substantially in customer acquisition in an effort to drive future growth in total customers and bookings. While
we expect our total customers to continue to increase on an absolute basis, we expect that our annual percentage
increase in total customers will decline as our customer base grows.

47

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 94



Table of Contents

In June 2010, we decided to cease distribution of our consumer solutions through third-party distribution channels,
and we terminated most of our distribution agreements at that time. During 2010, subscriptions purchased through
third-party distributors accounted for 8% of our revenue. Historically, renewal rates for subscriptions purchased
through third-party distributors were lower than for direct sales. Excluding renewal activity related to third-party
distributor sales, our annual retention rates for 2008, 2009, 2010 and the six months ended June 30, 2010 and 2011
were 84%, 83%, 85%, 83%, and 85%, respectively.

Our free cash flow over the periods presented has improved due to economies of scale and the impact of higher per
customer profitability associated with customers who continue beyond a single year. However, the results of
individual periods have varied based on the timing of our expenses, particularly customer acquisition costs, including
radio and television advertising. For example, from 2009 to 2010 we substantially increased our advertising
expenditures from $10.8 million to $23.6 million, as we sought to grow our customer base and tested new advertising.
These increased expenditures were offset in part by increased cash inflows due to a shift in subscriber mix toward
three year subscriptions resulting from our April 2009 price increase for one and two year consumer subscriptions and
price decrease for a three year subscription. We generally spend more on advertising in the first and third quarters of
each year based on the seasonality of customer purchasing patterns and fluctuations in advertising rates, which affects
our free cash flow for interim periods presented. Similarly, we generally spend more on capital equipment in the first
and third quarters of each year as we add capacity to service new customers. We increased our capital expenditures
from $7.1 million in 2009 to $10.7 million in 2010 as we added additional storage capacity and infrastructure to
service our growing customer base. Free cash flow improved by $1.7 million for the six months ended June 30, 2011
compared to the six months ended June 30, 2010. The improvement was driven by a $4.5 million increase in operating
cash flows primarily related to a $4.1 million decrease in our net loss. This increase was partially offset by a
$2.8 million increase in capital expenditures as we added additional storage capacity and infrastructure to service our
growing customer base.

Factors Affecting Our Performance

The following represents a summary of certain trends and uncertainties that could have a significant impact on our
financial condition and results of operations. This summary is not intended to be a complete list of potential trends and
uncertainties that could impact our business in the long or short term. The summary should be considered along with
the factors set forth under �Risk Factors� contained elsewhere in this prospectus.

�    We have not generally achieved positive cash flow from our operations or reported net income, and we
do not expect to be profitable for the foreseeable future. We expect to continue making significant
expenditures to develop and expand our business, including for advertising, customer acquisition,
technology infrastructure, storage capacity, product development, and international expansion, in an
effort to increase and service our customer base. In 2011, we also expect to incur increased expenses
associated with the relocation of one of our data centers to a new facility. We also may encounter
unforeseen expenses, difficulties, complications, delays, and other unknown events that could have an
adverse effect on our financial condition and operating results.

�    We generate substantially all of our revenue from the sale of subscriptions to our online backup
solutions. In order to grow, we must continue to attract a large number of customers on a cost-effective
basis, many of whom have not previously used online backup solutions, and to retain our existing
customers. If we are unable satisfy our existing customers or to cost-effectively attract new customers,
then our revenue could decline, our advertising and marketing expenses could increase substantially,
and our operating results may suffer.

�    
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With the introduction of new technologies and market entrants, we expect competition to intensify in
the future. Some of our competitors may make acquisitions or enter into strategic relationships to offer a
more comprehensive service than we do. These combinations may make
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it more difficult for us to compete effectively or affect the pricing of our offerings. Increased
competition could have an adverse effect on our financial condition and operating results.

�    We have relied on a third-party customer support provider based in India to handle most of our routine
support cases. In 2011, we intend to relocate our customer support function to a new facility in
Lewiston, Maine to be staffed by our employees. If we experience operational difficulties or disruptions
during this transition period, our ability to respond to customer support calls in a timely manner and the
quality of our customer support would be adversely affected or our transition costs may be higher than
we expected, which in turn could affect our customer retention rates and operating results.

Key Components of our Statements of Operations

Revenue

We derive our revenue from subscription fees from consumers and SMBs. We typically charge a customer�s credit card
the full price of the subscription at the commencement of the subscription period and at each renewal date, unless the
customer decides not to renew the subscription. We initially record a customer subscription fee as deferred revenue
and then recognize it ratably, on a daily basis, over the life of the subscription period.

Cost of revenue

Cost of revenue consists primarily of costs associated with our data center operations and customer support centers,
including wages and benefits for personnel, depreciation of equipment, rent, utilities and broadband, equipment
maintenance, software license fees, and allocated overhead. The expenses related to hosting our services and
supporting our customers are related to the number of customers and the complexity of our services and hosting
infrastructure. We expect these expenses to increase in absolute dollars as we continue to increase our number of
customers. On a per subscriber basis, our costs have been decreasing as we achieve economies of scale and purchase
equipment and services in larger quantities. There has also been a long term downward trend in the cost of storage
equipment and broadband service, which we expect will continue in the future.

Gross profit and gross margin

Gross profit is our revenue less our cost of revenue. Our gross margins have historically expanded due to price
increases for our consumer solutions and from economies of scale. We expect our gross margins to be relatively flat
from 2010 to 2011 due to expenses associated with the relocation of our support services from India to the U.S.

Operating expenses

Research and development.  Research and development expenses consist primarily of wages and benefits for
development personnel, consulting fees, rent, and depreciation. We have focused our research and development efforts
on both improving ease of use and functionality of our existing services and developing new offerings. The majority
of our research and development employees are located at our corporate headquarters in the U.S., with another group
at our offices in China. We expect that research and development expenses will increase in absolute dollars on an
annual basis as we continue to enhance and expand our services.

General and administrative.  General and administrative expenses consist primarily of wages and benefits for
management, finance, accounting, human resources, legal and other administrative personnel, legal and accounting
fees, insurance, and other corporate expenses. We expect to continue to add personnel and
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enhance our internal information systems in connection with the growth of our business. We expect our general and
administrative expenses to increase when we become a public company as we expect our accounting, legal, and
personnel-related expenses and directors and officers insurance costs to increase as we institute and monitor a more
comprehensive compliance and board governance function, maintain and review internal controls over financial
reporting in accordance with Section 404 of the Sarbanes-Oxley Act, and prepare and distribute periodic reports, as
required by the rules and regulations of the Securities and Exchange Commission. As a result, we expect that our
general and administrative expenses will continue to increase in absolute dollars on an annual basis.

Sales and marketing.  Sales and marketing expenses consist primarily of advertising costs, wages and benefits for
sales and marketing personnel, creative expenses for advertising programs, credit card fees, commissions paid to
third-party partners and affiliates, and the cost of providing free trials. The largest component of sales and marketing
expense is advertising for customer acquisition, principally radio, television, and print advertisements. Online search
costs consist primarily of pay-per-click payments to search engine operators. Advertising costs are expensed as
incurred. To date, marketing and advertising costs have been incurred principally in the U.S., but we expect to
increase our marketing and advertising expenditures in other countries. We expect that we will continue to commit
significant resources to our sales and marketing efforts to grow our business and awareness of our brand and services.
We expect that sales and marketing expenses will continue to increase in absolute dollars on an annual basis.

Critical Accounting Policies

Our financial statements are prepared in accordance with accounting principles generally accepted in the U.S., or
GAAP. The preparation of our financial statements and related disclosures requires us to make estimates,
assumptions, and judgments that affect the reported amount of assets, liabilities, revenue, costs and expenses, and
related disclosures. We base our estimates and assumptions on historical experience and other factors that we believe
to be reasonable under the circumstances, but all such estimates and assumptions are inherently uncertain and
unpredictable. We evaluate our estimates and assumptions on an ongoing basis. Actual results may differ from those
estimates and assumptions, and it is possible that other professionals, applying their own judgment to the same facts
and circumstances, could develop and support alternative estimates and assumptions that would result in material
changes to our operating results and financial condition. Our most critical accounting policies are summarized below.
See Note 2 to our financial statements included elsewhere in this prospectus for additional information about these
critical accounting policies, as well as a description of our other significant accounting policies.

Revenue recognition

We derive revenue from online backup subscription services. These services are stand-alone independent service
solutions, which are generally contracted for a one- to three-year term. Subscription agreements include access to use
our solutions via the internet. We recognize revenue in accordance with the Financial Accounting Standards
Codification (ASC) 605-10, Overall Revenue Recognition. Subscription revenue is recognized ratably on a daily basis
upon activation over the subscription period, when persuasive evidence of an arrangement with a customer exists, the
subscription period has been activated, the price is fixed or determinable, and collection is reasonably assured.
Deferred revenue represents payments received from customers for subscription services prior to recognizing the
revenue related to those payments.

Goodwill and Acquired Intangible Assets.

We record goodwill when consideration paid in a purchase acquisition exceeds the fair value of the net tangible assets
and the identified intangible assets acquired. Goodwill is not amortized, but rather is tested for impairment annually or
more frequently if facts and circumstances warrant a review. We perform our

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 99



50

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 100



Table of Contents

assessment for impairment of goodwill on an annual basis and we have determined that there is a single reporting unit
for the purpose of conducting this annual goodwill impairment assessment. For purposes of assessing potential
impairment, we annually estimate the fair value of the reporting unit (based on our market capitalization) and compare
this amount to the carrying value of the reporting unit (as reflected by our total stockholders� equity). If we determine
that the carrying value of the reporting unit exceeds its fair value, an impairment charge would be required. Our
annual goodwill impairment test is at November 30 of each year.

Income taxes

We provide for income taxes under the liability method. Deferred tax assets and liabilities are determined based on
differences between financial reporting and tax bases of assets and liabilities and are measured using the enacted tax
rates in effect when the differences are expected to reverse. Deferred tax assets are reduced by a valuation allowance
to reflect the uncertainty associated with their ultimate realization. We account for uncertain tax positions recognized
in our consolidated financial statements by prescribing a more-likely-than-not threshold for financial statement
recognition and measurement of a tax position taken or expected to be taken in a tax return.

Due to a history of losses, we have provided a full valuation allowance against our deferred tax assets as more fully
described in Note 9 of our consolidated financial statements. The ability to utilize these losses, any future losses, and
any other tax credits or attributes may be restricted or eliminated by changes in our ownership, including potentially as
a result of this offering, changes in legislation and other rules affecting the ability to offset future taxable income with
losses from prior periods. Future determinations on the need for a valuation allowance on our net deferred tax assets
will be made on a quarterly basis, and our assessment at June 30, 2011 reflects a continued need for a full valuation
allowance.

Stock-based compensation

Accounting guidance requires employee stock-based payments to be accounted for under the fair value method. Under
this method, we are required to record compensation cost based on the fair value estimated for stock-based awards
granted over the requisite service periods for the individual awards, which generally equals the vesting periods. We
use the straight-line amortization method for recognizing stock-based compensation expenses.

We estimate the fair value of stock options on the date of grant using the Black-Scholes option-pricing model, which
requires the use of highly subjective estimates and assumptions. Historically, as a private company, we lacked
company-specific historical and implied volatility information. Therefore, we estimate our expected volatility from the
historical volatility of selected publicly-traded peer companies and expect to continue to do so until we have adequate
historical data regarding the volatility of our traded stock price. The expected life assumption is based on the
simplified method for estimating expected term as we do not have sufficient stock option exercise experience to
support a reasonable estimate of the expected term. The risk-free interest rate is based on the implied yield currently
available on U.S. Treasury zero-coupon issues with terms approximately equal to the expected life of the stock option.
We use an expected dividend rate of zero as we currently have no history or expectation of paying cash dividends on
our capital stock. In addition, we have estimated expected forfeitures of stock options based on our historical
forfeiture rate and used these rates in developing a future forfeiture rate. If our actual forfeiture rate varies from our
historical rates and estimates, additional adjustments to compensation expense may be required in future periods. The
assumptions for
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volatility, expected life, risk-free interest rate, and expected dividend yield for the year ended December 31, 2010 and
the six months ended June 30, 2011 are presented in the table below:

Six Months
Year Ended Ended
December 31, June 30,

2010 2011

Expected volatility 61% to 64% 53% to 62%
Expected life (in years) 6.1 6.1
Risk-free interest rate 1.45% to 3.04% 2.40%
Expected dividend yield �% �%

The following table summarizes stock options granted from January 1, 2010 through June 30, 2011:

Number of Per Share Per Share Per Share Aggregate
Shares Exercise Fair Value Estimated Estimated

Underlying Price
of

Underlying Fair Value Fair Value

Option Grant Dates
Options
Granted

of
Options (1)

Common
Stock

of
Options (2) of Options (2)

February 12, 2010 42,000 $ 4.77 $ 4.77 $ 2.63 $ 110,460
April 2, 2010 99,500 4.77 4.77 2.44 242,780
May 4, 2010 11,500 4.90 4.90 2.38 27,370
August 4, 2010 105,000 4.90 4.90 2.24 235,200
October 20, 2010 58,000 5.15 5.15 2.35 136,300
December 16, 2010 200,000 5.15 12.00 9.00 1,800,000
January 26, 2011 12,000 11.10 12.00 7.27 87,240
April 27, 2011 201,100 11.73 12.04 6.40 1,287,040

(1) The per share exercise price of options is determined by our board of directors.

(2) As described above, the estimated fair value of options was estimated for the date of grant using the
Black-Scholes option-pricing model.

The fair value of our common stock was determined on a quarterly basis by our board of directors, with input from
management, taking into account our most recent valuations provided by management from an independent
third-party valuation specialist. Our board of directors considered numerous objective and subjective factors to
determine its best estimate of the fair value of our common stock, including, but not limited to, the following factors:
(i) recent issuances of preferred stock, as well as the rights, preferences, and privileges of our preferred stock relative
to our common stock; (ii) our performance and stage of development; (iii) contemporaneous valuations of our
common stock; (iv) the lack of marketability of our common stock; (iv) secondary transactions in our common stock;
(v) the likelihood of achieving a liquidity event for the shares of common stock underlying these stock options, such
as an initial public offering or sale of our company, given prevailing market conditions; and (vi) U.S. and global
capital market conditions.
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Our valuation analysis has been conducted under a probability-weighted expected return method as prescribed by the
AICPA Practice Aid. Under this methodology, the fair value of our common stock is estimated based upon an analysis
of future values assuming various outcomes. The value is based on the probability-weighted present value of expected
future investment returns considering each of the possible outcomes available to us as well as the rights of each share
class. The possible outcomes considered are based upon an analysis of future scenarios as described below:

�    completion of an initial public offering;

�    sale to a strategic acquirer;

52

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 103



Table of Contents

�    continuation as a private company; and

�    the remote likelihood of dissolution (assumed 1% probability of occurrence).

We determined our enterprise value by using a combination of the discounted future cash flow method and the
guideline public company method. The discounted future cash flow method estimates the present value of the future
monetary benefits expected to flow to the owners of a business by projecting the cash flows that the business is
expected to generate over a forecast period and an estimate of the present value of cash flows beyond that period,
which is referred to as residual value. These cash flows are converted to present value by means of discounting, using
a rate of return that accounts for the time value of money and the appropriate degree of risks inherent in the business.
Our assumptions underlying the projected cash flows of our business were consistent with the plans and estimates that
we use to manage our business. The risks associated with achieving our forecasts were assessed in selecting the
appropriate discount rates. The guideline public company method considers multiples of financial metrics based on
both acquisitions and trading multiples of a peer group of companies. The companies used for comparison under the
guideline public company method were selected based on a number of factors, including but not limited to, the
similarity of their industry, growth rate, stage of development, and financial risk. These multiples are then applied to
our financial metrics to derive an indication of our enterprise value. The initial public offering scenario analyses use
the guideline public company method. The private company scenario and sale scenario analyses use averages of the
discounted future cash flow method and the guideline public company method. The present values calculated for our
common stock under each scenario were weighted based on management�s estimates of the probability of each
scenario occurring. We applied a discount for lack of marketability to the resulting values to reflect the fact that there
is no established trading market for our stock. The resulting values after applying a discount for lack of marketability
represented the estimated fair value of our common stock at the valuation date.

Our valuation specialist determined the size of the discount for lack of marketability by considering various studies
and calculations including the average discount for lack of marketability applicable to shares of restricted stock issued
by publicly traded companies, a study comparing transactions in the closely held stock of certain companies with the
prices at which those companies subsequently effected a successful public offering, and the value of a put option
compared to the value of the common stock using the Black-Scholes option-pricing model.

During December 2009 and January 2010, we issued 585,790 shares of our Series D convertible preferred stock for
$34.14 per share to a group of new and existing investors for a total consideration of approximately $20.0 million.
Because the lead investor in this transaction was unaffiliated with our company prior to this investment, the board of
directors determined that this financing constituted an arm�s-length transaction.

Our board of directors established a valuation of our common stock in February 2010. In addition to considering the
Series D convertible preferred stock financing described above, the board of directors also considered a
contemporaneous valuation analysis prepared as of December 31, 2009. The present values calculated for our
common stock under each of the possible outcomes were weighted based on management�s estimates of the probability
of each scenario occurring (private company 35%, sale event 32%, and initial public offering 32%). We applied a
discount for lack of marketability of 15%, after considering a number of factors, including, but not limited to, the
probability and time to liquidity for an initial public offering of our common stock. The resulting value representing
the estimated fair value of our common stock was determined to be $4.77. Our board of directors granted options to
purchase 42,000 shares of common stock with an exercise price of $4.77 per share on February 12, 2010. Our board of
directors further granted options to purchase 99,500 shares of common stock with an exercise price of $4.77 per share
on April 2, 2010.
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valuation analysis prepared as of March 31, 2010. During the period since our February 2010 valuation, we continued
to execute our plan toward a liquidity event and the overall market conditions
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continued to improve over this period. The present values calculated for our common stock under the possible
outcomes were weighted based on management�s estimates of the probability of each scenario occurring, which
remained unchanged from the February 2010 valuation. Further, we continued to demonstrate our ability to meet our
expected results thus reducing our risks and discount rates. We applied a discount for lack of marketability of 12.5%,
after considering a number of factors, including, but not limited to, the probability and time to liquidity for an initial
public offering of our common stock. Based on these factors, the probability-weighted expected return value after
applying a discount for lack of marketability resulted in an estimated fair value of our common stock of $4.90. Our
board of directors granted options to purchase 11,500 shares of common stock with an exercise price of $4.90 per
share on May 4, 2010.

Our board of directors concluded that there were no material changes to our business operations and projected
business cash flows, the business market risk, and the probability of a liquidation event since the April 2010 valuation
through August 4, 2010. In June 2010, we decided to stop pursuing sales of our consumer solutions through
third-party distribution channels and terminated most of our existing contracts with such distributors. Our board of
directors determined that the common stock value during that period remained unchanged at $4.90. The board of
directors granted options to purchase 105,000 shares of common stock with an exercise price of $4.90 per share on
August 4, 2010.

Our board of directors established a valuation of our common stock in October 2010 considering a contemporaneous
valuation analysis prepared as of September 30, 2010. The overall market conditions continued to improve since our
last valuation. The present values calculated for our common stock under the possible outcomes were weighted based
on management�s estimates of the probability of each scenario occurring, which remained unchanged from the April
2010 valuation. Furthermore, there were no changes to the probability and expected timing to a liquidity event, but we
further reduced our discount rates due to a further reduction in risk of executing our expected results. We continued to
apply a discount for lack of marketability of 12.5% as in the April 2010 valuation as there were no material changes to
the factors considered in determining the discount for lack of marketability. Based on these factors, the
probability-weighted expected return value after applying a discount for lack of marketability resulted in an estimated
fair value of our common stock of $5.15. In July 2011, as described below, we reassessed the fair market value of our
common stock and revised the estimated fair value of our common stock to $12.00 for options granted on
December 16, 2010. Our board of directors granted options to purchase 58,000 and 200,000 shares of common stock
with an exercise price of $5.15 per share, on October 20, 2010 and December 16, 2010, respectively.

On January 12, 2011, certain current and former employees, including our chief executive officer and certain other
senior management, sold an aggregate of 863,832 shares of common stock to a non-affiliated investment group for
$12.00 per share. Upon the closing of this transaction, in January 2011, our board of directors performed a valuation
of our common stock. A number of factors contributed to a significant increase in the value of our common stock
during December 2010 and early 2011, and were considered by our board of directors as of the valuation date,
included the following:

�    improvements in market conditions, including a 36% average increase in the valuation multiples of our
guideline public companies and initial public offerings by several companies in similar industries;

�    our selection of the lead underwriters of our offering, which we believed increased the probability of
our completing an initial public offering from 32% to 50%;

�    changes in our risk profile based on the increased likelihood of our completing an initial public offering,
which reduced our weighted average cost of capital for valuation purposes from 34% to 25%;

�    
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group; and

�    favorable performance during the three months ended December 31, 2010 compared to our performance
during the three months ended September 30, 2010.

54

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 107



Table of Contents

We believed that these factors were significant in establishing the price of our common stock in the January 2011 sale.
After considering such factors and applying a discount to the $12.00 per share sale price for lack of marketability of
7.5%, our board of directors granted options to purchase 12,000 shares of common stock with an exercise price of
$11.10 per share on January 26, 2011. In July 2011, as described below, we reassessed the fair market value of our
common stock and revised the estimated fair value of our common stock to $12.00.

Our board of directors established a valuation of our common stock in April 2011 considering a contemporaneous
valuation analysis prepared as of March 31, 2011. The present values calculated for our common stock under the
possible outcomes were weighted based on management�s estimates of the probability of each scenario occurring
(initial public offering 60%, sale event 30%, and private company 9%), reflecting a higher probability of an initial
public offering scenario as we further accelerated our offering timing and we were in the process of preparing and
drafting the registration statement of which this prospectus is a part at the time of the valuation. We further reduced
our discount rates due to a further reduction in risk of executing our expected results. We applied a discount for lack
of marketability of 7.5%, after considering a number of factors, including, but not limited to, a further acceleration of
the timing of an initial public offering of our common stock. Based on these factors, the probability-weighted
expected return value after applying a discount for lack of marketability resulted in an estimated fair value of our
common stock of $11.73. In July 2011, as described below, we reassessed the fair market value of our common stock
and revised the estimated fair value of our common stock to $12.04. Our board of directors granted options to
purchase 201,100 shares of common stock with an exercise price of $11.73 per share on April 2011.

In July 2011, in light of the January 2011 stock sale and our planned initial public offering, we reassessed the fair
market value of our common stock for purposes of valuing all stock options granted on December 16, 2010,
January 26, 2011, and April 27, 2011, and we determined to apply $12.00 and $12.04 per share as the fair market
value of our common stock for purposes of valuing all stock options granted on December 16, 2010 and January 26,
2011, and April 27, 2011, respectively. This revision included eliminating any discount to the $12.00 per share sale
price for lack of marketability. With respect to the options granted on April 27, 2011, we also reduced the discount for
lack of marketability to 2.5% to reflect our progress toward an initial public offering. The resulting changes to our
stock-based compensation expense were not material in any reported period.

On April 27, 2011, our board of directors authorized our subsidiary in China to provide up to 60,000 incentive units to
its employees pursuant to our Chinese subsidiary�s Incentive Unit Plan. The units have a five year term and vest upon
the satisfaction of a service period criteria of up to four years and a performance condition requirement of a qualifying
liquidity event (initial public offering or change of control). Upon vesting, the recipients of units are entitled to a
bonus based on the difference between the fair value of our common stock and the base value set forth in their
respective incentive units agreements. In April 2011, our subsidiary in China granted 33,000 units with base values
ranging from $4.90 to $11.73 and a total grant date fair value of $0.3 million. We have determined that as of June 30,
2011, the performance condition is not probable of achievement and is outside of our control, and accordingly, we
have not recorded any compensation expense for these incentive units. Upon the occurrence of a qualifying liquidity
event, we will record a liability equal to the fair value of the vested incentive units and will re-measure the liability for
changes in the fair value at each reporting period and record the unrecognized compensation expense over the
remaining service vesting period using an accelerated attribution method. On July 12, 2011, our subsidiary in China
granted 5,000 units with terms identical to those granted in April 2011, except with a base value equal to the initial
public offering price in this offering, unless the offering is delayed past August 15, 2011, in which case the board of
directors may set a base value equal to a valuation of our common stock to be established by the board of directors on
or about the date the base value is set.

Our board of directors granted options to purchase an aggregate of 186,750 shares of common stock on July 12 and
July 25, 2011. The exercise price of 156,750 of these options will be the initial public offering price in this offering,
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exercise price equal to a valuation of our common stock to be established by the board of directors on or about the
date the price is set. The exercise price of 30,000 of these options granted to certain of our directors will be the initial
public offering price in this offering, and such options will vest only if this offering is completed.

On July 28, 2011, we and our underwriters for this offering determined a preliminary range for the initial public
offering price of $15.00 to $17.00 per share, the midpoint of which represents a valuation increase of approximately
32.9% over the fair value of our common stock as determined by our board of directors in connection with the options
we granted in April 2011. Our April 2011 common stock valuation considered the input from a third-party valuation
firm that used a probability weighted analysis of discounted cash flows and comparable company valuation multiples
in accordance with the AICPA Technical Practice Aid, �Valuation of Privately-Held-Company Equity Securities Issued
as Compensation,� regarding private company valuations. Our offering price range was determined in consultation with
our underwriters and reflects other factors including market conditions for initial public offerings and multiples of
future, projected revenue and cash flow. Our private company valuation relied partially on an analysis of market
multiples of equity to revenue for guideline public companies, which were then applied to our revenue in the trailing
twelve month period ended March 31, 2011. In determining a price range for this offering, our underwriters employed
a similar analysis, but relied on a comparison of projected revenue for the following fiscal year, which reflected our
anticipated growth in revenue. The methodology for determining an offering range also does not consider a discount
for lack of marketability, a weighted average cost of capital discount applied to our projected cash flows, or the
potential of liquidity outcomes other than an initial public offering. In contrast, due to the nature and characteristics of
a private company, our April 2011 valuation applied a 2.5% discount for lack of marketability, a 20% weighted
average cost of capital discount applied against our future cash flows, and weighting the possible outcomes based on
management�s estimates of the probability of each scenario occurring (initial public offering 60%, sale event 30%, and
private company 9%). In our April 2011 valuation, the value per share of our common stock under an initial public
offering scenario was estimated to be $13.13, whereas other outcomes, such as sale of the Company or continued
operation as a private company, resulted in lower estimates of value, which were then weighted based on
management�s estimate of probability in determining the overall fair value per share. In addition, the determination of
an offering price range relied on analysis of comparable public companies prepared by our underwriters that differed
from those included as our guideline companies in our April 2011 private company valuation. Comparable public
companies included in the underwriters� analysis included less mature companies with higher revenue growth rates and
companies that recently completed public offerings. Lastly, the determination of the price range of this offering
included updated analysis of internal operating progress and external market conditions on a current basis and
reflected our continued execution against our business and operating plan in the months since the April 2011
valuation.

On August 10, 2011, based on the foregoing factors and certain market conditions for initial public offerings, we and
our underwriters for this offering revised the preliminary range for the initial public offering price to $10.00 to $11.00
per share, the midpoint of which represents a valuation decrease of approximately 12.8% from the fair value of our
common stock as determined by our board of directors in connection with the options we granted in April 2011.

While the assumptions used to calculate and account for stock-based compensation awards represent our best
estimates, these estimates involve inherent uncertainties and the application of judgment. As a result, if revisions are
made to our underlying assumptions and estimates, our stock-based compensation expense could vary significantly
from period to period. The total estimated compensation cost related to stock-based awards not yet recognized was
approximately $3.6 million as of June 30, 2011. The weighted-average period over which this expense is expected to
be recognized is approximately 3.26 years. See Notes 2 and 8 to our consolidated financial statements located in this
prospectus for further discussion of stock-based compensation.

As of June 30, 2011, the total intrinsic value of all outstanding vested and unvested options was $14.5 million. Total
intrinsic value is calculated based on the number of options outstanding at June 30, 2011 multiplied by the difference
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between the average exercise price of the options and the mid-point of the price range set forth on the cover page of
this prospectus.
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Results of Operations

The following table sets forth, for the periods presented, data from our consolidated statements of operations as a
percentage of revenue. The information contained in the table below should be read in conjunction with financial
statements and related notes included elsewhere in this prospectus.

Years Ended December 31,
Six Months Ended

June 30,
  2008    2009    2010    2010    2011  

Consolidated statements of operations
data:
Revenue 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenue 52.1 46.8 42.2 44.6 37.9

Gross margin 47.9 53.2 57.8 55.4 62.1
Operating expenses:
Research and development 56.9 32.5 28.2 29.8 28.3
General and administrative 29.1 13.0 10.9 12.2 10.6
Sales and marketing 179.6 110.2 85.8 98.7 60.0

Total operating expenses 265.6 155.7 124.9 140.7 98.9

Loss from operations (217.7) (102.6) (67.2) (85.3) (36.8)
Interest income, net 5.0 2.0 0.4 0.7 0.1
Other income (expense) � (0.1) � � �

Net loss (212.7)% (100.7)% (66.8)% (84.6)% (36.7)%

Comparison of the Six Months Ended June 30, 2010 and 2011

Revenue

Six Months Ended
June 30,

    2010        2011    % Change
(in thousands, except percentage data)

Revenue $ 16,685 $ 27,242 63.3%

Revenue increased $10.6 million primarily due to a 42.5% increase in the number of total customers, driven in part by
increased advertising expenditures in prior periods, as well as an overall increase in pricing of our consumer service in
April 2011. In addition, we released our first SMB offering in February 2010 and revenue from SMB customers was
approximately $2.2 million in the 2011 period compared to $0.1 million in the 2010 period. In April 2011, we
increased the price of one, two, and three year consumer subscriptions by 8%, resulting in a continued shift in
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subscriber mix toward three year subscriptions. Each of these factors impacted revenue during these periods.

Cost of revenue, gross profit, and gross margin

Six Months
Ended June 30,

  2010    2011  % Change
(in thousands, except percentage data)

Cost of revenue $ 7,449 $ 10,311 38.4%
Gross profit 9,236 16,931 83.3%
Gross margin 55.4% 62.1%
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Cost of revenue increased $2.9 million as a result of an increase in the number of total customers. This increase was
comprised primarily of $2.1 million in hosting costs, including increasing our data storage capacity, and $0.8 million
in customer support costs, primarily associated with the cost of new employees and providing outsourced support in
India. Gross profit increased primarily as a result of increases in revenue and gross margin increased primarily due to
economies of scale.

Operating expenses

Six Months Ended June 30,
  2010    2011  % Change
(in thousands, except percentage data)

Research and development $ 4,973 $ 7,710 55.0%
General and administrative 2,033 2,878 41.6%
Sales and marketing 16,464 16,358 (0.6)%

Research and development.  Research and development expenses increased $2.7 million primarily due to additional
hiring in the U.S. and China to enhance the functionality of our solutions and to develop new offerings.

General and administrative.  General and administrative expenses increased $0.8 million due to an increase in
professional fees, including legal and accounting fees.

Sales and marketing.  Sales and marketing expenses decreased $0.1 million primarily due to a decrease of $1.1 million
in testing new television advertising campaigns. This decrease was offset in part by increases in credit card processing
fees of $0.4 million, customer support costs for trial users of $0.4 million, and $0.2 million of personnel related costs.

Comparison of 2008, 2009, and 2010

Revenue

2008 to 2009 to
Years Ended December 31, 2009 2010

2008 2009 2010 % Change % Change
(in thousands, except percentage data)

Revenue $ 8,202 $ 19,114 $ 38,563 133.0% 101.8%

Revenue increased by $10.9 million from 2008 to 2009 and by $19.4 million from 2009 to 2010, due to 110.2% and
61.3% increases in the number of total customers in 2009 and 2010, respectively, as well as an overall increase in
pricing of our consumer service in April 2009 and our introduction of our SMB offering in February 2010 at a higher
price point than our consumer service. In 2010, sales of our SMB solution generated $1.1 million of revenue. In April
2009, we increased the price of one and two year consumer subscriptions while decreasing the price of a three year
subscription, which resulted in a shift in subscriber mix toward three year subscriptions. During 2009 and 2010, we
terminated channel distribution agreements with computer manufacturers, which had historically resulted in lower
revenue per subscription than direct sales. Each of these factors impacted revenue during those periods.
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Cost of revenue and gross profit

2008 to 2009 to
Years Ended December 31, 2009 2010

   2008      2009      2010   % Change % Change
(in thousands, except percentage data)

Cost of revenue $ 4,273 $ 8,954 $ 16,284 109.5% 81.9%
Gross profit 3,929 10,160 22,279 158.6% 119.3%
Gross margin 47.9% 53.2% 57.8%

Cost of revenue increased by $4.7 million from 2008 to 2009 and by $7.3 million from 2009 to 2010 as a result of an
increase in the number of total customers. The increase from 2008 to 2009 was comprised primarily of $2.4 million in
hosting costs, including increasing our data storage capacity, and $2.0 million in customer support costs, primarily
associated with the cost of new employees and providing outsourced support in India. The increase from 2009 to 2010
was comprised primarily of $4.2 million in hosting costs, including establishing a new data center, and $3.1 million in
customer support costs, primarily associated with the cost of new employees and providing outsourced support in
India. Gross profit increased primarily as a result of increases in revenue and gross margin increased primarily due to
economies of scale.

Operating expenses

2008 to 2009 to
Years Ended December 31, 2009 2010

  2008    2009    2010  
%

Change
%

Change
(in thousands, except percentage data)

Research and development $ 4,663 $ 6,210 $ 10,868 33.2% 75.0%
General and administrative 2,389 2,485 4,209 4.0% 69.4%
Sales and marketing 14,729 21,067 33,098 43.0% 57.1%

Research and development.  Research and development expenses increased by $1.5 million from 2008 to 2009 and by
$4.7 million from 2009 to 2010, due to additional hiring to enhance the functionality of our solutions and to develop
new offerings.

General and administrative.  General and administrative expenses increased by $0.1 million from 2008 to 2009 and
by $1.7 million from 2009 to 2010. In both years, we increased the number of general and administrative employees
to support our overall growth. The increase from 2008 to 2009 was comprised primarily of increases in
personnel-related costs. The increase from 2009 to 2010 was comprised primarily of increases of $1.1 million in
professional fees, including legal and accounting fees, and $0.5 million in personnel-related and recruiting costs.

Sales and marketing.  Sales and marketing expenses increased by $6.3 million from 2008 to 2009 and by
$12.0 million from 2009 to 2010. The increase from 2008 to 2009 was comprised primarily of increases of
$3.2 million in advertising and related expenses, $1.9 million in outside commissions paid to computer manufacturers
to preload our software on their computers, $0.7 million in credit card fees, and $0.4 million in costs related to free

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 116



trials. The increase from 2009 to 2010 was comprised primarily of increases of $12.8 million in advertising expenses,
$0.6 million in other marketing expenses, and $0.6 million in credit card fees, offset in part by decreases of
$1.9 million in outside commissions due to the termination of channel distribution agreements with computer
manufacturers in 2009 and $0.3 million in costs related to free trials.
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Quarterly Results of Operations

The following tables set forth selected quarterly statements of operations data for the last ten quarters, as well as the
percentage of our revenue that each line item represents. The information for each of these quarters has been prepared
on the same basis as the audited financial statements included elsewhere in this prospectus and, in the opinion of
management, includes all adjustments, consisting solely of normal recurring adjustments, necessary for the fair
presentation of the results of operations for these periods. This data should be read in conjunction with the audited and
unaudited financial statements and related notes included elsewhere in this prospectus. These quarterly operating
results are not necessarily indicative of our operating results for any future period.

2009 2010 2011
Three Months Ended Three Months Ended Three Months Ended

March 31 June 30 September 30December 31 March 31 June 30 September 30December 31 March 31 June 30
(in thousands)

Consolidated
statements of
operations data:
Revenue $ 3,313 $ 4,227 $ 5,155 $ 6,419 $ 7,623 $ 9,062 $ 10,322 $ 11,556 $ 12,843 $ 14,399
Cost of revenue 1,649 1,958 2,447 2,900 3,479 3,970 4,261 4,574 4,665 5,646

Gross profit 1,664 2,269 2,708 3,519 4,144 5,092 6,061 6,982 8,178 8,753
Operating expenses
Research and
development 1,342 1,464 1,580 1,824 2,213 2,760 3,008 2,887 3,451 4,259
General and
administrative 557 653 614 661 1,058 975 879 1,297 1,320 1,558
Sales and marketing 5,293 4,119 6,640 5,015 9,165 7,299 8,869 7,765 8,760 7,598

Total operating
expenses 7,192 6,236 8,834 7,500 12,436 11,034 12,756 11,949 13,531 13,415

Loss from
operations (5,528) (3,967) (6,126) (3,981) (8,292) (5,942) (6,695) (4,967) (5,353) (4,662)
Interest income
(expense), net 141 131 66 53 73 47 41  (18) 18 13
Other income
(expense) � �  (14) � � 1  (4)  (7) (2) (3)

Net loss $ (5,387) $ (3,836) $ (6,074) $ (3,928) $ (8,219) $ (5,894) $ (6,658) $ (4,992) $ (5,337) $ (4,652)

2009 2010 2011
Three Months Ended Three Months Ended Three Months Ended

March 31 June 30 September 30December 31 March 31 June 30 September 30December 31 March 31 June 30
(% of revenue)
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Consolidated
statements of
operations data:
Revenue 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenue 49.8 46.3 47.5 45.2 45.6 43.8 41.3 39.6 36.3 39.2

Gross profit 50.2 53.7 52.5 54.8 54.4 56.2 58.7 60.4 63.7 60.8
Operating expenses:
Research and
development 40.5 34.6 30.6 28.4 29.0 30.5 29.1 25.0 26.9 29.6
General and
administrative 16.8 15.4 11.9 10.3 13.9 10.8 8.5 11.2 10.3 10.8
Sales and marketing 159.8 97.4 128.8 78.1 120.2 80.5 85.9 67.2 68.2 52.8

Total operating
expenses 217.1 147.5 171.4 116.8 163.1 121.8 123.6 103.4 105.4 93.2

Loss from operations (166.9) (93.8) (118.8) (62.0) (108.8) (65.6) (64.9) (43.0) (41.7) (32.4)
Interest income
(expense), net 4.3 3.1 1.3 0.8 1.0 0.5 0.4 (0.2) 0.1 0.1
Other income
(expense) � � (0.3) � � � � � � �

Net loss (162.6)% (90.7)% (117.8)% (61.2)% (107.8)% (65.0)% (64.5)% (43.2)% (41.6)% (32.3)%
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2009 2010 2011
Three Months Ended Three Months Ended Three Months Ended

March 31 June 30 September 30December 31 March 31 June 30 September 30December 31 March 31 June 30
(in thousands, except percentage data)

Key metrics:
Total customers (1) 345 411 499 590 698 782 869 951 1,043 1,114
Annual retention
rate (2) 81% 80% 79% 79% 81% 80% 82% 83% 83% 83%
Renewal rate (3) 77% 78% 78% 79% 81% 79% 82% 82% 82% 82%
Bookings (4) $ 6,059 $ 7,101 $ 9,614 $ 10,083 $ 12,411 $ 11,824 $ 14,142 $ 15,764 $ 18,996 $ 18,250
Free cash flow (5) (2,816) (1,306) (4,027) 104 (5,554) (2,545) (4,512) 407 (3,325) (3,044)

(1) For the definition of total customers, see footnote 2 to our Selected Consolidated Financial and Other Data.

(2) For the definition of annual retention rate, see footnote 3 to our Selected Consolidated Financial and Other Data.
In June 2010, we decided to cease distribution of our consumer solutions through third-party distribution
channels, and we terminated most of our distribution agreements at that time. During 2010, subscriptions
purchased through third-party distributors accounted for 8% of our revenue. Historically, renewal rates for
subscriptions purchased through third-party distributors were lower than for direct sales. Excluding renewal
activity related to third-party distributor sales, our annual retention rates for the last ten quarters were 84%, 84%,
83%, 83%, 84%, 83%, 84%, 85%, 85%, and 85%, respectively.

(3) For the definition of renewal rate, see footnote 4 to our Selected Consolidated Financial and Other Data.

(4) For the definition of bookings, see footnote 5 to our Selected Consolidated Financial and Other Data. The
following table presents a reconciliation of bookings to revenue for the last ten quarters.

2009 2010 2011

Three Months Ended Three Months Ended
Three Months

Ended
March 31 June 30September 30December 31 March 31 June 30 September 30December 31 March 31 June 30

(in thousands)

Revenue $ 3,313 $ 4,227 $ 5,155 $ 6,419 $ 7,623 $ 9,062 $ 10,322 $ 11,556 $ 12,843 $ 14,399
Plus
change in
deferred
revenue 2,746 2,874 4,459 3,664 4,788 2,762 3,820 4,208 6,153 3,851

Bookings $ 6,059 $ 7,101 $ 9,614 $ 10,083 $ 12,411 $ 11,824 $ 14,142 $ 15,764 $ 18,996 $ 18,250

(5) For the definition of free cash flow, see footnote 6 to our Selected Consolidated Financial and Other Data. The
following table presents a reconciliation of free cash flow to net cash provided by (used in) operations, the most
comparable GAAP measure, for the last ten quarters:
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2009 2010 2011

Three Months Ended Three Months Ended
Three Months

Ended
March 31 June 30 September 30December 31March 31 June 30 September 30December 31March 31 June 30,

(in thousands)

Cash
provided by
(used in)
operating
activities $ (1,186) $ (227) $ (1,418) $ 1,885 $ (2,729) $ (994) $ (1,476) $ 3,647 $ 1,134 $ (313)
Less capital
expenditures (1,630) (1,079) (2,609) (1,781) (2,825) (1,551) (3,036) (3,240) (4,459) (2,731)

Free cash
flow $ (2,816) $ (1,306) $ (4,027) $ 104 $ (5,554) $ (2,545) $ (4,512) $ 407 $ (3,325) $ (3,044)

Quarterly Trends

Our operating results fluctuate from quarter to quarter as a result of a variety of factors. For example, operating
expenses increased in the quarters ended September 30, 2009, March 31, 2010, and September 30, 2010 due primarily
to increased marketing and advertising expenditures, which is driven by seasonality of customer purchasing patterns
and fluctuations in advertising rates.
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Gross profit increased sequentially for all quarters presented, due primarily to revenue growth. The increase in gross
profit is due to the increase in revenue and number of customers, which allows us to obtain better leverage from our
data centers and customer support organization.

General and administrative expenses in the three months ended March 31 and June 30, 2010 reflect increased legal
expense incurred in connection with the filing of patent applications related to our technologies. The increase in
general and administrative expense in the three months ended December 31, 2010, March 31, 2011, and June 30, 2011
reflect increases in personnel, legal, and accounting expenses incurred in anticipation of becoming a public company.

Liquidity and Capital Resources

As of June 30, 2011, we had cash of $16.2 million, which primarily consisted of cash and short-term certificates of
deposit. In May 2011, we entered into a revolving credit facility which provides us the ability to borrow up to
$15 million. Since our inception in 2005 we have funded our operations primarily through prepayment of
subscriptions and the sale of approximately $68.8 million of preferred stock, all of which will be converted into shares
of our common stock upon the completion of this offering. Our principal uses of cash are funding our operations and
capital expenditures. In June 2011, we used $2.0 million of cash to acquire substantially all of the assets of Phanfare
Inc., which operates a service that enables users to create, maintain, and share online photo and video albums.

Sources of funds

We believe, based on our current operating plan, that our existing cash and cash equivalents, borrowings available
under our revolving credit facility, and the estimated net proceeds of this offering will be sufficient to meet our
anticipated cash needs for at least the next 12 months.

From time to time, we may explore additional financing sources to develop or enhance our services, to fund
expansion, to respond to competitive pressures, to acquire or to invest in complementary products, businesses or
technologies, or to lower our cost of capital, which could include equity, equity-linked, and debt financing. There can
be no assurance that any additional financing will be available to us on acceptable terms, if at all. If we raise
additional funds through the issuance of equity or convertible debt or other equity-linked securities, our existing
stockholders could suffer significant dilution, and any new equity securities we issue could have rights, preferences
and privileges superior to those of holders of our common stock, including shares of common stock sold in this
offering.

In May 2011, we entered into a revolving credit facility pursuant to which we may incur indebtedness up to
$15 million. Advances under the credit facility bear interest on the outstanding daily balance, at an annual rate equal
to the lender�s prime reference rate plus 1%. We have pledged our accounts receivable, equipment, and shares of our
subsidiaries to the lender to secure our obligations under the credit facility. We have also agreed not to grant a security
interest in or pledge our intellectual property to any third party. The credit facility contains customary events of
default, conditions to borrowings and restrictive covenants, including restrictions on our ability to dispose of assets,
make acquisitions, incur additional debt, incur liens, make distributions to our stockholders, make investments, or
enter into certain types of related party transactions. The credit facility also includes financial and other covenants
including covenants to maintain a minimum adjusted net worth and a minimum number of total subscribers. To date,
we have not drawn down on our revolving credit facility. Any inability to meet our debt service obligations could
adversely affect our financial position and liquidity.

62

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 122



Table of Contents

Uses of funds

We have increased our operating and capital expenditures in connection with the growth in our operations and the
increase in our personnel, and we anticipate that we will continue to increase such expenditures in the future. Our
future capital requirements may vary materially from those now planned and will depend on many factors, including:

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

�    expansion of our data center infrastructure necessary to support our growth;

�    growth of our operations in the U.S. and worldwide;

�    our development and introduction of new solutions; and

�    the expansion of our sales, customer support, research and development, and marketing organizations.

Consistent with previous periods, future capital expenditures will focus on acquiring additional data storage and
hosting capacity and general corporate infrastructure. We are not currently party to any purchase contracts related to
future capital expenditures, other than short term purchase orders.

Cash flows

The following table summarizes our cash flow data for 2008, 2009, and 2010, and for the six months ended June 30,
2010 and 2011.

Six Months Ended
Years Ended December 31, June 30,

2008 2009 2010 2010 2011
(in thousands)

Net cash provided by (used in) operating
activities $ (7,705) $ (946) $ (1,552) $ (3,723) $ 821
Net cash provided by (used in) investing
activities (25,793) 7,251 (13,913) (7,496) 861
Net cash provided by financing activities 21,267 19,428 1,041 905 703

Operating activities

Our cash flows from operating activities are significantly influenced by the amount of our net loss, growth in
subscription sales and customer growth, changes in working capital accounts, the timing of prepayments and
payments to vendors, add-backs of non-cash expense items such as depreciation, and the expense associated with
stock-based compensation.

In the six months ended June 30, 2011, cash provided by operating activities was $0.8 million, which was primarily
driven by a $10.0 million increase in deferred revenue associated with the increase in subscription sales and customer
growth. Net cash inflows from operating activities included non-cash charges of $4.1 million, including $3.5 million
of depreciation and $0.6 million of stock based compensation. These cash inflows were offset by a $1.4 million
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increase in other assets associated with the payment of legal and accounting expenses associated with this offering, a
$0.8 million increase in prepaid expenses and other current assets, a $0.1 million increase in accounts receivable, a
$1.1 million decrease in current liabilities, and our net loss of $10.0 million.
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In the six months ended June 30, 2010, we used $3.7 million in operating activities, which was primarily driven by
our net loss of $14.1 million, a $0.2 million increase in prepaid expenses and other current assets, and a $0.7 million
increase in accounts receivable. These cash outflows were partially offset by a $7.6 million increase in deferred
revenue associated with the increase in subscription sales and customer growth. Cash inflows from operating activities
included non-cash charges of $2.5 million, including $2.2 million of depreciation and $0.3 million of stock based
compensation, and a $1.2 million increase in current liabilities.

In 2010, we used $1.6 million in operating activities, which was primarily driven by our net loss of $25.8 million.
These cash outflows were partially offset by a $15.6 million increase in deferred revenue associated with the increase
in subscription sales and customer growth. Cash inflows from operating activities included non-cash charges of
$5.6 million, including $5.1 million of depreciation and $0.5 million of stock based compensation, and a $3.0 million
increase in current liabilities.

In 2009, we used $0.9 million in operating activities, which was primarily driven by our net loss of $19.2 million and
a $0.3 million increase in accounts receivable. These cash outflows were partially offset by a $13.7 million increase in
deferred revenue associated with the increase in subscription sales and customer growth. Cash inflows included
non-cash charges of $3.4 million, including $3.0 million of depreciation and $0.4 million of stock based
compensation, a $1.3 million increase in current liabilities, and a $0.1 million decrease in prepaid expenses.

In 2008, we used $7.7 million in operating activities, which was primarily driven by our net loss of $17.4 million and
a $0.1 million increase in accounts receivable. These cash outflows were partially offset by a $5.9 million increase in
deferred revenue associated with the increase in subscription sales and customer growth. Cash inflows included
non-cash charges of $1.7 million, including $1.5 million of depreciation and $0.2 million of stock based
compensation, and a $2.3 million increases in current liabilities.

Investing activities

In the six months ended June 30, 2011, cash provided by investing activities was $0.9 million, consisting primarily of
proceeds from short-term investments of $10.0 million, partially offset by capital expenditures of $7.2 million
primarily for server equipment and other data center infrastructure and the use of $1.9 million of net cash in
connection with the acquisition of substantially all of the assets of Phanfare, Inc.

In the six months ended June 30, 2010, we used $7.5 million in investing activities, consisting primarily of
$4.4 million for the purchase of equipment, in addition to a net investment of $3.1 million in short-term investments.

In 2010, we used $13.9 million in investing activities, consisting primarily of $10.7 million for the purchase of
equipment, in addition to a net investment of $3.3 million in short-term investments.

In 2009, cash provided by investing activities was $7.3 million, consisting primarily of net proceeds from short-term
investments of $14.4 million, offset by capital expenditures of $7.1 million.

In 2008, we used $25.8 million in investing activities, consisting primarily of net purchases of short-term investments
of $21.1 million and $4.7 million for the purchase of equipment.

Financing activities

Cash provided by financing activities in the six months ended June 30, 2011 was $0.7 million, consisting primarily of
net proceeds from the exercise of stock options.
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Cash provided by financing activities in the six months ended June 30, 2010 was $0.9 million, consisting of net
proceeds of $0.7 million from the issuance of Series D convertible preferred stock and $0.2 million from the exercise
of stock options.

Cash provided by financing activities in 2010 was $1.0 million, consisting primarily of net proceeds of $0.8 million
from the issuance of shares of Series D convertible preferred stock and $0.3 million from the exercise of stock
options.

Cash provided by financing activities in 2009 was $19.4 million, consisting primarily of net proceeds of $19.2 million
from the issuance of shares of Series D convertible preferred stock and $0.2 million from the exercise of stock
options.

Cash provided by financing activities in 2008 was $21.3 million, consisting primarily of net proceeds of $21.2 million
from the issuance of shares of Series C convertible preferred stock and $0.1 million from the exercise of stock options.

Off-balance sheet arrangements

As of December 31, 2010 and June 30, 2011, we did not have any off-balance sheet arrangements.

Contractual obligations

The following table summarizes our contractual obligations at December 31, 2010 and the effect such obligations are
expected to have on our liquidity and cash flow in future periods.

Payments Due by Period
Less Than

Total 1 Year 1-3 Years 3-5 Years
(in thousands)

Operating lease obligations $4,214 $1,329 $2,547 $338
Hosting facility obligations 1,228 1,228 � �
Broadband purchase commitments 1,408 775 633 �
Radio advertising 2,489 2,489 � �

Total $9,339 $5,821 $3,180 $338

The commitments under our operating leases shown above consist primarily of lease payments for our Boston,
Massachusetts corporate headquarters, contractual obligations related to our data centers, and lease payments for our
office in China. In addition to the commitments noted above, we also maintain a hosting service agreement with a
third-party data center vendor that is subject to annual renewal.

In May 2011, we entered into a lease for a new customer support facility in Lewiston, Maine that expires on or about
June 1, 2016. We may terminate this lease at any time after May 31, 2013. The lease contains a renewal option for an
additional two years, and requires us to pay a proportion of increases in operating expenses and real estate taxes after
January 1, 2013.
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In June 2011, we entered into a turn-key datacenter lease with a third-party data center vendor that expires on or about
August 31, 2015, subject to extension at our option.

In June 2011, we assumed the lease for a small office in Princeton, New Jersey that expires on August 31, 2012.
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Quantitative and Qualitative Disclosures about Market Risk

Interest rate fluctuation risk

Our cash consists of interest bearing bank accounts. We did not have long-term borrowings as of June 30, 2011.
Interest income is sensitive to changes in the general level of U.S. interest rates. The primary objective of our
investment activities is to preserve principal while maximizing income without significantly increasing risk. Our cash
and short-term investments are relatively insensitive to interest rate changes. In future periods, we will continue to
evaluate our investment policy in order to ensure that we continue to meet our overall objectives.

In the event that we borrow under our revolving credit facility, which bears interest at the lender�s prime rate plus 1%,
we would be exposed to interest rate fluctuations.

Recent Accounting Pronouncements

In September 2009, the FASB ratified ASU 2009-13, Revenue Arrangements with Multiple Deliverables, which
modifies the objective-and-reliable-evidence-of-fair-value threshold as it relates to assigning value to specific
deliverables in a multiple-element arrangement. This authoritative guidance allows the use of an estimated selling
price for undelivered elements for purposes of separating elements included in multiple-element arrangements and
allocating arrangement consideration when neither VSOE nor acceptable third-party evidence of the selling price of
the undelivered element are available. Additionally, the FASB ratified ASU 2009-14, Certain Revenue Arrangements
that Include Software Elements, which provides that tangible products containing software components and
non-software components that function together to deliver the product�s essential functionality should be considered
non-software deliverables, and therefore, will no longer be within the scope of the revenue recognition guidance. We
adopted both FASB updates as of January 1, 2011. The adoption of these standards did not affect our consolidated
financial position and results of operations.
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BUSINESS

Overview

We are a leading provider of online backup solutions for consumers and SMBs. We provide easy-to-use, affordable,
unlimited, and secure online backup solutions with anytime, anywhere access to files stored on our servers, which we
call the Carbonite Personal Cloud. We believe that we are the best known brand in the online backup market.

We founded Carbonite on one simple idea: all computers need to be backed up, and in this always-connected and
highly-mobile world, online backup is the ideal approach. Our �set and forget� automated solution requires little effort
and protects our customers� stored files even if their computers are lost, stolen, or destroyed.

Our backup solutions work quietly in the background, automatically and continuously uploading encrypted copies of
our customers� files to the Carbonite Personal Cloud. Our customers can browse and share their photos, videos, and
documents anytime, anywhere using a web browser or our free iPad, iPhone, BlackBerry, and Android apps. We
charge consumers a $59 flat fee for one year of unlimited online backup. In 2010, we introduced a version of our
solution specifically designed for SMBs, with features designed for multiple computers and users, enabling SMBs to
easily install and use Carbonite backup without the help of a professional IT staff.

As of June 30, 2011, we had more than 1.1 million consumer and SMB subscribers in over 100 countries. Since 2005
we have backed up over 100 billion files and have restored over seven billion files that might otherwise have been
permanently lost. We currently back up more than 200 million files each day.

We have developed a highly predictable subscription revenue model, with a consistently high customer retention rate
and a scalable infrastructure to support our growth. We generated revenue of $38.6 million and $27.2 million in 2010
and the six months ended June 30, 2011, respectively. We continue to invest heavily in customer acquisition,
principally through advertising, and as a result we recorded net losses of $25.8 million and $10.0 million in the same
periods. Our bookings have grown from $14.1 million in 2008 to $54.1 million in 2010. For a reconciliation of
bookings to revenue for the last three years and the six months ended June 30, 2010 and 2011, see footnote 7 to
�Summary Consolidated Financial and Other Data.��

Industry Trends

We believe that a decade from now nearly every device that creates or stores data, including desktop and laptop
computers, tablets, smartphones, and digital cameras, will be backed up over the internet. Online backup is gaining
increasing acceptance as the best way to store copies of valuable data off-premise, where they are safe from
equipment failure, theft, loss, viruses, and accidental deletion.

Several trends are helping to fuel the growth of the online backup industry:

Your life is on your computer.  Computers and mobile devices have transformed the way people work, communicate,
and lead their daily personal and professional lives. People store a plethora of information, from photos, music,
videos, and school work, to financial records, correspondence, passwords, work files, and tax returns, on their
computers and mobile devices. These files could be permanently destroyed due to equipment failure, theft, loss,
viruses, and accidental deletions. Often these files are accumulated over time and are irreplaceable, making their loss
devastating for the owner.
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The number of data-creating devices is growing rapidly.  Today, there are billions of computers and other electronics
devices worldwide. According to IDC, over two billion devices, including 146 million desktops, 209 million
notebooks, 38 million netbooks, 303 million smartphones, and 1.4 billion mobile phones, were shipped in 2010 alone.
These devices are becoming increasingly powerful, with capabilities such
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as camera, bluetooth, wi-fi, 3-D video, and high definition, enabling users to create and consume high quality
multimedia content and leading to an exponential increase in created and stored content.

Shift to laptop computers.  The market shift to laptops continues to accelerate. According to IDC1, in 2010,
247 million notebooks and netbooks were shipped worldwide compared to 146 million desktop computers. By 2014,
notebook and netbook shipments are projected to be 439 million units compared to 154 million desktop units,
according to IDC. Laptop users need a backup solution that works anywhere and that does not require external
hardware.

Proliferation of broadband connections.  Today, fixed and mobile broadband connections are available nearly
everywhere�homes, offices, hotels, airports, public spaces, coffee shops, and other locations. Wireless 3G and 4G
networks provide mobile broadband throughout the developed world. Based on data from the OECD1, the percentage
of fixed broadband subscribers in the OECD countries, which include U.S., Canada, Mexico, Australia, New Zealand,
Korea, Japan and many European countries, has grown from approximately 2.9% in 2001 to over 24.2% in 2010,
greatly expanding the potential market for online backup. The OECD also estimates that as of June 2010, there were
over 700 million fixed and mobile broadband subscribers in the OECD countries.

Smartphones and tablets drive demand for anytime, anywhere access.  The growing popularity of smartphones, tablet
computers, and other mobile devices is driving the demand for instant access to information regardless of a user�s
location. According to IDC, smartphone and tablet shipments are expected to grow by 49% and 170%, respectively, in
2011.

Plummeting storage and bandwidth costs.  The cost of providing online backup is highly dependent on the cost of
storage and bandwidth. The cost of a gigabyte of capacity-optimized storage has fallen from approximately $5.35 in
2005 to approximately $1.23 in 2010, a decline of 77.0%, according to IDC. IDC forecasts a further decline in these
storage costs at a rate of 25% to 30% annually to approximately $0.36 in 2014. In 2005, the average wholesale cost of
bandwidth was approximately $75 per Mbps as compared to $5 per Mbps in 2010, according to an August 2010 study
done by DrPeering International. This study projects that the wholesale cost of bandwidth will further decline to
approximately $0.94 per Mbps by 2014.

There are multiple alternatives currently available for backing up data, such as external hard disk drives, flash memory
drives, CDs, DVDs, and tape backup drives. However, these traditional alternatives are limited by drive capacity,
cumbersome to scale, prone to failure, not secure, and not accessible from a remote location. Traditional hardware
solutions for storing data have the following limitations:

Limitation Key Problems

Limited capacity �   Users must select which files to back up
�   Cumbersome to add incremental capacity

Susceptible to failure �   Unable to protect files in the event of equipment failure, theft, loss,
viruses, and accidental deletions

Overly complex �   Time consuming and labor intensive to manually manage backup
�   Confusing software and processes

Lack of mobile access �   Do not provide anytime, anywhere access from computers, smartphones,
tablets, and other mobile devices
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As a result of theses limitations, consumers and SMBs are increasingly searching for simple, affordable solutions that
provide reliable and secure online backup and anytime, anywhere access to their stored files. We believe that online
backup effectively addresses the limitations of traditional solutions and will be the predominant backup solution in the
future.

1 The IDC information was derived from reports dated October and December 2010 and March and April 2011. The
OECD information was accessed on April 30, 2011 at www.oecd.org/sti/ict/broadband.
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Our Solution

We provide online backup solutions for consumers and SMBs. We believe that our customers buy our solutions
because they are easy to use, affordable, and secure, and provide our customers unlimited capacity and anytime,
anywhere access to their stored files. We make it easy for customers to restore their files and we provide high quality
customer support to those customers who need assistance.

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

Easy to install and use.  We offer our customers unlimited backup, eliminating the need to manually pick and choose
which files to back up. Installation requires just an email address and password. Once installed, our �set and forget�
solution works continuously in the background backing up new and changed files.

Easy to restore files.  In the event of data loss, our restore wizard guides customers through the process of restoring
their files. If customers accidentally delete or overwrite files on their computers, they can quickly restore them from
any computer with an internet connection.

Anytime, anywhere access.  We enable customers to access stored files from the Carbonite Personal Cloud anytime,
anywhere using a web browser or one of our free iPad, iPhone, BlackBerry, or Android apps. Customers can browse
their photos, play music and videos, and view documents, spreadsheets and presentations. Unlike traditional remote
desktop applications, we allow our customers to access their stored files even if their computers are turned off, lost,
stolen, or destroyed.

Affordability.  We believe that we were one of the first companies to offer consumers unlimited online backup for a
fixed price. Our consumer subscription costs $59 for one year, with discounts for multi-year plans. Our SMB solution
allows for an unlimited number of users, with tiered pricing based on the total amount of data backed up.

Security.  We encrypt all of our customers� files before they are transmitted to our data centers, guarding against
unauthorized access to backed-up files and ensuring a high level of data security. In addition, we employ
state-of-the-art data center security measures intended to prevent intrusions.

Reliability.  Our proprietary Carbonite Communications System and Carbonite File System manage our customers�
stored files and are designed to ensure high levels of reliability and accessibility.

Our Key Competitive Strengths

We believe that our key competitive strengths include the following:

Brand awareness.  We believe that we have among the highest brand awareness in the online backup market.
According to our research surveys, our unaided brand awareness is more than one and a half times that of our nearest
competitor. Over 78% of our consumer customers say that they would recommend Carbonite to friends and family,
according to our customer surveys. We promote our brand through our multi-channel marketing program, which over
the past two years has included advertising endorsements from 49 national radio talk show personalities. Our
television advertising features unpaid testimonials by actual customers. We also have a broad presence in television,
online display advertising, print advertising, paid and natural search, and a large affiliate network.

Scale.  We currently have over 1.1 million subscribers in more than 100 countries. Since 2005, we have backed up
over 100 billion files, and we currently back up more than 200 million files each day. We believe that our large scale
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smaller competitors. In addition, we are able to purchase national advertising
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at advantageous rates, access advertising opportunities that may be unavailable to smaller businesses, and take
advantage of sophisticated analytical marketing systems.

Optimized backup architecture.  Our entire infrastructure is optimized for backup, which is a low transaction speed,
high volume, write mostly application. We believe that our average storage costs per subscriber are lower than those
realized by typical general purpose data center storage systems.

Comprehensive customer support.  We believe that our customer support is more comprehensive than that offered by
our primary competitors in the online backup market and aids in our customer retention. We provide free telephone,
live chat, and email customer support in our basic subscription fee.

Significant intellectual property portfolio.  We have a significant intellectual property portfolio relating to our online
backup solutions. CARBONITE and the Carbonite logo are registered trademarks in the U.S. and over 30 other
countries. In addition, we have 13 pending patent applications that cover both our technical infrastructure and our key
usability and design concepts.

Our Growth Strategy

We plan to continue to grow our core business. With over 200 million broadband subscriptions in the U.S., according
to the OECD, we believe that we have a large domestic opportunity. In addition, we are pursuing several other ways to
enhance our revenue and growth:

Enhanced consumer offerings.  We intend to enhance our consumer offerings with a series of features, such as
external hard drive backup, tailored to appeal to market segments that we do not serve today.

Broadened SMB offerings.  We launched our SMB offering in 2010. We intend to expand the feature set of our SMB
solutions with enhanced administrative controls to drive further market adoption.

International expansion.  We plan to launch our SMB offering in China over the next year. We have also translated
Carbonite into French and expect to start marketing in Europe in 2012.

U.S.-based customer support.  We have initiated steps to expand our U.S.-based support operations, as we have
determined that this provides superior support to our customers and is more cost effective. We intend to use our
U.S.-based support organization to drive additional sales and offer premium customer support services to our SMB
customers.

Smartphone and tablet backup.  We intend to back up smartphones and tablets, providing a substantial new growth
opportunity for us.

Strategic investments and acquisitions.  We continually evaluate strategic investment and acquisition opportunities to
enhance the features of our solutions, accelerate the growth of our customer base, extend our product portfolio,
increase our geographic presence, and take advantage of new market opportunities.

Our Offerings

We offer unlimited backup solutions to our customers with anytime, anywhere access to their stored files. We charge
consumers a flat fee for one year of unlimited online backup with discounts for multi-year
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subscriptions. Pricing for our SMB solution is tiered based on the total amount of data backed up. The following table
sets forth key features of our consumer and SMB offerings:

We use sophisticated encryption technology to ensure the privacy of our customers� stored files. We encrypt files using
a secure key before the files leave the customer�s computer and transmit the encrypted files over the internet to one of
our secure data centers. Customers� files remain encrypted on our servers to guard against unauthorized access. We
employ outside security analysis firms, including anti-hacking specialists, to review and test our defenses and internal
procedures.

Our Proprietary Server Software

At the core of our offerings is our proprietary server software designed specifically for online backup. The server
software is comprised of two major components: the Carbonite Communications System (CCS) and the Carbonite File
System (CFS). These components work together to move and store vast amounts of customer data�over 200 million
files every day. CCS moves customer data between our software installed on our customers� computers and CFS
running on our storage servers. CCS also balances loads across our server network. CFS manages the write mostly
database of stored files with the flexibility to operate on a wide variety of readily available third-party storage
hardware.

We invest heavily in the development of our technologies. In 2008, 2009, 2010, and the six months ended June 30,
2011, we spent $4.7 million, $6.2 million, $10.9 million, and $7.7 million, respectively, on research and development.
Our proprietary technologies are fundamental to our value proposition as they enable us to deliver the following
benefits:

Scalability.  Data files arrive at our servers at a rate of roughly 20 billion bits per second and we add storage capacity
at the rate of approximately one petabyte every two weeks. CCS allows us to automatically balance processing and
storage capacity across our large and expanding server network. CFS allows us to easily add storage capacity across
multiple physical locations by automatically integrating new storage servers into our existing infrastructure.

Reliability.  We designed CCS and CFS to eliminate all single points of failure. The modular design of these
components uses well-defined protocols intended to ensure that our customers� stored files are
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accurate and free from errors. CFS provides proprietary disk error detection for errors that can occur over years of
storage. Our software also incorporates checks and balances to verify data integrity.

Cost effectiveness.  Storage cost is the biggest component of our cost of revenue. CCS enables us to dynamically load
balance among servers to allow higher overall utilization. CFS enables us to reduce storage costs by utilizing almost
every block of physical disk space to store our customers� files. We can choose the most cost-effective hardware
solutions for our data centers because CFS allows us to operate in a heterogeneous hardware environment.

Marketing and Sales

Our marketing efforts are focused on three primary goals: building brand awareness, acquiring customers at a low
cost, and retaining existing customers. Our advertising reinforces our brand image by emphasizing ease of use,
affordability, security, reliability, and anytime, anywhere access to stored files. We use radio and television
advertising, online display advertising, print advertising, paid search, direct marketing, and affiliate marketing. Our
public relations efforts include engaging the traditional press, new media, and social networks.

Consumer marketing.  Most of our revenue is from consumers who sign up for Carbonite backup on our website in
response to our direct marketing campaigns. Direct sales from our websites accounted for 82% and 84% of our total
revenue during 2010 and the six months ended June 30, 2011, respectively. Our marketing efforts are designed to
attract prospects to our website and enroll them as paying customers, usually after a 15-day free trial we offer to
consumers. During 2010 and the six months ended June 30, 2011, excluding potential subscribers through third-party
distributors, 68% and 69%, respectively, of our free trial users purchased subscriptions, while approximately 30% and
31%, respectively, of new consumers signed up for a paid subscription without a free trial.

SMB marketing.  Our SMB sales team responds to inbound qualified SMB leads, communicates the benefits of our
solutions to the SMB market and assists our SMB customers to enroll in free trial versions and purchase subscriptions
to our SMB offering.

Retention.  Our customer retention efforts are focused on establishing and maintaining long-term relationships with
our customers by delivering a compelling customer experience and superior value, communicating regularly with
customers through email, on-site messaging, and other media, and creating positive interactions with our customer
support team. We monitor developing trends in subscription durations, renewals, and customer satisfaction to
maximize our customer retention. We offer incentives to customers to purchase multi-year subscriptions, which we
believe helps to increase our customer retention. As of December 31, 2008, 2009 and 2010, and June 30, 2011, 15%,
17%, 24% and 28% of our customers had multi-year subscriptions.

Customer Support

Our customer support team provides assistance via telephone, live chat, and email. Our customer support plays a key
role in pre-sale communications and trial conversions. The majority of our post-sale customer support activity
involves supporting customers through data recovery. This interaction with our customers is an opportunity to build
loyalty and trust. Customer support representatives have the ability to use remote desktop technology to quickly solve
our customers� problems.

We include customer support in our basic subscription fee. This includes access to support staff via telephone, live
chat, and email. We record and track all customer contacts to ensure that cases are resolved quickly and completely.
We also offer a comprehensive online knowledgebase of frequently asked questions, updated in real-time and
available to customers at their convenience.
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We regularly poll our customers about their satisfaction levels, as well as various aspects of our customer support, to
guide changes in our services and policies. We also survey people who start a free trial and do not convert to a paid
subscription, and customers who do not renew their subscriptions, to help us improve our offerings.

Intellectual Property

We believe the strength of our brand and the functionality of our software help differentiate us from our competitors.
As such, our success depends upon our ability to protect our technologies and intellectual property, including our
proprietary server software, which allows us to move and store vast amounts of customer data. To protect our
intellectual property, we rely on a combination of trademark, patent, copyright, and trade secret laws, as well as
confidentiality procedures and contractual restrictions. CARBONITE and the Carbonite logo are our registered
trademarks in the U.S. and over 30 other countries. We have also filed trademark applications for additional marks in
the U.S. and other countries, including �Back it up. Get it Back.� We have 13 patent applications pending, and are in the
process of filing additional patent applications. These applications cover various aspects of our file storage software,
our remote access software, and our user interface, including the green dots that notify users that their files have been
successfully backed up.

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

If we become more successful, we believe that competitors will be more likely to try to develop products and services
that are similar to ours, and that may infringe our proprietary rights. It may also be more likely that competitors or
other third parties will claim that our solutions infringe their proprietary rights.

Competition

We compete with both online backup providers and providers of traditional hardware-based backup systems. The
market for online backup solutions is competitive and rapidly changing. We directly compete with Prosoftnet,
CrashPlan, Mozy (a division of VMWare), Norton Online Backup (provided by Symantec), McAfee Online Backup,
SOS Online Backup, and others. Certain of our features, including our remote access service, also compete with
current or potential services offered by Apple, Google, Microsoft, Amazon, and others. Certain of our planned
features, including the ability to share data with third parties, will also compete with current or potential services
offered by DropBox, Mozy, SugarSync, and others. With the introduction of new technologies and market entrants,
we expect competition to intensify in the future. Many of our actual and potential competitors enjoy competitive
advantages over us, such as greater name recognition, longer operating histories, more varied services, and larger
marketing budgets, as well as greater financial, technical, and other resources. In addition, many of our competitors
have established marketing relationships and access to larger customer bases, and have major distribution agreements
with computer manufacturers, internet service providers, and resellers.

We believe that the key competitive factors in the consumer and SMB backup industry include:

�    ease of installation and use;

�    affordability;

�    remote access;
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�    security of customers� stored files;
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�    rapid recovery of lost files;

�    reliability and redundancy;

�    automated file backup; and

�    reputation of the provider.

We believe that we compete favorably with respect to each of these factors, by providing easy to use, affordable,
unlimited, secure online backup solutions with anytime, anywhere access to stored files.

Some of our competitors have made or may make acquisitions or enter into partnerships or other strategic
relationships to offer a more comprehensive service than we do. These combinations may make it more difficult for us
to compete effectively, including on the basis of price, sales and marketing programs, technology, or service
functionality. We expect these trends to continue as companies attempt to strengthen or maintain their market
positions.

Employees

As of June 30, 2011, we had 206 full-time employees including 80 in operations and support, 27 in sales and
marketing, 82 in technology, and 17 in general and administrative functions. None of our employees are covered by
collective bargaining agreements.

Facilities

Our principal executive offices are located in Boston, Massachusetts, in a 23,865 square-foot facility, under a lease
expiring on June 30, 2014. We also have a small office in Princeton, New Jersey and development office in Beijing,
China.

Our data centers are located in Massachusetts. Our data center leases expire at various times between August 2013 and
August 2015, and a separate data center hosting arrangement is cancellable by us upon 120 days� notice.

We are in the process of relocating our customer support to a 22,592 square foot facility in Lewiston, Maine under a
lease expiring on or about June 1, 2016.

Legal Proceedings

In August 2010 Oasis Research, LLC, or Oasis Research, filed a lawsuit against us and several of our competitors and
other online technology companies in the U.S. District Court for the Eastern District of Texas, alleging that our online
backup storage services, and the other companies� products or services, infringe certain of Oasis Research�s patents.
Oasis Research seeks an award for damages in an unspecified amount. Oasis Research does not currently seek an
injunction. We are not able to assess with certainty the outcome of this litigation or the amount or range of potential
damages or future payments associated with this litigation at this time. However, any litigation is subject to inherent
uncertainties, and there can be no assurance that the expenses associated with defending this lawsuit or its resolution
will not have a material adverse impact on our business, operations, financial condition, or cash flows. A trial date has
been preliminarily set for late 2012.
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In addition to the Oasis lawsuit, from time to time, we have been and may become involved in legal proceedings
arising in the ordinary course of our business. Although the results of litigation and claims cannot be predicted with
certainty, we are not presently involved in any other legal proceeding in which the outcome, if determined adversely
to us, would be expected to have a material adverse effect on our business, operating results, or financial condition.
Regardless of the outcome, litigation can have an adverse impact on us because of defense and settlement costs,
diversion of management resources, and other factors.
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MANAGEMENT

The following table provides information regarding our executive officers, directors and key employees, including
their ages, as of June 30, 2011:

Name Age Position(s)

David Friend 63 Chief Executive Officer, President, and Chairman of the Board
Jeffry Flowers 57 Chief Architect, Director
Andrew Keenan 49 Chief Financial Officer
Eric Golin 51 Chief Technology Officer
Swami Kumaresan 33 Senior Vice President and General Manager, Consumer Group
Peter Lamson 48 Senior Vice President and General Manager, Small Business Group
William Phelan 46 Vice President of Product
Richard Surace 45 Vice President of Customer Service
Thomas Murray 43 Vice President of Marketing
Danielle Sheer 30 General Counsel and Secretary
Gary Hromadko (1) 59 Director
Charles Kane (1) 54 Director
Todd Krasnow (1) (2) 53 Director (Lead Independent Director)
William G. Nelson (1) (3) 77 Director
Pravin Vazirani (2) (3) 39 Director

(1) Member of the audit committee

(2) Member of the compensation committee

(3) Member of the nominating and corporate governance committee

David Friend has served as our chief executive officer and as a member of our board of directors since he co-founded
our company with Mr. Flowers in February 2005. Mr. Friend also served as our president from February 2005 to
September 2007 and again since August 2010. Prior to starting our company, Mr. Friend co-founded with Mr. Flowers
and served as chief executive officer and president of Sonexis, Inc., a software company providing audio-conferencing
services, from March 1999 through March 2002 and served as a director of Sonexis from March 1999 through August
2004. From June 1995 through December 1999, Mr. Friend co-founded with Mr. Flowers and served as chief
executive officer and as a director of FaxNet Corporation, a supplier of messaging services to the telecommunications
industry. Prior to that time, Mr. Friend co-founded Pilot Software, Inc., a software company, with Mr. Flowers.
Previously, Mr. Friend founded Computer Pictures Corporation, a software company whose products applied
computer graphics to business data, and served as president of ARP Instruments, Inc., an audio hardware
manufacturer. Mr. Friend served as a director of GEAC Computer Corporation Ltd., a publicly-traded enterprise
software company, from October 2001 to October 2006, and currently serves as a director of CyraCom International,
Inc., Marketplace Technologies, Inc. and DealDash Oy. Mr. Friend holds a B.S. in Engineering from Yale University.
We believe that Mr. Friend is qualified to serve on our board of directors based on his historic knowledge of our
company as one of its founders, the continuity he provides on our board of directors, his strategic vision for our
company and his background in internet and software companies.
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Jeffry Flowers has served as our chief architect since April 2011, as a member of our board of directors since he
co-founded our company with Mr. Friend in February 2005, and as our chief technology officer from February 2005
to March 2011. Mr. Flowers co-founded with Mr. Friend and served as chief technical officer of Sonexis, Inc., a
software company providing audio-conferencing services, from March 1999 through March 2002 and served as a
director of Sonexis from March 1999 through August 2004. Prior to
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that time, Mr. Flowers co-founded with Mr. Friend and served as chief technology officer and as a director of FaxNet
Corporation, a supplier of messaging services to the telecommunications industry, and co-founded Pilot Software,
Inc., a software company, with Mr. Friend. Mr. Flowers served as VP of Development at ON Technology
Corporation, a publicly-traded software vendor, from June 1994 through February 1996. Mr. Flowers holds an M.S.
and a B.S. in Information and Computer Science from Georgia Institute of Technology. We believe that Mr. Flowers
is qualified to serve on our board of directors based on his historic knowledge of our company as one of its founders,
the continuity he provides on our board of directors, his strategic vision for our technology, and his background in
internet and software companies.

Andrew Keenan has served as our chief financial officer since April 2007. Mr. Keenan served as chief financial officer
of Vovici Corp., a survey software company, from June 2006 to April 2007 and served as chief financial officer of
Silver Oak Partners, Inc., a procurement software and consulting business, from April 2004 to March 2006. In these
positions, Mr. Keenan had responsibility for all finance and human resource functions. Prior to that time, Mr. Keenan
served as corporate controller and in similar financial positions for Synchronicity Software, Inc., Provant Inc., and
Systemsoft Corporation where he had responsibility for finance functions. He also served as an auditor and certified
public accountant with Deloitte & Touche LLP for five years prior to those positions. Mr. Keenan holds a B.S. in
Accounting from Bentley College.

Eric Golin has served as our chief technology officer since April 2011. From September 2008 to April 2011, he served
as our senior director of server architecture. He served as chief technology officer and vice president of engineering of
Eons, Inc., a social network web portal, from August 2007 to May 2008 and as a consultant to Eons from November
2006 to August 2007, where has was responsible for product development and website operations. Prior to that,
Dr. Golin served as chief technology officer of Content Objects, Inc., a peer-to-peer file sharing software company
from March 2005 to July 2006, with responsibility for product strategy. Prior to that time, Dr. Golin was founder and
chief technology officer of Argo Technology, Inc., a desktop search software company, from 2002 to 2005, where he
led product development. From August 1994 to May 2001, Dr. Golin served in a variety of capacities at BroadVision,
Inc., a publicly-traded developer and marketer of eBusiness software applications, including as principal architect,
director of engineering, vice president of worldwide professional services, and chief technology officer. Dr. Golin
holds a Ph.D., M.S., and B.S. in Computer Science from Brown University.

Swami Kumaresan has served as our senior vice president and general manager, consumer group, since December
2010. He served as our vice president of marketing from December 2006 to December 2010, our vice president of
product marketing from May 2006 to November 2006, our director of product marketing from November 2005 to
May 2006, and as a marketing consultant to our company from March 2005 until joining as a full-time employee in
November 2005. Prior to joining us, Mr. Kumaresan served as a consultant with Fletcher Spaght, Inc., a market
research and strategy consulting firm, and as a financial analyst with Jeffries & Co., an investment bank.
Mr. Kumaresan holds a B.S. in Electrical Engineering and Mathematics from Yale University.

Peter Lamson has served as our senior vice president and general manager, small business group, since January 2011.
From May 2010 to December 2010 he served as executive vice president and chief revenue officer of IMN, Inc., an
e-communications business. From October 2005 to November 2009, Mr. Lamson served as senior vice president and
general manager of NameMedia, Inc., a seller of domain names, where he was responsible for building NameMedia�s
SMB practice. Prior to that time, Mr. Lamson served as chief operating officer of Monstermoving.com, Monster
Worldwide�s SMB relocation division, from June 2000 to May 2004. Mr. Lamson holds an M.B.A. from the Harvard
University Graduate School of Business and a B.A. in History from Middlebury College.

William Phelan has served as our vice president of product since July 2010. From April 2008 to June 2010,
Mr. Phelan was a group product manager at Intuit, Inc., a business and financial management software company,
where he was responsible for the Intuit Partner Platform and QuickBase product lines. Mr. Phelan served as a director
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automation solutions for Quaero Corporation (now part of CGS Systems) from October 2003 to September 2004.
Mr. Phelan also co-founded and served as vice president of product of Veridiem Inc., an on-demand marketing
analytics service company, from May 1998 to September 2003 and, prior to that, held a product management position
with Progress Software Corp. Mr. Phelan holds a B.S. in Computer Science from Lehigh University.

Richard Surace has served as our vice president of customer service since December 2010. From October 2005 to
December 2010, he served as senior vice president of operations of PlumChoice, Inc., an online computer support
company, where he was responsible for domestic and international customer service operations. Prior to that,
Mr. Surace served in various positions at Accent Call Centers Services, TAC Worldwide, Inc., and Contact
Word/Service Zone USA. Mr. Surace holds an M.B.A. from the University of Maryland and a B.S. in Business and
Communications from Ithaca College.

Thomas Murray has served as our vice president of marketing since April 2011. From November 2010 to April 2011,
he served as senior vice president of marketing and product management for TomTom, Inc., a portable navigation
device company, and from April 2007 to January 2010 he served as vice president and senior vice president of
marketing for TomTom, Inc. Prior to that, Mr. Murray served as global business director, shave care of Procter &
Gamble Company, a consumer products company, from January 2006 to April 2007, where he was responsible for
global business strategies and marketing. Prior to that, he served as global marketing director, antiperspirants and
deodorants, of The Gillette Company, a consumer products company, in 2005, where he was responsible for strategic
global marketing direction. Mr. Murray holds a B.A. in English from Fairfield University.

Danielle Sheer has served as our general counsel since September 2009 and as our secretary since April 2011. From
August 2006 to September 2009, Ms. Sheer was a corporate attorney in New York with the law firm of Willkie Farr &
Gallagher LLP, where she concentrated on business and securities transactions. Ms. Sheer holds a J.D. from
Georgetown University Law Center and a B.A. in Philosophy from George Washington University.

Each officer serves at the discretion of our board of directors and holds office until his or her successor is duly elected
and qualified or until his or her earlier resignation or removal. There are no family relationships among any of our
directors or executive officers.

Gary Hromadko has served on our board of directors since December 2009. Mr. Hromadko joined Crosslink Capital,
Inc., a venture capital firm, as a venture partner in June 2002, focusing on investments in communication services and
infrastructure, and since November 2003 has also served as a managing member of a limited liability company that is
the general partner of Octave Fund, an investment adviser. Prior to that time, Mr. Hromadko was a partner with
Merrill, Pickard, Anderson & Eyre, an early stage technology venture capital firm, and a research analyst with
Robertson, Stephens & Co., where he focused on the software sector. Mr. Hromadko is also a director of Equinix,
Inc., a publicly-traded provider of carrier-neutral data centers and interconnection services, and the audit, financing,
nominating, transaction, and real estate committees of Equinix�s board. Mr. Hromadko serves on the boards of
directors of a number of private companies. Mr. Hromadko is a Chartered Financial Analyst, holds an M.A. in English
and an M.B.A. from the University of Virginia, and holds a B.A. in English from Carleton College. We believe that
Mr. Hromadko is qualified to serve on our board of directors due to his experience with the venture capital industry
and a wide variety of internet and technology companies, as well as the perspective he brings as an affiliate of one of
our major stockholders.

Charles Kane has served on our board of directors since July 2011. Since November 2006, Mr. Kane has served as a
director of One Laptop Per Child, a non-profit organization that provides computing and internet access for students in
the developing world, for which he also served as president and chief operating officer from March 2008 to July 2009.
From July 2007 to March 2008, Mr. Kane served as executive vice president and chief administrative officer of
Global BPO Services Corp., a special purpose acquisition corporation, and from August 2007 to March 2008, as chief
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2006 to October 2006. From July 2003 to May 2006, Mr. Kane served as chief financial officer of Aspen Technology,
Inc., a provider of supply chain management software and professional services. Earlier in his career, Mr. Kane served
as president and chief executive officer of Corechange, Inc., an enterprise software company, and as chief financial
officer of Informix Software, Inc., a provider of database management systems. Mr. Kane also held financial positions
with Stratus Computer, Inc., Prime Computer Inc., and Deloitte & Touche LLP. Since November 2006, Mr. Kane has
served as a member of the board of directors and as chairman of audit committee of Progress Software Corp., a
publicly-traded provider of infrastructure software, and since May 2010, he has served as a member of the board of
directors and as chairman of the audit committee of Demandware, Inc., a provider of e-commerce solutions. He also
served as member of the board of directors of Borland Software Corp., a publicly-traded provider of open application
lifecycle management solutions, from August 2007 to July 2009, Netezza Corporation, a publicly-traded data
warehouse appliance provider, from May 2005 to November 2010, and Applix Inc., a publicly-traded provider of
enterprise planning software, from January 2002 to March 2007. Mr. Kane holds a B.B.A. in accounting from the
University of Notre Dame, an M.B.A. in international finance from Babson College, and is senior lecturer of
international finance at the Massachusetts Institute of Technology Sloan School of Management. We believe that
Mr. Kane is qualified to serve on our board of directors due to his significant experience both in senior financial roles
and as a director of other publicly-traded companies.

Todd Krasnow has served on our board of directors since September 2005 and as our lead independent director since
April 2011. Mr. Krasnow has served as the president of Cobbs Capital, Inc., a private consulting company, since
January 2005, and as marketing domain expert with Highland Consumer Fund, a venture capital firm, since June
2007. Previously, Mr. Krasnow was the chairman of Zoots, Inc., a dry cleaning company, from June 2003 to January
2008 and chief executive officer of Zoots, Inc. from February 1998 to June 2003. He served as the executive vice
president of sales and marketing of Staples, Inc. from May 1993 to January 1998 and in other sales and marketing
positions for Staples, Inc. from March 1986 to May 1993. Mr. Krasnow is a director of OnForce, Inc. and IdeaPaint,
Inc., and a member of the advisory board of Case Pick Systems, Inc., C&S Wholesale Grocers, Inc., and Piedmont,
Ltd., which conducts business as Quraz, a Japanese storage company. Mr. Krasnow holds an M.B.A. from the Harvard
University Graduate School of Business and an A.B. in Chemistry from Cornell University. We believe that
Mr. Krasnow is qualified to serve on our board of directors due to his operating and management experience, his
expertise in sales and marketing, and the continuity he provides on our board of directors.

William G. Nelson has served on our board of directors since September 2005. From September 1988 to March 2006,
Mr. Nelson served on the board of directors and was a member of the audit committee of the board of directors of
GEAC Computer Corporation Limited, a publicly-traded enterprise software company. He served as chairman of
GEAC�s board of directors from September 1996 to April 1999 and also served as GEAC�s CEO and president from
September 1996 to April 1999. Previously he served as president of Pansophic Systems, Inc., a publicly-traded system
software company, CEO and president of On-line Software, Inc., a publicly-traded system software company, and
president and CEO of Pilot Software, Inc. Mr. Nelson serves as chairman of the board of directors of Harris Data
Service of Wisconsin, Inc., a computer software company, and serves as a director and chairman of the audit
committee of Chata, Inc. He also served as a member of the board of directors and chairman of the audit committee of
HealthGate Data Corp., a publicly-traded health data services company, from October 2000 to December 2008.
Mr. Nelson holds a Ph.D. in Economics from Rice University, an M.B.A. in Finance and Accounting from The
Wharton School of the University of Pennsylvania, and a B.A. in Chemistry from Swarthmore College. We believe
that Mr. Nelson is qualified to serve on our board of directors due to his extensive background in and experience with
technology companies, his service on the boards of directors of a range of public and private companies, the
continuity he provides on our board of directors, and his background in accounting.

Pravin Vazirani has served on our board of directors since April 2007. Since August 2005, Mr. Vazirani has been a
managing director of Menlo Ventures, a venture capital firm focused on technology investments. Previously,
Mr. Vazirani served as an engineer for Pacific Communication Sciences, Inc., as a product manager for ADC
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is also a member of the board of directors of Bloomspot, Inc., Credant Technologies, Edgecast Networks Inc.,
NovaTorque, Inc., and Sepaton, Inc. Mr. Vazirani holds an M.B.A. from the Harvard University Graduate School of
Business and a B.S. and a M.S. in Electrical Engineering from the Massachusetts Institute of Technology. We believe
that Mr. Vazirani is qualified to serve on our board of directors due to his experience with the venture capital industry
and a wide variety of internet and technology companies, as well as the perspective he brings as an affiliate of one of
our major stockholders.

Classified Board

In accordance with our amended and restated certificate of incorporation, immediately after this offering, our board of
directors will be divided into three classes with staggered three-year terms. At each annual general meeting of
stockholders, the successors to directors whose terms then expire will be elected to serve from the time of election and
qualification until the third annual meeting following election. Our directors will be divided among the three classes
as follows:

�    The Class I directors will be Messrs. Hromadko and Vazirani and their terms will expire at the annual
general meeting of stockholders to be held in 2012;

�    The Class II directors will be Messrs. Kane and Nelson and their terms will expire at the annual general
meeting of stockholders to be held in 2013; and

�    The Class III directors will be Messrs. Friend, Flowers, and Krasnow and their terms will expire at the
annual general meeting of stockholders to be held in 2014.

Any additional directorships resulting from an increase in the number of directors will be distributed among the three
classes so that, as nearly as possible, each class will consist of one-third of the directors.

The division of our board of directors into three classes with staggered three-year terms may delay or prevent a change
of our management or a change in control.

Lead Independent Director

Our corporate governance guidelines provide that one of our independent directors should serve as a lead independent
director at any time when the chief executive officer serves as the chairman of the board, or if the chairman of the
board is not otherwise independent. Because Mr. Friend is our chairman, chief executive officer, and president, our
board of directors has appointed Mr. Krasnow to serve as our lead independent director. As lead independent director,
Mr. Krasnow will preside over periodic meetings of our independent directors, serve as a liaison between our
chairman and the independent directors, and perform such additional duties as our board of directors may otherwise
determine and delegate.

Director Independence

Under the listing requirements and rules of The Nasdaq Stock Market, or Nasdaq, independent directors must
comprise a majority of a listed company�s board of directors within one year of the completion of this offering. Our
board of directors has undertaken a review of its composition, the composition of its committees, and the
independence of each director. Based upon information requested from and provided by each director concerning his
or her background, employment and affiliations, including family relationships, our board of directors has determined
that Messrs. Vazirani, Nelson, Hromadko, Kane, and Krasnow, representing five of our seven current directors, do not
have a relationship that would interfere with the exercise of independent judgment in carrying out the responsibilities
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directors considered the current and prior relationships that each non-employee director has with us and all other facts
and
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circumstances our board of directors deemed relevant in determining their independence, including the beneficial
ownership of our capital stock by each non-employee director. There are no family relationships among any of our
directors or named executive officers.

Board Committees

Our board of directors has established the following committees: an audit committee, a compensation committee, and
a nominating and corporate governance committee. The composition and responsibilities of each committee are
described below. Members serve on these committees until their resignation or until otherwise determined by our
board.

Audit committee

Our audit committee oversees our corporate accounting and financial reporting process, the audit of our financial
statements, and our internal control processes. Among other matters, the audit committee evaluates the independent
auditors� qualifications, independence, and performance; determines the engagement, retention, and compensation of
the independent auditors; reviews and approves the scope of the annual audit and the audit fee; discusses with
management and the independent auditors the results of the annual audit and the review of our quarterly financial
statements, including the disclosures in our annual and quarterly reports filed with the SEC; approves the retention of
the independent auditors to perform any proposed permissible non-audit services; reviews our risk assessment and risk
management processes; establishes procedures for receiving, retaining and investigating complaints received by us
regarding accounting, internal accounting controls, or audit matters; monitors the rotation of partners of the
independent auditors on the Carbonite engagement team as required by law; reviews our critical accounting policies
and estimates; and will oversee our internal audit function, if one is established. Additionally, the audit committee
will, after the completion of this offering, review and approve related person transactions, and review and evaluate, on
an annual basis, the audit committee charter and the committee�s performance.

The current members of our audit committee are Messrs. Kane, Nelson, Krasnow, and Hromadko, with Mr. Kane
serving as the chair of the committee. All members of our audit committee meet the requirements for financial literacy
under the applicable rules and regulations of the SEC and Nasdaq. Our board has determined that Mr. Kane is an audit
committee financial expert as defined under the applicable rules of the SEC and has the requisite financial
sophistication as defined under the applicable rules and regulations of Nasdaq. Messrs. Kane, Nelson, Krasnow, and
Hromadko are independent directors as defined under the applicable rules and regulations of the SEC and Nasdaq. The
audit committee operates under a written charter that satisfies the applicable standards of the SEC and Nasdaq.

Compensation committee

Our compensation committee reviews and recommends policies relating to compensation and benefits of our officers
and employees. The compensation committee annually reviews and approves corporate goals and objectives relevant
to compensation of our chief executive officer and other executive officers, evaluates the performance of these
officers in light of those goals and objectives, and sets the compensation of these officers based on such evaluations.
The compensation committee also administers the issuance of stock options and other awards under our equity
compensation plans.

The current members of our compensation committee are Messrs. Krasnow and Vazirani, with Mr. Krasnow serving
as the chair of the committee. All of the members of our compensation committee are independent under the
applicable rules and regulations of the SEC, Nasdaq and Section 162(m) of the Internal Revenue Code.

80

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 155



Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 156



Table of Contents

Nominating and corporate governance committee

The nominating and corporate governance committee is responsible for making recommendations regarding corporate
governance, identification, evaluation and nomination of candidates for directorships, and the structure and
composition of our board and committees of our board of directors. In addition, the nominating and corporate
governance committee oversees our corporate governance guidelines, approves our committee charters, oversees
compliance with our code of business conduct and ethics, contributes to succession planning, reviews actual and
potential conflicts of interest of our directors and officers other than related person transactions reviewed by the audit
committee, and oversees the board self-evaluation process. Our nominating and corporate governance committee is
also responsible for making recommendations regarding non-employee director compensation to the full board of
directors.

The current members of our nominating and corporate governance committee are Messrs. Vazirani and Nelson, with
Mr. Nelson serving as the chair of the committee. Potential candidates will be discussed by the committee and
proposed for nomination by the entire board, with director nominees being subject to the approval of the independent
members of the board. All of the members of our nominating and corporate governance committee are independent
under the applicable rules and regulations of Nasdaq.

Compensation committee interlocks and insider participation

None of the individuals who currently serve, or who served during our last completed fiscal year, as members of our
compensation committee (a) are, or have at any time during the past year or our last completed fiscal year been,
officers or employees of ours, (b) were formerly officers of ours, or (c) have had any relationship requiring disclosure
by us under Item 404 of Regulation S-K. None of our executive officers currently serves, in the past year has served,
or during our last completed fiscal year served as a member of the board of directors or compensation committee (or
other board committee performing equivalent functions) of any entity that has one or more executive officers serving
on our board or compensation committee. Todd Krasnow and Pravin Vazirani served as members of our compensation
committee during our last completed fiscal year.

Code of Business Conduct and Ethics

We have adopted a code of business conduct and ethics that applies to all of our employees, officers and directors,
including those officers responsible for financial reporting. The code of business conduct and ethics will be available
on our website at www.carbonite.com. We expect that, to the extent required by law, any amendments to the code, or
any waivers of its requirements, will be disclosed on our website.

Non-Employee Director Compensation

We do not currently provide any cash compensation to our non-employee directors and historically have had no
established policy regarding equity compensation to our non-employee directors. Following the completion of this
offering, we will pay each of our non-employee directors a fee of $5,000 per board meeting attended in person and
$1,000 per board meeting attended by means of remote communication, up to a maximum of $20,000 per director per
year. We will also pay the chairpersons of the audit, compensation, and nominating and corporate governance
committees an annual fee of $10,000, $7,500, and $5,000, respectively, and will pay each other member of the audit,
compensation, and nominating and corporate governance committees an annual fee of $5,000, $3,750, and $2,500,
respectively. Additionally, we reimburse our non-employee directors for reasonable travel and other expenses incurred
in connection with attending board of director and committee meetings. Our directors who are also employees are
compensated for their service as employees and do not receive any additional compensation for their service on our
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Messrs. Krasnow and Nelson in consideration for their service as non-employee directors. These shares

81

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 158



Table of Contents

vest in twelve equal quarterly installments commencing with the date of grant and become fully vested immediately
prior to and in connection with a change of control of us or an initial public offering of our stock.

In July 2011, we granted options to purchase 10,000 shares of common stock to Mr. Krasnow in recognition of the
significant additional time Mr. Krasnow spent advising us on strategic marketing issues. The shares subject to this
stock option grant will vest over three years in 12 equal installments on each three-month anniversary of the grant
date, and shall automatically vest in full and become exercisable immediately prior to a change of control. The
exercise price of these options will be the initial public offering price in this offering, unless the offering is delayed
past August 15, 2011, in which case the board of directors may set an exercise price equal to a valuation of our
common stock to be established by the board of directors on or about the date the price is set.

In July 2011, we granted options to purchase 7,500 shares of common stock to each of Messrs. Krasnow, Nelson,
Vazirani, and Hromadko, consistent with our plan to grant options to non-employee directors on an annual basis,
beginning in 2011, as a way to compensate and retain our non-employee directors. The exercise price of these options
will be the initial public offering price in this offering. The shares subject to these stock option grants will vest over
three years in 12 equal installments on each three-month anniversary of this offering, and shall automatically vest in
full and become exercisable immediately prior to a change in control. However, none of these options will vest unless
this offering is completed.

Beginning in July 2011, each newly appointed or elected non-employee director shall receive an initial stock option
grant to purchase up to 16,000 shares of our common stock when he or she joins our board of directors, with an
exercise price equal to the fair market value of our common stock on the date of grant. In addition, each non-employee
director who has served as a director for at least 18 months will receive an annual stock option grant to purchase up to
7,500 shares of our common stock on the date of each annual meeting of stockholders, with an exercise price equal to
the fair market value of our common stock on the date of grant. The shares subject to the initial stock option grants
and annual stock option grants will vest over three years, in 12 equal installments on each three-month anniversary of
the grant date. The shares subject to the initial stock option grants and annual stock option grants shall automatically
vest in full and become exercisable immediately prior to a change in control. Members of our board of directors who
are employees of our company and who subsequently terminate employment with us and remain members of the
board of directors shall not receive an initial stock option grant, but, to the extent that they are otherwise eligible, such
persons shall receive, after termination of employment with us, annual stock option grants as described above in this
paragraph.

In July 2011, we granted an option to purchase 16,000 shares of common stock to Mr. Kane pursuant to this policy
upon his election to our board of directors. The exercise price of these options will be the initial public offering price
in this offering, unless the offering is delayed past August 15, 2011, in which case the board of directors may set an
exercise price equal to a valuation of our common stock to be established by the board of directors on or about the
date the price is set.

82

Edgar Filing: Carbonite Inc - Form S-1/A

Table of Contents 159



Table of Contents

EXECUTIVE COMPENSATION

Compensation Discussion and Analysis

This section discusses the principles underlying our policies and decisions with respect to the compensation of our
executive officers who are named in the �2010 Summary Compensation Table� and the most important factors relevant
to an analysis of these policies and decisions. These �named executive officers� for 2010 were David Friend, president
and chief executive officer; Jeffry Flowers, chief architect; Andrew Keenan, chief financial officer; Swami
Kumaresan, senior vice president and general manager, consumer group; and Robert Rubin, who resigned as our vice
presi
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