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OF 1934
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o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
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(Exact name of registrant as specified in its charter)

Delaware 20-4524700

(State or other jurisdiction of  (L.R.S. Employer

incorporation or organization) Identification Number)

1011 McCarthy Boulevard

Milpitas, California 95035

(408) 510-6100

(Address, including zip code, and telephone number,
including area code, of registrant's principal executive offices)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x
No *

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes x No ~
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company or an emerging growth company. See the definitions of “large accelerated filer,”
“accelerated filer,” “smaller reporting company” and “emerging growth company” in Rule 12b-2 of the Exchange Act.
Large accelerated filer Accelerated filer x
Non-accelerated filer (Do not check if a smaller reporting company)  Smaller reporting company

Emerging growth company x
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If an emerging growth company, indicate by check mark if the registrant has elected not to use the

extended transition period for complying with any new or revised financial accounting standards

provided pursuant to Section 13(a) of the Exchange Act. " o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange

Act). Yes o No x

The number of shares of the registrant's common stock, par value $0.001, outstanding as of October 27, 2017, was
53,598,569.
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PART I. FINANCIAL INFORMATION
ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

AEROHIVE NETWORKS, INC.
Condensed Consolidated Balance Sheets
(unaudited, in thousands, except share and per share amounts)
September December

30, 31,
2017 2016
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $33,949 $34,346
Short-term investments 49,064 42.408

Accounts receivable, net of allowance for doubtful accounts of $21 and $61 as of September

30, 2017 and December 31, 2016, respectively 17,186 26,190

Inventories 13,206 12,629
Prepaid expenses and other current assets 7,864 6,289
Total current assets 121,269 121,862
Property and equipment, net 7,005 9,008
Goodwill 513 513
Other assets 5,362 5,100
Total assets $134,149 $136,483
LIABILITIES AND STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES:

Accounts payable $9,709 $10,762
Accrued liabilities 8,976 9,300
Debt, current — 20,000
Deferred revenue, current 36,761 31,727
Total current liabilities 55,446 71,789
Debt, non-current 20,000 —
Deferred revenue, non-current 35,732 34,177
Other liabilities 1,791 1,829
Total liabilities 112,969 107,795

Commitments and contingencies (Note 5)

Stockholders’ equity:

Preferred stock, par value of $0.001 per share - 25,000,000 shares authorized as of September

30, 2017 and December 31, 2016; no shares issued and outstanding as of September 30, 2017 — —
and December 31, 2016

Common stock, par value of $0.001 per share - 500,000,000 shares authorized as of September

30, 2017 and December 31, 2016; 53,598,569 and 52,245,252 shares issued and outstanding as 55 52
of September 30, 2017 and December 31, 2016, respectively
Additional paid—in capital 273,287 258,063

Treasury stock - 1,161,243 and 364,627 shares as of September 30, 2017 and December 31,

2016, respectively (5,169 ) (2,139 )

Accumulated other comprehensive loss O ) (31 )
Accumulated deficit (246,984 ) (227,257 )
Total stockholders’ equity 21,180 28,688
Total liabilities and stockholders’ equity $134,149 $136,483

See notes to condensed consolidated financial statements.
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AEROHIVE NETWORKS, INC.
Condensed Consolidated Statements of Operations
(unaudited, in thousands, except share and per share amounts)

Revenue:

Product

Subscription and support
Total revenue

Cost of revenue (D:

Product

Subscription and support
Total cost of revenue

Gross profit

Operating expenses:
Research and development ()
Sales and marketing (1)
General and administrative (1
Total operating expenses
Operating loss

Interest income

Interest expense

Other income (expense), net
Loss before income taxes
Provision for income taxes
Net loss

Net loss per share, basic and diluted
Weighted-average shares used in computing net loss per share, basic and

diluted

(1) Includes stock-based compensation as follows:

Cost of revenue

Research and development
Sales and marketing
General and administrative

Total stock-based compensation
See notes to condensed consolidated financial statements.

Three Months Ended Nine Months Ended
September 30, September 30,
2017 2016 2017 2016

$26,750 $31,691 $85,666 $103,683
10,318 8,678 30,053 24,445
37,068 40,369 115,719 128,128

9,408 10,070 28,760 32,922
3,244 3,095 9,573 9,048

12,652 13,165 38,333 41,970
24,416 27,204 77,386 86,158

9,260 10,685 28,032 31,457
15,948 19,647 50,807 62,037
5,700 6,515 17,486 22,135
30,908 36,847 96,325 115,629
(6,492 ) (9,643 ) (18,939 ) (29471 )

180 109 484 345
(135 ) (115 ) (412 ) (351 )
(90 ) 22 (268 ) 128
(6,537 ) (9,627 ) (19,135 ) (29,349 )
75 85 369 298

$(6,612) $(9,712 ) $(19,504) $(29,647 )
$0.12 ) $(0.19 ) $0.37 ) $(0.59 )

53,683,72'50,818,710 53,070,86349,920,630

$313 $431 $860 $1,024
1,329 1,576 3,082 4,287
1,566 2,505 4,361 6,336
1,756 1,903 4,658 5,118
$4,964 $6,415 $12,961 $16,765
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AEROHIVE NETWORKS, INC.
Condensed Consolidated Statements of Comprehensive Loss
(unaudited, in thousands)

Net loss

Unrealized gain (loss) on available-for-sale investments, net of tax
Comprehensive loss

See notes to condensed consolidated financial statements.

Three Months Nine Months Ended
Ended September
30 September 30,

2017 2016 2017 2016

$(6,612) $(9,712) $(19,504) $(29,647)
29 (18 ) 22 63
$(6,583) $(9,730) $(19,482) $(29,584)
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AEROHIVE NETWORKS, INC.
Condensed Consolidated Statements of Cash Flows
(unaudited, in thousands)

Cash flows from operating activities
Net loss

Adjustments to reconcile net loss to net cash provided by (used in) operating activities:

Depreciation and amortization

Stock-based compensation

Other

Changes in operating assets and liabilities:
Accounts receivable, net

Inventories

Prepaid expenses and other current assets

Other assets

Accounts payable

Accrued liabilities

Other liabilities

Deferred revenue

Net cash provided by (used in) operating activities
Cash flows from investing activities

Purchases of property and equipment

Maturities of short-term investments

Purchases of short-term investments

Investment in privately held company

Net cash provided by (used in) investing activities
Cash flows from financing activities

Proceeds from exercise of vested stock options
Proceeds from employee stock purchase plan
Payment for shares withheld for tax withholdings on vesting of restricted stock units
Payment to repurchase common stock

Payment on capital lease obligations

Net cash provided by (used in) financing activities
Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Supplemental disclosure of cash flow information
Income taxes paid

Interest paid

Supplemental disclosure of noncash investing and financing activities
Unpaid property and equipment purchases

See notes to condensed consolidated financial statements.

5

Nine Months Ended
September 30,
2017 2016

$(19,504) $(29,647)

2,371 2,665
12,961 16,765
(45 ) 280
9,004 352

(577 ) 4916 )
(1,575 ) 901

(262 ) (93 )
(911 ) (1,956 )
(329 ) (1,239 )
93 400
6,589 6,147
7,815 (10,341 )

(510 ) (1,737 )
29,600 25,600
(36,189 ) (14,488 )
— (1,500 )
(7,099 ) 7,875

723 815
2,390 2,890
(1,070 ) (941 )
(3,030 ) (2,139 )
(126 ) —

(1,113 ) 625

(397 ) (1,841 )
34,346 45,741
$33,949  $43,900

$295 $535
$424 $364
$62 $1,529
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

Aerohive Networks, Inc. was incorporated in Delaware on March 15, 2006, and, together with its subsidiaries (the
"Company"), has designed and developed a leading cloud and enterprise Wi-Fi solution that enables the Company's
customers to use the power of the Wi-Fi, cloud, analytics and applications to transform how they serve their
customers. The Company's products include Wi-Fi access points, routers and switches required to build an
edge-access network; a cloud services platform for centralized management; data collection and analytics; and
applications that leverage the network to provide additional capabilities to the business and IT organizations.
Together, these products, service platforms and applications create a simple, scalable, and secure solution to deliver a
better-connected experience.

The Company has offices in North America, Europe and Asia Pacific and employs staff around the world.

Basis of Presentation and Consolidation

The Company prepared the accompanying consolidated financial statements in accordance with generally accepted
accounting principles in the United States ("GAAP"), which includes the accounts of Aerohive Networks, Inc. and its
wholly owned subsidiaries. All intercompany accounts and transactions have been eliminated in consolidation.

Use of Estimates

The preparation of the accompanying consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the amounts the Company reported in the consolidated
financial statements and accompanying notes. Those estimates and assumptions include, among others, the best
estimate of selling price ("BESP") of product, software and support services, determination of fair value of
stock-based awards, inventory valuation, accounting for income taxes, including the valuation reserve on deferred tax
assets and uncertain tax positions, allowance for sales reserves, allowance for doubtful accounts, and warranty costs.
Management evaluates estimates and assumptions on an ongoing basis using historical experience and other factors
and adjusts those estimates and assumptions when facts and circumstances dictate. As the Company, cannot determine
future events and their effects with precision, actual results could differ from these estimates and assumptions, and
those differences could be material to the consolidated financial statements.

Foreign Currency

The functional currency of the Company’s foreign subsidiaries is the U.S. dollar. The Company remeasures the
transactions denominated in currencies other than the functional currency at the average exchange rate in effect during
the period. At the end of each reporting period, the Company remeasures its subsidiaries’ monetary assets and
liabilities to the U.S. dollar using exchange rates in effect at the end of the reporting period. The Company remeasures
its non-monetary assets and liabilities at historical exchange rates. The Company records gains and losses related to
remeasurement in other income(expense), net in the consolidated statements of operations. Foreign currency exchange
losses have not been significant in any period presented and the Company has not undertaken any hedging
transactions related to foreign currency exposure.

Recently Adopted Accounting Pronouncements

In July 2015, the Financial Accounting Standards Board ("FASB") issued Accounting Standard Update ("ASU")
2015-11, Simplifying the Measurement of Inventory, which replaced the lower of cost or market test with the lower of
cost or net realizable value test. The Company adopted this standard in the first quarter of fiscal year 2017, with
January 1, 2017 being the effective date of adoption. The adoption of this standard had no impact on the Company's
consolidated financial statements for the periods presented and any prior periods.

In March 2016, the FASB issued ASU 2016-09, Improvements to Employee Share-Based Payment Accounting, which
is intended to simplify several aspects of the accounting for share-based payment transactions, including the
accounting for income taxes, forfeitures, and statutory tax withholding requirements, as well as classification in the
statement of cash flows. The Company adopted this standard in the first quarter of fiscal year 2017, with January 1,
2017 being the effective date of adoption. This standard eliminates the requirement to delay the recognition of excess
tax benefits until they reduce current
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taxes payable. Under this standard, previously unrecognized excess tax benefits shall be recognized on a modified
retrospective basis. However, as of January 1, 2017, this had no impact on our accumulated deficit as the related U.S.
deferred tax assets were fully offset by a valuation allowance. Additionally, the Company elected to account for
forfeitures as they occur rather than estimate expected forfeitures using a modified retrospective transition method.
Accordingly, the Company recorded a cumulative-effect adjustment of $0.2 million to accumulated deficit as of
January 1, 2017. Further, ASU 2016-09 requires excess tax benefits to be presented as a component of operating cash
flows rather than financing cash flows. We elected to adopt this requirement prospectively and accordingly, prior
periods have not been adjusted. Excess tax benefits were not material for all periods presented. The adoption of this
standard did not have a material impact on the condensed consolidated financial statements for the three and nine
months ended September 30, 2017.

Recent Accounting Pronouncements

In May 2014, the FASB issued ASU 2014-09, Revenue from contracts with customers (Topic 606), which supersedes
the revenue recognition requirements in Revenue Recognition (Topic 605) and most industry-specific guidance. This
standard requires entities to recognize revenue when they transfer promised goods or services to customers in an
amount that reflects the consideration to which the entity expects to be entitled to in exchange for those goods or
services. In August 2015, the FASB issued ASU 2015-14 deferring the effective date of this standard by one year to
December 15, 2017, and, thus, the new standard will be effective for the Company on January 1, 2018. This standard
may be adopted using either the full or modified retrospective methods. In April 2016 and May 2016, the FASB
issued ASU 2016-10 and ASU 2016-12, respectively, which clarify guidance on identifying performance obligations,
collectability criterion and noncash consideration. The Company preliminarily plans to adopt these standards on a full
retrospective basis; however, the Company has not yet made a final decision on the adoption methodology and is
currently in the process of determining the potential impact that these standards will have on the Company's
consolidated financial statements. The Company has also identified and is in the process of implementing, appropriate
changes to its business processes, systems and controls to support recognition and disclosure under the new standard.
While the Company cannot reasonably estimate the expected financial statement impact at this time, the Company
believes the adoption of this new standard will have the most material impact on the way the Company accounts for
arrangements with its stocking value-added distributors, or VADs. The Company currently defers the recognition of
revenue and the cost of revenue from sales to these stocking VADs until the VADs have sold the products to their
customers (known as “sell-through” revenue recognition). Under the new standard, the Company expects to recognize
all revenue on sales to distributors upon shipment and transfer of control (known as “sell-in”” revenue recognition),
rather than deferring recognition until VADs report that they have sold the products to their customers (known as
“sell-through” revenue recognition), provided that all other revenue recognition criteria have been met. The Company
continues to assess all potential impacts of this ASU. Accordingly, its preliminary conclusions may change.

In January 2016, the FASB issued ASU 2016-01, Recognition and Measurement of Financial Assets and Financial
Liabilities, which provides guidance for the recognition, measurement, presentation, and disclosure of financial assets
and liabilities. This standard will be effective for the Company beginning in the first quarter of fiscal year 2019. The
Company is currently evaluating the potential impact of this standard on its consolidated financial statements.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), which supersedes the lease accounting
requirements in Topic 840. This standard requires a dual approach for lessee accounting under which a lessee would
account for leases as finance leases or operating leases. Both finance leases and operating leases will result in the
lessee recognizing a right-of-use asset and a corresponding lease liability. For finance leases, the lessee would
recognize interest expense and amortization of the right-of-use asset, and for operating leases, the lessee would
recognize a straight-line total lease expense. The standard also requires qualitative and quantitative disclosures to
supplement the amounts recorded in the financial statements so that users can understand more about the nature of an
entity’s leasing activities, including the Company's significant judgments and changes in judgments. This standard is
effective beginning in fiscal year 2019. The Company is currently evaluating the potential impact of this standard on
its consolidated financial statements.

In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows - Classification of Certain Cash Receipts
and Cash Payments, which provides guidance to decrease the diversity in practice in how certain cash receipts and

11
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cash payments are presented and classified in the statement of cash flows. The standard is effective for fiscal years
beginning after December 15, 2017, with early adoption permitted. The Company does not currently anticipate that
the adoption of this standard will have a material impact on its consolidated financial statements.

In January 2017, the FASB issued ASU 2017-04, Simplifying the Test for Goodwill Impairment, which removes Step
2 of the goodwill impairment test, which requires a hypothetical purchase price allocation. An impairment charge will
now be the amount by which a reporting unit's carrying value exceeds its fair value, not to exceed the carrying amount
of goodwill. The

7
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standard is effective for fiscal years beginning after December 15, 2021, with early adoption permitted. The Company
plans to adopt this standard in 2021 when it becomes effective.
Concentrations of Credit Risk and Significant Customers
Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of cash
and cash equivalents, short-term investments and accounts receivable. The Company maintains cash equivalents in
money market funds. The Company maintains short-term investments in U.S. treasuries, corporate securities, agency
securities and commercial paper.
The Company sells its products primarily to channel partners, which include value-added resellers, or VARs,
value-added distributors, or VADs, and Managed Service Providers, or MSPs. The Company’s accounts receivable are
typically unsecured and are derived from revenue earned from customers located in the Americas, Europe, the Middle
East and Africa, and Asia Pacific. The Company performs ongoing credit evaluations to determine customer credit,
but generally does not require collateral from its customers. The Company maintains reserves for estimated credit
losses and these losses have historically been within management’s expectations.
The Company has entered into separate agreements with certain individual VADs that are part of a consolidated group
of entities which collectively constitutes greater than 10% of the Company’s total revenue or gross accounts receivable
balance for certain periods, as presented in the tables below.
The percentages of revenue from a consolidated group of entities (VAD A and VAD B) greater than 10% of total
consolidated revenue were as follows:

Three Months Nine Months

Ended Ended

September 30, September 30,

2017 2016 2017 2016
VAD A 17.3% 14.0% 15.4% 13.8%
VADB 369% 19.2% 24.6% 11.0%

The percentages of receivables from VAD A, VAD B and an individual entity VAD C greater than 10% of total
consolidated accounts receivable were as follows:
September December
30, 31,
2017 2016
VADA 235 % 224 %
VADB 275 % 144 %
VADC — % 153 %

* Less

than

10%

2. FAIR VALUE MEASUREMENTS

The Company records its financial assets and liabilities at fair value. The Company categorizes these assets and
liabilities based upon the level of judgment associated with inputs used to measure the fair value. The categories are as
follows:

Quoted prices (unadjusted) in active markets that are accessible at the measurement date for identical assets
or liabilities.

Level 2 Observable prices that are based on inputs not quoted on active markets, but corroborated by market data.
Level 3 Unobservable inputs are used when little or no market data is available.

The Company classified its cash equivalents and short-term marketable investments within Level 1 and Level 2 in the
fair value hierarchy as of September 30, 2017 and December 31, 2016, respectively. Level 1 assets include highly
liquid money market funds that are included in cash equivalents. The Company classifies these instruments within
Level 1 of the fair value hierarchy because they are valued based on quoted market prices in active markets. Level 2

Level 1

13
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assets include U.S. treasuries, corporate securities, agency securities and commercial paper. The Company classifies
these instruments within Level 2 of the fair value hierarchy because they are valued based on pricing obtained from an
independent pricing service, which may use quoted market prices for identical or comparable instruments or model
driven valuations using observable market date or inputs corroborated by observable market data. The Company
classifies these instruments as short-term investments unless their

14
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maturities are three months or less when purchased, in which case the Company includes them in cash and cash
equivalents. The Company uses inputs such as actual trade data, benchmark yields, broker/dealer quotes or alternative
pricing sources with reasonable levels of price transparency, which the Company obtains from quoted market prices,
independent pricing vendors, or other sources, to determine the ultimate fair value of these assets.
As of September 30, 2017, the Company held an investment in a privately held company, which the Company
classified as a Level 3 investment in the fair value hierarchy (Note 3).
The components of the Company’s Level 1 and Level 2 assets are as follows:

September 30, 2017

Gross Estimated
Amortizenrealized Fair Cash Short-term
Cost Gain equivalents investments
Value
(Loss)
(in thousands)
Level 1:
Money market funds 9,911 — 9911 9911 —
$9911 $ — $9,911 $9911 $ —
Level 2:
U.S. treasuries 29,974 (5 ) 29,969 5,997 23,972
Corporate securities 11,151 (4 ) 11,147 — 11,147
Commercial paper 13,945 — 13,945 — 13,945
$55,070$ (9 ) $55,061 $ 5,997 $ 49,064
Total $64981$ (9 ) $64,972 $ 15908 $ 49,064
December 31, 2016
Gross Estimated
Amortizenrealized Fair Cash Short-term
Cost Gain equivalents investments
Value
(Loss)
(in thousands)
Level 1:
Money market funds 25,244 — 25,244 25,244 —
$25244 § — $25244 $ 25244 —
Level 2:
U.S. treasuries 22,516 (19 ) 22,497 — 22,497
Corporate securities 7,353 (12 ) 7,341 — 7,341
Commercial paper 12,570 — 12,570 — 12,570
$42,439 % 31 ) $42,408 $ — 42,408
Total $67,683 $ (31 ) $67,652 $25244  $ 42,408

All short-term investments the Company held as of September 30, 2017 and December 31, 2016, contractually mature
within one year from these respective dates.

Unrealized gains and losses related to these investments are due to interest rate fluctuations as opposed to credit
quality. In addition, the Company does not intend to sell, and it is not more likely than not that the Company would be
required to sell, these investments before recovery of their cost basis. As a result, there was no other-than-temporary
impairment for these investments as of September 30, 2017 and December 31, 2016.

3. CONSOLIDATED BALANCE SHEET COMPONENTS

Prepaid expenses and other current assets

Prepaid expenses and other current assets consist of the following:

9
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Deferred sales commissions, current portion
Prepaid expenses

Other

Total prepaid expenses and other current assets
Property and Equipment, net

SeptemHdecember
30, 31,

2017 2016

(in thousands)
$3,489 2,932
3,113 2,032
1,262 1,325

$7,864 $ 6,289

Property and equipment, net consists of the following:

Computer and other equipment

Manufacturing, research and development laboratory

equipment

Software

Office furniture and equipment

Leasehold improvements

Construction in progress

Property and equipment, gross

Less: Accumulated depreciation and amortization
Property and equipment, net

Estimated Useful Lives

3 years
3 years

2 to 5 years
3 to 7 years
shorter of useful life or lease term

Septembddecember
30, 31,
2017 2016

(in thousands)
$1,902 $1,920

4,543 4,314
8,217 8,217
2,065 2,070
1,008 1,008
78 —
17,813 17,529

(10,808 (8,521 )
$7,005 $9,008

The software category includes the capitalized internal-use software for the Company's cloud service platform. In
April 2015, the Company completed and launched the next generation of its cloud services platform, and began to
amortize these capitalized costs to cost of subscription and support revenue on a straight-line basis over an estimated

useful life of the software of five years.

Depreciation and amortization expense was $0.7 million and $0.9 million for the three months ended September 30,
2017 and 2016, respectively, and $2.4 million and $2.7 million for the nine months ended September 30, 2017 and

2016, respectively.

Office furniture and equipment classified under capital lease was $1.2 million at September 30, 2017 and December
31, 2016 respectively, and the related accumulated depreciation was $0.4 million and $0.2 million at September 30,

2017 and December 31, 2016 respectively.
Other assets
Other assets consist of the following:

Deferred sales commissions, non-current portion
Investment in privately held company

Other

Total other assets

SeptemHdecember
30, 31,
2017 2016

(in thousands)
$3,332 $ 3,115
1,500 1,500
530 485
$5,362 $ 5,100

In January 2016, the Company paid $1.5 million in cash to purchase a convertible note issued by a privately held
company, which provides Wi-Fi application and analytics. In June 2017, the convertible note and accrued interest on
the note converted into shares of preferred stock of the privately held company and the note was cancelled. The
accrued interest on the note was immaterial for any period. The Company currently has no significant voting rights,
investor rights or influence over the privately held company. Since the investment has no readily determinable market

17
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value, the Company has categorized it as a Level 3 asset in the fair value hierarchy. As of September 30, 2017, the
investment is carried at the value of original principal

10
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and the Company reviews such carried value quarterly for indicators of other-than-temporary impairment. The
Company did not recognize an impairment for the three months ended September 30, 2017 and 2016, respectively, as
there were no identified events or changes in circumstances that might have a significant adverse impact on the
carrying values of the investment. Since the Company does not intend to liquidate this investment in the next 12
months, the Company has classified the investment as other assets on the condensed consolidated balance sheet.
Accrued Liabilities

Accrued liabilities consist of the following:

SeptemHdecember

30, 31,

2017 2016

(in thousands)
Accrued compensation $7,423 $ 7,230
Accrued expenses and other liabilities 1,073 1,445
Warranty liability, current portion 480 625
Total accrued liabilities $8,976 $ 9,300

Deferred Revenue
Deferred revenue consists of the following:

Septembedecember

30, 31,

2017 2016

(in thousands)
Products $4,207 $1,220
Subscription and support 68,286 64,684
Total deferred revenue 72,493 65,904

Less: current portion of deferred revenue 36,761 31,727
Non-current portion of deferred revenue $35,732 $ 34,177

Warranty Liability

The following table summarizes the activity related to the Company’s accrued liability for estimated future warranty:
Three Months Nine Months

Ended

Ended September
September 30, 30,
2017 2016 2017 2016
(in thousands)

Beginning balance $930 $1,034 $975 $978

Charges to operations 141 142 492 515

Obligations fulfilled (247 ) (124 ) (586 ) (331)

Changes in existing warranty (11 ) (53 ) (68 ) (163)

Total product warranties $813 $999  $813 $999

Current portion $480 $660  $480 $660

Non-current portion $333 $339  $333 $339

Changes in existing warranty reflect a combination of changes in expected warranty claims and changes in the related
costs to service such claims.

4. DEBT

Financing Agreements

In June 2012, the Company entered into a revolving credit facility with Silicon Valley Bank (the "Revolving Credit
Facility"). The Revolving Credit Facility is collateralized by substantially all of the Company’s property, other than
intellectual property. Since January 1, 2016, the Revolving Credit Facility bears interest rate at the lesser of (i) LIBOR
rate plus 1.75% or (ii) prime rate minus 1.0%. In March 2017, the Company further amended the Revolving Credit
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Facility to extend the maturity
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date by two years and reduce the minimum cash requirements. The weighted-average interest rate of the Revolving
Credit Facility was 3.09% and 2.35% for the three months ended September 30, 2017 and 2016, respectively, and
2.85% and 2.36% for the nine months ended September 30, 2017 and 2016, respectively.
The Revolving Credit Facility contains customary negative covenants which, unless waived by the bank, limit the
Company’s ability to, among other things, incur additional indebtedness, grant liens, make investments, repurchase
stock, pay dividends, transfer assets or engage in merger and acquisition activity, including merge or consolidate with
a third party. The Revolving Credit Facility also requires the Company to maintain a minimum adjusted quick ratio
of 1.25 to 1.00 and a minimum cash balance with the bank as of the last day of each month of $35.0 million and to
demonstrate the absence of defined events of default in order to assure full access to the available borrowing. The
Revolving Credit Facility also contains customary events of default, subject to customary cure periods for certain
defaults, that include, among other things, non-payment defaults, covenant defaults, material judgment defaults,
bankruptcy and insolvency defaults, cross-defaults to certain other material indebtedness, and defaults due to
inaccuracy of representation and warranties. Upon an event of default, the lender may declare all or a portion of the
outstanding obligations payable by the Company to be immediately due and payable and exercise other rights and
remedies provided for under the Revolving Credit Facility. During the existence of an event of default, interest on the
obligations under the Revolving Credit Facility could be increased by 5.0%. As of September 30, 2017, the Company
was in compliance with these covenants.
The Revolving Credit facility currently provides, among other things, (i) a maturity date of March 31, 2019; and (ii) a
revolving line up to $20.0 million, subject to certain conditions.
As of September 30, 2017, $20.0 million remains outstanding under the Revolving Credit Facility, and is classified as
non-current liabilities in the condensed consolidated balance sheet.
5. COMMITMENTS AND CONTINGENCIES
Lease Commitments
The Company currently leases its main office facility in Milpitas, California, which lease is set to expire in June 2023.
In addition, the Company leases office space for its subsidiaries in the United Kingdom, the Netherlands, Korea and
China under non-cancelable operating leases that expire at various times through August 2021. The Company has also
entered into various lease agreements in other locations in the United States and globally to support its sales and
research and development functions.
The Company recognizes rent expense on a straight-line basis over the respective lease period. Future minimum lease
payments by year under operating leases as of September 30, 2017 are as follows:

Amount
Year Ending December 31, (in thousands)
2017 (remaining three months) $ 364

2018 1,809
2019 1,417
2020 1,084
2021 1,081
Thereafter 1,438
Total $ 7,193

Rent expense was $0.5 million and $0.5 million for the three months ended September 30, 2017 and 2016,
respectively, and was $1.5 million and $1.9 million for the nine months ended September 30, 2017 and 2016,
respectively.
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Capital Lease Obligations

The Company has certain office furniture and equipment that are classified under capital leases. The terms of the
capital leases range from three years to seven years. The interest expense is immaterial in any particular period. Future
minimum lease payments by year under capital lease obligations as of September 30, 2017 are as follows:

Amount
Year Ending December 31, (in thousands)
2017 (remaining three months) $ 47
2018 185
2019 176
2020 172
2021 169
Thereafter 245
Total $ 994

Less: current portion of capital lease obligations 185

Non-current portion of capital lease obligations $ 809

Manufacturing Commitments

The Company subcontracts with manufacturing companies to manufacture its hardware products. The contract
manufacturers procure components based on non-cancelable orders the Company places with them. If the Company
cancels all or part of an order, the Company is liable to the contract manufacturers for the cost of the related
components they purchased under such orders.

As of September 30, 2017 and December 31, 2016, the Company had manufacturing commitments with contract
manufacturers for inventory totaling approximately $5.4 million and $9.5 million, respectively.

Contingencies

The Company may be subject to legal proceedings and litigation arising from time to time. The Company will record

a liability when it believes that it is both probable that a loss has been incurred and the amount can be reasonably
estimated. The Company expects periodically to evaluate developments in its legal matters that could affect the

amount of liability that it has previously accrued, if any, and make adjustments as appropriate. The Company

exercises significant judgment to determine both likelihood of there being, and the estimated amount of, a loss related
to such matters, and the Company’s judgment may be incorrect. The Company cannot reasonably determine in advance
the outcome of any litigation proceeding. Until the final resolution of any such matter for which the Company may be
required to accrue, the Company may have an exposure to loss in excess of the amount the Company has accrued, and
such excess amount could be significant.

The Company is currently engaged in the following separate litigations which allege that the Company’s products
infringe certain patents.

Linex Technologies, or Linex, filed on March 19, 2013 a complaint in the U.S. District Court, Southern District of
Florida, asserting that some or all of the Company’s products infringe U.S. Patents Nos. #6,493,377, or the ‘377 Patent,
and #7,167,503, or the 503 Patent. The Company filed an answer and counterclaims for declaratory judgment against
Linex asserting that the Company’s products do not infringe the ‘377 and ‘503 Patents, and that the ‘377 and “503 Patents
are, in any case, invalid and not enforceable. The Company separately filed with the U.S. Patent and Trademark
Office, or the PTO, petitions to initiate reexamination of the ‘377 and ‘503 Patents, which petitions the PTO granted. In
the PTO reexaminations, all claims under the ‘377 and '503 Patents have been rejected and Linex has appealed the
final rejections of the claims. This case is currently stayed pending the reexaminations.

Chrimar Systems, or Chrimar, filed in July 2015 a complaint in the U.S. District Court, Eastern District of Texas,
asserting that certain of the Company’s products which utilize Power over Ethernet ("POE") functionality infringe
United States Patent Nos. 8,155,012, or the '012 Patent, 8,902,760, or the '760 Patent, 8,942,107, or the '107 Patent

and 9,019,838, or the '838 Patent. A jury trial was conducted in January 2017, following which the court entered an
order finding non-infringement as to the Company's products under all patents in suit. The court subsequently entered

a final judgment as to non-infringement under the patents in suit, which neither party challenged or appealed prior to
the
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lapsing of the period for any such timely challenges or appeals. The Company separately filed with the PTO petitions
to initiate reexamination of the '012 Patent and the 760 Patent, which petitions the PTO granted. The PTO has
rejected all claims of the '012 Patent and is considering the Company's petition regarding the 760 Patent.

Mobile Telecommunications Technologies LLC, or Mobile, filed in May 2016 a complaint in the U.S. District Court,
Eastern District of Texas, asserting that certain of the Company’s products which utilize MIMO systems or frequency
structures and functionality infringe United States Patent Nos. 5,590,403, 5,659,891, and 5,915,210. The case was
consolidated with several other cases involving the same patents and transferred to U.S. District Court, Delaware, for
pretrial purposes.

The Company is also currently engaged in separate litigation by a former employee, who has asserted claims that
Company, in conjunction with his termination (a) discriminated against him on the basis of his race and national
origin, (b) retaliated against him for complaints about discrimination, and (c) retaliated against him for complaints in
connection with a vendor contract. Aerohive has denied all liability. The case is proceeding to binding arbitration,
and the arbitration hearing is currently scheduled for November 2017. If the former employee prevails, he may be
awarded his attorney fees and may recover punitive damages against the Company. The parties have agreed to
participate in mediation prior to the arbitration. If the case does not settle in mediation, Aerohive intends to defend
itself vigorously at the arbitration.

The Company intends to defend these lawsuits vigorously, and is not able to predict or estimate any range of
reasonably possible loss related to these lawsuits. If these matters have an adverse outcome, they may have a material
impact on the Company’s financial position, results of operations or cash flows.

Guarantees

The Company typically enters into agreements with its customers that contain indemnification provisions in the event
of claims alleging that the Company’s products infringe the intellectual property rights of a third party. The Company
has at its option and expense, the ability to resolve any infringement, replace product with a non-infringing product
that is equivalent-in-function, or refund to the customers the total product price. These agreements also typically
include guarantees of product and service performance. The Company has not recorded a liability related to these
indemnification and guarantee provisions and the Company’s indemnification and guarantee provisions have not had
any impact on the consolidated financial statements to date.

6. STOCKHOLDERS' EQUITY

Common Stock reserved for Future Issuance

As of September 30, 2017, the Company had the following reserved shares of common stock for future issuance:

September

30,

2017
Common stock reserved for future grant under the 2014 Equity Incentive Plan 7,473,429
Common stock reserved for future purchase under the 2014 Employee Stock Purchase Plan 2,012,431
Options and Restricted Stock Units issued and outstanding 9,254,272
Total reserved shares of common stock for future issuance 18,740,132

7. STOCK-BASED COMPENSATION

2014 Equity Incentive Plan

On March 26, 2014, the Company's 2014 Equity Incentive Plan ("2014 Plan") became effective. On March 27, 2014,
the Company terminated its earlier 2006 Global Share Plan ("2006 Plan"), added all reserved-but-unissued shares
under the 2006 Plan to the 2014 Plan and rolled into the 2014 Plan all shares underlying stock awards granted under
the 2006 Plan that otherwise would return to the 2006 Plan. The Company may not grant additional awards under the
2006 Plan, but the 2006 Plan will continue to govern outstanding awards previously granted under the 2006 Plan.
The 2014 Plan provides for the grant of incentive stock options within the meaning of Section 422 of the Internal
Revenue Code, only to employees of the Company or any parent or subsidiary of the Company, and for the grant of
nonstatutory stock options, restricted stock, restricted stock units, stock appreciation rights, performance units and
performance
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shares to employees, directors and consultants of the Company, and the employees and consultants of any parent or
subsidiary of the Company.

In January 2017, the Company effected an increase of 2,612,263 shares reserved under the 2014 Plan. As of
September 30, 2017, the Company had 7,473,429 total shares of common stock reserved and available for grant under
the 2014 Plan.

The following table summarizes the total number of shares available for grant under the 2014 Plan as of

September 30, 2017:

Shares
Available for
Grant

Balance, December 31, 2016 5,116,753

Authorized 2,612,263
Options granted —

Options canceled 1,436,112
Awards granted (3,287,665 )
Awards canceled 1,595,966
Balance, September 30, 2017 7,473,429
Stock Options

The following table summarizes the information about outstanding stock option activity:
Options Outstanding

Number of Weighted Weighted
Shares Average Aggregate
. Average e .
Underlying ; Remaining Intrinsic
.- Exercise
Outstanding _ . Contractual Term Value
. Price
Options (Years)
(in
thousands)
Balance, December 31, 2016 6,219,774 $ 6.15 6.42 $ 6,056
Options granted — —
Options exercised (409,065 ) 1.73
Options canceled (1,436,112) 7.74
Balance, September 30, 2017 4374597 $ 6.04 6.07 $ 2,732
Options exercisable, September 30, 2017 3,439,751 $ 5.81 5.57 $ 2,732

The weighted-average grant-date fair value of options granted during the three and nine months ended September 30,
2016 was $3.03 and $3.15 per share, respectively, and the aggregate grant-date fair value of the Company's stock
options granted during the three and nine months ended September 30, 2016 was $0.1 million and $3.0 million,
respectively. There were no options granted during the three and nine months ended September 30, 2017.

The aggregate intrinsic value of stock options exercised during the three months ended September 30, 2017 and 2016,
was $0.03 million and $0.9 million, respectively, and during the nine months ended September 30, 2017 and 2016 was
$1.2 million and $1.6 million, respectively. The intrinsic value for each share underlying an option represents the
difference between the option exercise price per share and the closing stock price of a share of the Company’s common
stock. The total grant-date fair value of the options vested during the three months ended September 30, 2017 and
2016 was $0.7 million and $1.4 million, respectively, and during the nine months ended September 30, 2017 and 2016
was $2.6 million and $5.9 million, respectively.

Restricted Stock Units

The Company currently grants Restricted Stock Units ("RSUs") to certain employees and directors. The RSUs
typically vest over a period of time, generally one to three years, and are subject to the participant’s continuing service

26



Edgar Filing: AEROHIVE NETWORKS, INC - Form 10-Q

to the Company over that period. Until vested, RSUs do not have the voting and dividend participation rights of
common stock and the shares underlying the awards are not considered issued and outstanding.
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The following is a summary of the Company’s RSU activity and related information for the three months ended
September 30, 2017:
Restricted Stock Units

Outstanding
Weighted-Average
Shares Grant-Date
Fair Value Per
Share

Balance, December 31, 2016 4,365,670 $ 6.23

Awards granted 3,287,665 4.96
Awards vested (1,453,616) 5.92
Awards canceled (1,320,044) 6.14

Balance, September 30, 2017 4,879,675 $ 5.49

The weighted-average grant-date fair value of RSUs granted during the three months ended September 30, 2017 and
2016 was $4.66 and $6.09 per share, respectively, and during the nine months ended September 30, 2017 and 2016
was $4.96 and $6.23, respectively. The aggregate grant-date fair value of RSUs granted during the three months ended
September 30, 2017 and 2016 was $0.4 million and $1.0 million, respectively, and during the nine months ended
September 30, 2017 and 2016 was $16.3 million and $19.9 million, respectively. The aggregate fair value of shares
vested as of the respective vesting dates during the three months ended September 30, 2017 and 2016 was $1.7 million
and $4.1 million, respectively, and during the nine months ended September 30, 2017 and 2016 was $6.3 million and
$10.0 million, respectively.

The number of RSUs vested during a particular period includes shares that the Company withheld during the period
on behalf of certain employees to satisfy the minimum statutory tax withholding requirements, as determined by the
Company. During the three months ended September 30, 2017 and 2016, the Company withheld 180,345 and 60,638
shares of stock, respectively, for an aggregate value of $0.6 million and $0.4 million, respectively. During the nine
months ended September 30, 2017 and 2016, the Company withheld 275,922 and 156,186 shares of stock,
respectively, for an aggregate value of $1.1 million and $0.9 million, respectively. The Company returned such
withheld shares to the 2014 Plan, which were then available under the plan terms for future issuance.

The number of RSUs granted includes 378,644 shares of performance-based restricted stock units ("PBRSUs") that
the Company granted to certain executives in the first quarter of fiscal year 2017 pursuant to the 2014 Plan. Each
PBRSU represents the right to receive one share of the Company's common stock upon vesting, subject to the
Company's achievement of certain performance conditions. At each reporting period, the Company assesses the
probability of the number of these PBRSUs expected to vest based on its achievement of the performance condition.

The number of RSUs granted also includes 358,000 shares of market-based restricted stock units (MBRSUs) that the
Company granted to certain executives in June 2017 pursuant to the 2014 Plan. Each MBRSU represents the right to
receive one share of the Company's common stock upon vesting subject to the Company's achievement of certain
stock price targets. The Company estimated the fair value of the MBRSUs using the Monte Carlo option-pricing
model as of the date of grant as the MBRSUs contain both market and service conditions. The weighted-average
grant-date fair value of these MBRSU's was $4.18 per share. The Company will record the total expense related to all
of the MBRSUs on a graded-vesting method over the estimated term.

2014 Employee Stock Purchase Plan

The 2014 Employee Stock Purchase Plan ("ESPP") is a ten-year plan, effective in March 2014. The ESPP authorizes
the Company to issue shares of common stock pursuant to purchase rights it grants to its employees and those of its
designated subsidiaries. In January 2017, the Company effected an increase of 1,000,000 shares reserved under the
ESPP. As of September 30, 2017, the Company had 2,012,431 total shares of common stock reserved and available
for issuance under the ESPP.
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Under the ESPP, the Company grants stock purchase rights to all eligible employees, currently covering a one-year
offering period ending December 1, 2017, with purchase dates at the end of each interim six-month purchase period.
Employees purchase shares using employee payroll deductions at purchase prices equal to 85% of the lesser of the fair
market value of the Company’s common stock at either the first day of each offering period or the date of purchase.
The ESPP currently has a reset provision: If the closing price of the Company’s common stock on the last day of any
purchase period during an offering period
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is lower than the closing sales price on the first day of the related offering period, that offering period will terminate
upon the purchase of shares for such purchase period and participants will be automatically re-enrolled in the
immediately following offering period. As a result, the reference price for purposes of determining the purchase price
of shares for subsequent purchase periods for all participants of the new offering period resets to such lower price. No
participant may purchase more than $25,000 worth of common stock in any calendar year, or 5,000 shares of common
stock in any six-month purchase period. For the nine months ended September 30, 2017 and 2016, the Company
issued 563,174 and 646,278 shares under the ESPP plan, respectively. The Company did not issue any shares under
the ESPP during the three months ended September 30, 2017 and 2016 respectively.
Stock Repurchase Program
In February 2016, the Company's board of directors authorized a stock repurchase program of up to $10.0 million,
with stock purchases made from time to time in compliance with applicable securities laws in the open market or in
privately negotiated transactions. The timing and amounts of any purchases will be based on market conditions and
other factors including price, regulatory requirements and capital availability. The authorization does not require the
purchase of any minimum number of shares, and the Company may suspend, modify or discontinue the program at
any time without prior notice. In August 2017, our board of directors extended this program to June 30, 2018. During
the nine months ended September 30, 2017, the Company repurchased a total of 796,616 shares of its common stock
on the open market at a total cost of $3.0 million with an average price per share of $3.80. During the nine months
ended September 30, 2016, the Company repurchased a total of 364,627 shares at a total cost of $2.1 million with an
average price per share of $5.87.
As of September 30, 2017, we had repurchased under this program 1,161,243 shares of our common stock at a total
price $5.2 million with an average purchase price $4.45 per share of our common stock. Approximately $4.8 million
remains available as of September 30, 2017 for repurchases under this program.
Determination of Fair Values
Weighted-average assumptions for the Company's stock options granted were as follows:

Three Months Nine Months

Ended Ended
September  September
30, 30,

2017 2016 2017 2016
Stock options:
Expected term (in years) N/A 5.85 N/A 5.78
Expected volatility N/A 53.18% N/A 55.09%
Risk free interest rate  N/A 1.15 % N/A 1.49 %
Weighted-average assumptions to value MBRSUs under the Monte Carlo model were as follows:
Three
Months Nine Months
Ended Ended
September September 30,
30,
2017 2016 2017 2016
MBRSUs:
Expected volatility N/A N/A 46 % 53 %
Risk free interest rate N/A N/A 1.45% 1.07%
Weighted-average assumptions to value employee stock purchase rights under the Black-Scholes model were as
follows:

Three Months Ended Nine Months Ended September
September 30, 30,
2017 2016 2017 2016

ESPP purchase rights:
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Expected term (in years) 0.50 - 1.00 0.50 - 2.00 0.50 - 1.00 0.50 - 2.00

Expected volatility
Risk free interest rate

17

34% - 39% 35% - 55% 34% - 39% 35% - 55%
0.60% - 1.07% 0.07% - 0.51% 0.60% - 1.07% 0.07% - 0.51%
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Stock-based Compensation Expense
The total stock-based compensation the Company recognized for stock-based awards in the consolidated statements of
operations is as follows:

Three Months Nine Months

Ended Ended September

September 30, 30,

2017 2016 2017 2016

(in thousands)

Cost of revenue $313 $431 $860 $1,024
Research and development 1,329 1,576 3,082 4,287
Sales and marketing 1,566 2,505 4,361 6,336

General and administrative 1,756 1,903 4,658 5,118
Total stock-based compensation $4,964 $6,415 $12,961 $16,765
The following table presents stock-based compensation expense by award-type:

Three Months Nine Months

Ended Ended September

September 30, 30,

2017 2016 2017 2016

(in thousands)
Stock Options $652 $1,336 $2,355 $3,667
Restricted Stock Units 3,945 4,353 9,408 11,044
Employee Stock Purchase Plan 367 726 1,198 2,054
Total stock-based compensation $4,964 $6,415 $12,961 $16,765
As of September 30, 2017, unrecognized stock-based compensation related to outstanding stock options, RSUs and
ESPP purchase rights, was $3.1 million, $22.1 million and $0.3 million, respectively, which the Company expects to
recognize over weighted-average periods of 1.61 years, 2.01 years and 0.17 years, respectively.
8. NET LOSS PER SHARE
The Company calculates basic and diluted net loss per share by dividing the net loss by the weighted-average number
of common shares outstanding during the period. Diluted net loss per share is the same as basic net loss per share,
since the effects of potentially dilutive securities are antidilutive.
The following table presents the computation of basic and diluted net loss per share:

Three Months Ended Nine Months Ended

September 30, September 30,
2017 2016 2017 2016
(in thousands, except for share and per share
data)
Numerator:
Net loss $(6,612) $(9,712 ) $(19,504) $(29,647 )
Denominator:
Xzfliltge}clited—average shares used to compute net loss per share, basic and 53.683.7230.818.710 53.070,86349.920.630
Net loss per share:
Basic and diluted $(0.12 ) $(0.19 ) $(0.37 ) $(0.59 )

The Company excluded the following period-end outstanding common stock equivalents from the computation of
diluted net loss per share for the periods presented because including them would have been antidilutive:

As of September 30,

2017 2016
Shares of common stock issuable under the Equity Incentive Plan 9,254,272 11,557,330
Employee Stock Purchase Plan 431,153 392,029
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9,685,425 11,949,359
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9. INCOME TAXES

The provision for income taxes was approximately $0.1 million and $0.1 million, respectively, for the three months
ended September 30, 2017 and 2016 and was $0.4 million and $0.3 million, respectively, for the nine months ended
September 30, 2017 and 2016. The provision for income taxes consisted primarily of state taxes and foreign income
taxes.

For the three and nine months ended September 30, 2017 and 2016, the provision for income taxes differed from the
statutory amount primarily due to the Company's maintaining a full valuation allowance against the U.S. net deferred
tax assets, partially offset by foreign and state taxes.

The Company has intercompany services agreements with its subsidiaries located in the United Kingdom, the
Netherlands, New Zealand, Australia, Canada and China, which require payment for services rendered by these
subsidiaries at an arm’s-length transaction price. The foreign tax expense represents foreign income tax payable by
these subsidiaries on profit generated on intercompany services agreements.

The Company's realization of deferred tax assets depends on future taxable income, the existence and timing of which
is uncertain. Based on the Company’s history of losses, management has determined it cannot conclude that it is more
likely than not that the deferred tax assets will be realized and, accordingly, management has placed a full valuation
allowance against its domestic deferred tax assets, including net operating loss carryforwards and research and
development and other tax credits, as of September 30, 2017 and December 31, 2016, respectively.

10. SEGMENT INFORMATION

The Company’s chief operating decision maker ("CODM") is its Chief Executive Officer. The Company derives its
revenue primarily from sales of products and subscription and support services. The Company’s CODM reviews
financial information presented on a consolidated basis for purposes of allocating resources and evaluating financial
performance. Accordingly, the Company determined that it operates as one reportable and operating segment.

The following table represents the Company's revenue based on the billing address of the respective channel partners:

Three Months — i Months Ended
Ended September
0 September 30,

2017 2016 2017 2016
(in thousands)

Americas $22,613 $25,732 $75,672 $78,777
Europe, Middle East and Africa 11,141 10,538 31,371 34,695
Asia Pacific 3,314 4,099 8,676 14,656
Total revenues $37,068 $40,369 $115,719 $128,128

Included within Americas in the above table is revenue from sales in the United States of $21.0 million and $24.0
million, respectively, for the three months ended September 30, 2017 and 2016, and $70.1 million and $74.2 million,
respectively, for the nine months ended September 30, 2017 and 2016. Aside from the United States, no country
comprised 10% or more of the Company's total revenue for each of the three months ended September 30, 2017 and
2016, respectively.

Property and equipment, net by location is summarized as follows:

SeptemHdecember

30, 31,

2017 2016

(in thousands)
United States $5,929 $ 7,685
People's Republic of China 901 1,096
United Kingdom 175 227

Total property and equipment, net $7,005 $ 9,008
11. SUBSEQUENT EVENTS
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On November 1, 2017, we announced that our Board of Directors has increased to $20 million the purchase authority
under our existing Share Repurchase Program. As of the date of this report, $14.8 million remains available for future
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repurchases under the share repurchase program. We also announced the departure of Thomas Wilburn, who was our
Senior Vice President, Worldwide Field Operations. There were no material severance costs associated with his
departure. In addition, we announced that we had entered an OEM agreement with Dell EMC to deliver Aerohive's
Wi-Fi access point hardware and HiveManager NG cloud services platform. The agreement includes joint sales,
marketing, support services and logistic investments, and will combine Aerohive's technology with Dell EMC's
go-to-market and support capabilities through Dell EMC sales teams, Dell EMC channel partners, and Dell EMC
services offerings. There were no transactions under this OEM agreement for the period ended September 30, 2017.

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

You should read the following discussion and analysis of our financial condition and results of operations together
with our condensed consolidated financial statements and the other financial information appearing elsewhere in this
Quarterly Report on Form 10-Q. This discussion and analysis contains forward-looking statements reflecting our
current expectations and involves risks and uncertainties. We intend to identify forward-looking statements when we
use the words “believe,” “will,” “may,” “estimate,” “continue,” “anticipate,” “intend,” “should,” “plan,” “expect,” “predict,
and similar expressions that convey uncertainty of future events or outcomes. Our actual results and the timing of
events may differ materially from those we discuss in our forward-looking statements as a result of various factors,
including those we discuss below and those we discuss in the section entitled "Risk Factors" included in this Quarterly
Report on Form 10-Q.

These forward-looking statements include, but are not limited to, statements concerning the following:

our ability to predict our revenue, operating results and gross margin accurately;

our ability to timely develop, deliver and transition to new product offerings and pricing strategies, and transition
existing and new end-customers to such offerings and strategies, while maintaining existing revenue and margins and
our existing service level commitments to end-customers;

our ability to continue to secure orders from larger customers and any potential loss of or reductions in orders from
such larger customers;

our ability to maximize sales to our education vertical, including in conjunction with opportunities from the U.S.
Federal Communications Commission’s E-Rate program and the timing and uncertainty of the availability of such
funding, the level of available funding and the decisions by end-customers to purchase our products using such
funding;

the length and seasonal unpredictability of our sales cycles, including with service provider end-customers;

the effects of increased competition in and consolidation of our market and our ability to compete with larger
competitors with greater financial, technical and other resources;

our ability to continue to enhance and broaden our product and solutions offerings and bring new products, product
functionality and solutions to market;

our ability to attract new end-customers within the verticals and geographies in which we currently operate;

changes in global consumer confidence and demand for our products internationally, due to changes to foreign
currency exchange rates and other factors;

our ability to continue to build and enhance relationships with channel partners and to derive revenue from our
investments in those partnerships, particularly with our strategic partners;

our ability to protect our intellectual property and our exposure to third party claims that we or our customers or
channel partners infringe their intellectual property; and

other risk factors included under the section titled “Risk Factors.”

These forward-looking statements are subject to a number of risks, uncertainties, and assumptions, including those
described in “Risk Factors” included in Part II, Item 1A and elsewhere in this report. Moreover, we operate in a very
competitive and rapidly changing environment, and new risks emerge from time to time. It is not possible for us to
predict all risks, nor can we assess the impact of all factors on our business or the extent to which any factor, or
combination of factors, may cause actual results to differ materially from those contained in any forward-looking
statements we may make. In light of these risks, uncertainties and assumptions, the forward-looking events and

29 ¢ 99 ¢ 99 ¢ LN ER] “(

36



Edgar Filing: AEROHIVE NETWORKS, INC - Form 10-Q

circumstances we discuss in this report may not occur, and our actual results could differ materially and adversely
from those we anticipate or imply in the forward-looking
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statements. We undertake no obligation to revise or publicly release the results of any revision to these
forward-looking statements, except as required by law. Given these risks and uncertainties, we caution you not to
place undue reliance on such forward-looking statements.

Overview

Our goal is to be the leading independent cloud networking company that simplifies and transforms the connected
experience through information, applications and insights. We have designed and developed a leading cloud-managed,
networking platform that enables enterprises to deploy and manage a mobile-centric network edge. Our platform
builds on the foundation of our Wi-Fi and wired network infrastructure. Our platform also connects and stores
valuable data about the network and the users of the network that can enable better IT and business applications.
Customers around the world, from Fortune 500 businesses to small schools, have chosen our products.

For the three months ended September 30, 2017, our revenue was $37.1 million, a decline of $3.3 million, compared
to $40.4 million for the three months ended September 30, 2016. For the nine months ended September 30, 2017 and
2016, our revenue was $115.7 million and $128.1 million, respectively. In the three months ended September 30, 2017
and 2016, our net losses were $6.6 million and $9.7 million, respectively, and for the nine months ended

September 30, 2017 and 2016, our net losses were $19.5 million and $29.6 million, respectively. We have yet to
achieve profitability in any quarter.

Opportunities and Challenges

We believe that the growth of our business and our future success depend upon many factors, including our ability to
continue to develop innovative technologies and timely provide new product offerings to the marketplace; increase
our sales capabilities and develop our channel partner program; acquire new end-customers; expand our end-customer
base and increase penetration within our existing end-customer base (including through new product offerings); and
demonstrate revenue growth to our investors and financial analysts while also demonstrate that we can achieve
profitability on an acceptable timeline and predictably maintain profitability thereafter.

We operate in the highly competitive wired and wireless network access products market, which is characterized by
rapid technological innovation. We will need to continue to innovate in order to achieve market adoption of our
products and services. We have continued the expansion of our product portfolio with the release of new Wi-Fi access
points, access switches and management software to allow us to deliver a unified wired and wireless network edge.

In the wireless market, we have seen almost all customer demand shift to the 802.11ac standard, which uses new radio
hardware to deliver substantially higher wireless performance. In 2016, we continued the push towards higher
performance with the release of our 802.11ac "Wave 2" access points. We continue to develop new functionality in
our product offerings to take advantage of the changes to industry standards, including continued evolution of "Wave
2" and emerging work on the new 802.11ax standard.

We continue to believe we have a unique market opportunity based on our ability to deliver unified Wi-Fi, switch and
router solutions operating on a single, unified management platform, with subscription-based SaaS solutions and data
analytics, at a low entry and operating cost, and the ability to tailor and expand based on each user's needs. We have
developed a cloud-based services platform to provide network management and support additional value-added
applications. HiveManager NG, the newest version of our network management application, provides a single
management interface that customers use to configure network policies, monitor and troubleshoot performance,
manage access and security, and run reports on network operations. We will continue to sell and support the older
version of HiveManager. However, our focus is to continue to transition our business to HiveManager NG and make
our cloud-services platform and applications available to customers in either a subscription-based public cloud or
on-premises private cloud deployment. We announced in January 2017, HiveManager Connect, a simplified version
of HiveManager NG included as a part of our new Aerohive Connect product line. Under the Aerohive Connect
program, customers may purchase a less complex, connectivity-oriented solution at attractive entry-point pricing.
Aerohive Connect customers can expand their Connect deployment, as needed, and can add subscriptions or licenses
to upgrade to our full-featured Select offering and premium support services. In May 2017, we announced that our
Aerohive Connect and Select offerings are available across our entire portfolio of access points and switches. We
believe that separating our product line into these two offerings delivers compellingly priced cloud-managed hardware
for connectivity-oriented deployments and enables us to capture more subscription and software license revenue from
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those customers who require a more advanced feature set and support. In November 2017, we announced that we had
entered an OEM agreement with Dell EMC to deliver Aerohive's Wi-Fi access point hardware and HiveManager NG
cloud services platform. The agreement includes joint sales, marketing, support services and logistic investments, and
will combine Aerohive's technology
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with Dell EMC's go-to-market and support capabilities through Dell EMC sales teams, Dell EMC channel partners,
and Dell EMC services offerings.

Our business is seasonal, with our product revenue typically decreasing in our first quarter but sequentially increasing
from our fiscal first to second quarter. This has generally been due to annual budget cycles in the enterprise and
spending seasonality in the education verticals. The buying cycle for K-12 schools in the United States historically has
driven strong sequential growth for us in the second quarter, which we also see typically carry over from our second to
our third quarter. We also historically have seen a sequential increase in revenue from our third to our fourth quarter
due to end-of-year spending by enterprise customers.

The seasonal variations in demand for our products and services in the education vertical continue to make it more
difficult for us to predict revenue from our education vertical during a particular period during the year. For example,
on February 14, 2017, we announced our revenue results for our fourth quarter of fiscal year 2016, which was below
the revenue outlook we had provided for the period in November 2016. Similarly, on November 1, 2017, we
announced our revenue results for our third quarter of fiscal year 2017, which was below the revenue outlook we had
provided for the period in August 2017.

We believe that the significantly slower pace of order volume in our education vertical in the third and fourth quarters
of our fiscal year 2016, specifically due to slower pace of funding approvals under the federal E-Rate program, was
one of the primary drivers of lower-than-expected order volume and revenue performance in our third quarter and our
lowered revenue outlook for our fourth quarter. We also believe that we introduced our new HiveManager NG product
to some of our larger and more complex customers before its feature set was able to fully address their requirements,
which resulted in elongated sales cycles and reduced revenue opportunities, which specifically contributed to our
lower revenue performance in the fourth quarter and our outlook for the first quarter of our fiscal year 2017. We
believe that the lower-level of E-Rate funded transactions and lengthier sales cycle associated with our HiveManager
NG offering continued to affect our revenue opportunities and operating results in 2017, including in our third quarter.
In addition, the third quarter of our fiscal year 2017 was the first full quarter that our customers could choose between
our Connect and Select offerings. The rate at which shipments of our Connect business convert to revenue differs
significantly from shipments of our Select business. Further, it is difficult to estimate the percentage of our customers
who will choose our subscription offerings versus our perpetual license offerings. We believe that our difficulty to
predict the specific mix of Connect and Select shipments and the mix of subscription and perpetual license offerings,
during the quarter also added uncertainty to our operating results for this quarter.

We realize that our revenue-dependence on the volatile education market may continue to bring uncertainty to our
results. For this reason, a priority for our business continues to be to expand and diversify our offerings and revenue
opportunities into other verticals, with particular focus on enterprise customers. We also intend to continue to invest
significant resources in developing of our innovative technologies and new product offerings, acquiring new
end-customers in new and existing geographies, and increasing penetration within our existing end-customer base.
We also expect to continue to invest in our organization and our channel and strategic partnerships to meet the needs
of our customers and to pursue opportunities in new and existing markets. In particular, we are investing to increase
our sales capacity as well as our channel program. As such, we will continue to incur expenses in the near term, due to
our continuing investments to grow our business, including internationally, in advance of and in preparation for our
expected increase in sales and expansion of our customer base. As a result, we may not be profitable for the
foreseeable future and our use of cash over this period could also be greater and extend over a longer period as we
make investments in areas of our operations, such as sales, marketing and research and product and channel partner
development, which we feel may promote our growth and profitability over the long term. We believe that over the
long term, we will be able to leverage these investments in the form of a higher revenue growth rate compared to the
growth rate of our operating expenses.
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Results of Operations
The following table sets forth our results of operations for the periods presented, in dollars (in thousands):

Three Months Nine Months Ended

Ended September

30, September 30,

2017 2016 2017 2016
Revenue:
Product $26,750 $31,691 $85,666 $103,683
Subscription and support 10,318 8,678 30,053 24,445
Total revenue 37,068 40,369 115,719 128,128
Cost of revenue(D:
Product 9,408 10,070 28,760 32,922
Subscription and support 3,244 3,095 9,573 9,048
Total cost of revenue 12,652 13,165 38,333 41,970
Gross profit 24,416 27,204 77,386 86,158

Operating expenses:
Research and development() 9,260 10,685 28,032 31,457

Sales and marketing(!) 15,948 19,647 50,807 62,037
General and administrative() 5,700 6,515 17,486 22,135
Operating loss (6,492 ) (9,643 ) (18,939 ) (29,471 )
Interest income 180 109 484 345
Interest expense (135 ) (115 ) (412 ) (351 )
Other income (expense), net (90 ) 22 (268 ) 128

Loss before income taxes (6,537 ) (9,627 ) (19,135 ) (29,349 )
Income tax provision 75 85 369 298

Net loss $(6,612) $(9,712) $(19,504) $(29,647 )

(DIncludes stock-based compensation as follows:
Three Months Nine Months
Ended Ended September
September 30, 30,
2017 2016 2017 2016
(in thousands)

Cost of revenue $313 $431 $860 $1,024
Research and development 1,329 1,576 3,082 4,287
Sales and marketing 1,566 2,505 4,361 6,336
General and administrative 1,756 1,903 4,658 5,118

Total stock-based compensation expense $4,964 $6,415 $12,961 $16,765
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The following table sets forth our results of operations for the periods presented, as a percentage of our total revenue:
Three Months Nine Months
Ended Ended
September 30, September 30,
2017 2016 2017 2016

Revenue:

Product 72 % 79 % 74 % 81 %
Subscription and support 28 21 26 19
Total revenue 100 100 100 100
Cost of revenue:

Product 25 25 25 26
Subscription and support 9 8 8 7
Total cost of revenue 34 33 33 33
Gross profit 66 67 67 67

Operating expenses:
Research and development 25 26 25 25

Sales and marketing 43 49 44 48
General and administrative 16 16 15 17
Operating loss 18) @4) A7) @23)

Interest income — — — —
Interest expense — — — —
Other income (expense), net — — — —
Loss before income taxes (18) (24) 17) (23)
Income tax provision — — — —
Net loss (18)% (24)Y% (17)% (23 )%

Revenue

We derive revenue from the sales of our products and services, and we recognize revenue when persuasive evidence
of an arrangement exists, delivery has occurred, the fee is fixed or determinable, and collectability is reasonably
assured. We expect our revenue to vary from quarter to quarter based on seasonal and cyclical factors.

Our total revenue comprises the following:

Product Revenue. We derive product revenue primarily from sales of our hardware products, which include wireless
access points, branch routers, and switches, all of which are embedded with our proprietary operating system,
HiveOS, and perpetual licenses for our unified network management system, HiveManager, and other software
applications, as well as related accessories. We recognize product revenue at the time of shipment, provided that all
other revenue recognition criteria have been met. For our VAD arrangements where we permit our VADs to stock
inventory, we recognize revenue when our VADs have shipped the products to our end-customers (or to VARS),
provided that all other revenue recognition criteria have been met.

Subscription and Support Revenue. We derive subscription and support revenue primarily from sales of our
subscription and support offerings that we deliver over a specified term. These offerings primarily include
post-contract customer support, or PCS, related to our perpetual software licenses and subscriptions to HiveManager
and other software applications delivered as SaaS, including related customer support, and from subsequent renewals
of those contracts. To benefit fully from potential contract renewals, we plan to continue to invest in systems to better
track existing customer support commitments and renewal opportunities and provide offerings which continue to be
attractive to our customers. Our PCS includes tiered maintenance and support services under renewable, fee-based
maintenance and support contracts, which include technical support, bug fixes, access to priority hardware
replacement services and unspecified upgrades on a when-and-if available basis. Our SaaS subscriptions include
comparable maintenance and support services. The higher the percentage of our end-customers that purchase SaaS
subscriptions, as opposed to HiveManager and PCS, the higher our subscription and support revenue will be as a
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percentage of our total revenue. We recognize subscription and support revenue ratably over the term of the
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contract, which is typically one, three or five years. As a result, our recognition of subscription and support revenue
lags our recognition of related product revenue.

Three Months Ended September 30, Nine Months Ended September 30,
$ % %
2017 2016 Change Change 2017 2016 $ Change Change
(dollars in thousands) (dollars in thousands)
Revenues:
Product $26,750 $31,691 $(4,941) (16 Y% $85,666 $103,683 $(18,017) (17 )%
Subscription and support 10,318 8,678 1,640 19 % 30,053 24,445 5,608 23 %
Total revenue $37,068 $40,369 $(3,301) (8 )% $115,719 $128,128 $(12,409) (10 Y%
Percentage of revenues:
Product 72 % 19 % 74 % 81 %
Subscription and support 28 % 21 % 26 % 19 %
Total 100 % 100 % 100 % 100 %
Three Months Ended September 30, Nine Months Ended September 30,
$ % %
2017 2016 Change Change 2017 2016 $ Change Change
(dollars in thousands) (dollars in thousands)
Revenue by geographic
region:
Americas $22,613 $25,732 $(3,119) (12 Y% $75,672 $78,777 $(3,105 ) 4 Y%
EMEA 11,141 10,538 603 6 % 31,371 34,695 (3,324 ) (10 )%
APAC 3,314 4,099 (785 ) (19 Y% 8,676 14,656 (5,980 ) 41 Y%

Total revenue $37,068  $40,369  $(3,301) (8 )% $115,719 $128,128  $(12,409) (10 )%

Percentage of revenue by
geographic region:

Americas 61 % 64 % 65 % 62 %
EMEA 30 % 26 % 27 % 27 %
APAC 9 % 10 % 8 % 11 %
Total 100 % 100 % 100 % 100 %

Revenue decreased $3.3 million for the three months ended September 30, 2017, compared to the three months ended
September 30, 2016, and decreased $12.4 million for the nine months ended September 30, 2017, compared to the
nine months ended September 30, 2016, primarily due to a decrease in product revenue, partially offset by an increase
in software and subscriptions revenue.

The decrease in our product revenue of $4.9 million and $18.0 million in the three and nine months ended

September 30, 2017, respectively, compared to the same periods last year. The decrease in product revenue for the
three months ended September 30, 2017 was primarily due to a decrease in list prices of our hardware products related
to our Connect and Select offerings. The decrease in product revenue for the nine months ended September 30, 2017,
was primarily due to lower unit shipments and a decrease in list prices of our hardware products related to our
Connect and Select offerings.

The increase in our subscription and support revenue of $1.6 million and $5.6 million in the three and nine months
ended September 30, 2017, respectively, compared to the same periods last year, was primarily due to an increase in
sales of PCS and SaaS, including our HiveManager NG cloud-management platform, and our recognition of deferred
revenue in the respective periods.
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The Americas and EMEA accounted for the majority of our total revenue in the respective periods. The decrease in
revenue in our APAC region for the three and nine months ended September 30, 2017 was primarily due to a decline
in unit shipments in that region during the respective periods.

Cost of Revenues
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Our cost of revenue includes the following:
Cost of Product Revenue. Our cost of product revenue primarily includes manufacturing costs of our products
payable to third-party manufacturers. Our cost of product revenue also includes personnel costs, including stock-based
compensation, shipping costs, third-party logistics costs, provisions for excess and obsolete inventory, warranty and
replacement costs, the depreciation and amortization of testing and imaging equipment, inbound license fees, certain
allocated facilities and information technology infrastructure costs, and other expenses associated with logistics and
quality control.
Cost of Subscription and Support Revenue. Our cost of subscription and support revenue primarily includes personnel
costs, including stock-based compensation, certain allocated facilities information technology infrastructure costs,
costs associated with our provision of PCS and SaaS and datacenter costs. Our cost of subscription and support
revenue also includes amortization of capitalized costs related to HiveManager NG, our internally developed,
next-generation cloud-services platform, which we completed and launched in April 2015.

Three Months Ended September Nine Months Ended September

30, 30,

$ % $ %
20172016 Change Change 20172016 Change Change
(dollars in thousands) (dollars in thousands)

Cost of revenues:
Product $9,408 $10,070$ (662 )(7 )% $28,760$32,922%$(4,162)(13 )%
Subscription and support 3,244 3,095 149 5 % 9,573 9,048 525 6 %
Total cost of revenues  $12,652$13,165$ (513 )(4 )% $38,333$41,970$(3,637)(9 )%
Cost of revenue decreased $0.5 million and $3.6 million for the three and nine months ended September 30, 2017,
respectively, compared to the three and nine months ended September 30, 2016, respectively. We primarily attribute
the decrease in our cost of product revenue for the three months ended September 30, 2017 to changes in the mix of
the products we sold in the period. We primarily attribute the decrease in our cost of product revenue for the nine
months ended September 30, 2017 to a decrease in unit shipments and changes in the mix of products we sold in the
period. We primarily relate the increase in our cost of subscription and support revenue to an increase in software and
services revenue and an increase in the cost of our cloud operations.
Gross Margin
Our gross margin or gross profit has been and will continue to be affected by a variety of factors, including product
shipment volumes, average sales prices of our products, discounts we offer to our VAR and VAD partners, the mix of
revenue between products and subscription and support services, and the mix of products we sold in the period,
because our products have varying gross margins depending on the product offering and the lifecycle of the product.
Historically, our subscription and support gross margin has been lower than our product gross margin; however, we
expect our subscription and support gross margin to increase over the long term because we expect our subscription
and support revenue to increase more quickly than our cost of subscription and support revenue. We expect our gross
margin to be volatile and may decrease at any given time as we experience additional competitive pricing pressure.
Further, we believe the pricing of our new Connect and Select offerings may dampen our product gross margin;
however, we expect these offerings to generate improvements in our subscription and support gross margin as well as
to increase our deferred revenue over the period.

Three Months Ended September Nine Months Ended September

30, 30,

2017 2016 2017 2016
Amount GM  Amount GM  Amount GM  Amount GM
(dollars in thousands) (dollars in thousands)

Gross margin:

Product $17,342 64.8% $21,621 68.2% $56,906 66.4% $70,761 68.2%
Subscription and support 7,074  68.6% 5,583  64.3% 20,480 68.1% 15,397 63.0%
Total gross margin $24,416 659% $27,204 67.4% $77,386 66.9% 86,158 67.2%
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Total gross margin decreased from 67.4% to 65.9% for the three months ended September 30, 2017 and decreased
from 67.2% to 66.9% for the nine months ended September 30, 2017, as compared to the same periods in the prior
year primarily due to a decrease in list prices of our hardware products, accompanied by an increase in software and
subscription prices related to our Connect and Select offerings.
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Product gross margin decreased from 68.2% to 64.8% for the three months ended September 30, 2017, compared to
the three months ended September 30, 2016, and decreased from 68.2% to 66.4% for the nine months ended
September 30, 2017, compared to the nine months ended September 30, 2016. The decrease in our product gross
margin was primarily due to a decrease in list prices of our hardware products related to our Connect to Select strategy
and the mix of product we sold in the period. As a result of our planned pricing shift related to our Connect to Select
strategy which shifted revenue from hardware products and increased our subscription and support deferred revenue.
Subscription and support gross margin increased from 64.3% to 68.6% for the three months ended September 30,
2017, compared to the three months ended September 30, 2016, and increased from 63.0% to 68.1% for the nine
months ended September 30, 2017, compared to the nine months ended September 30, 2016. The increase in our
subscription and support gross margin was primarily due to higher growth in our subscription and support revenue
than our related cost of delivering these subscription and support services, which was partially due to an increase in
our software and subscription pricing.
Research and Development
Our research and development expenses consist primarily of personnel costs, including bonuses, stock-based
compensation, recruiting fees and travel expenses for employees engaged in research, design and development
activities. Research and development expenses also include costs for prototype-related expenses, product certification,
consulting services, depreciation and certain allocated facilities and information technology infrastructure costs. We
believe that continued investment in research and development is important to attaining our strategic objectives. Over
time, we expect our research and development expenses to continue to increase in absolute dollars for the foreseeable
future as we continue to invest in the development of our products and services. Our research and development
expenses may fluctuate as a percentage of our total revenue from period to period due to the seasonality of our total
revenue and the timing and extent of our research and development expenses.

Three Months Ended September 30, Nine Months Ended September 30,

$ % $ %
2017 2016 Change Change 2017 2016 Change Change
(dollars in thousands) (dollars in thousands)
Research and development $9,260  $10,685  $(1,425) (13 )% $28,032 $31,457 $(3,425) (11 )%
% of revenue 25 % 26 % 25 % 25 %

Research and development expense decreased $1.4 million for the three months ended September 30, 2017, compared
to the three months ended September 30, 2016. The decrease was primarily due to a decrease of $0.7 million in
personnel and related costs, a decrease of $0.2 million in stock-based compensation expense, and a decrease of $0.5
million in other expenses primarily due to decrease in professional services, depreciation expense, travel and facilities
expenses.

Research and development expense decreased $3.4 million for the nine months ended September 30, 2017, compared
to the nine months ended September 30, 2016. The decrease was primarily due to a decrease of $1.2 million in
stock-based compensation expense, a decrease of $0.8 million in engineering expenses related to product
certifications, a decrease of $0.6 million in professional services, a decrease of $0.5 million in personnel and related
costs and a decrease of $0.3 million in depreciation expense.

Sales and Marketing

Our sales and marketing expenses consist primarily of personnel costs, including commission costs, stock-based
compensation, recruiting fees and travel expenses for employees engaged in sales and marketing activities. Sales and
marketing expenses also include the cost of trade shows, marketing and training programs, promotional materials,
demonstration equipment, consulting services, depreciation and certain allocated facilities and information technology
infrastructure costs. Over time, we expect our sales and marketing expenses to continue to increase in absolute dollars
as we increase the size of our sales and marketing organization, expand into new markets and further develop our
channel program. Our sales and marketing expenses may fluctuate as a percentage of our total revenue from period to
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period due to the seasonality of our total revenue and the timing and extent of our sales and marketing expenses.

Three Months Ended September 30, Nine Months Ended September 30,
$ % %
2017 2016 Change Change 2017 2016 $ Change Change
(dollars in thousands) (dollars in thousands)
Sales and marketing $15,948  $19,647 $(3,699) (19 )% $50,807 $62,037 $(11,230) (18 Y%
% of revenue 43 % 49 % 44 % 48 %
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Sales and marketing expense decreased $3.7 million for the three months ended September 30, 2017, compared to the
three months ended September 30, 2016. The decrease was primarily due to decreases of $1.7 million in personnel and
related costs and $0.9 million in stock-based compensation, due to lower headcount, and a decrease of $1.1 million in
other expenses, primarily due to lower spending on marketing programs, travel and entertainment and professional
services.

Sales and marketing expense decreased $11.2 million for the nine months ended September 30, 2017, compared to the
nine months ended September 30, 2016. The decrease was primarily due to decreases of $6.5 million in personnel and
related costs and $2.0 million in stock-based compensation, each due to lower headcount, a decrease of $0.9 million in
facilities expenses, and the remaining decrease of $1.8 million in other expenses primarily due to lower spending on
marketing programs, travel and entertainment and professional services.
General and Administrative
Our general and administrative expenses consist primarily of personnel costs, including bonuses, stock-based
compensation and travel expenses for our executive, finance, human resources, legal and operations employees, as
well as compensation for our board of directors. General and administrative expenses also include fees for outside
consulting, legal, audit, investor relations, and accounting service and insurance, as well as depreciation and certain
allocated facilities and information technology infrastructure costs. Over time, we expect our general and
administrative expenses to continue to increase in absolute dollars due to the additional legal, accounting, insurance,
investor relations, information technology and other costs that we will continue to incur as a public company, as well
as other costs associated with growing our business. Our general and administrative expenses may fluctuate as a
percentage of our total revenue from period to period due to the seasonality of our total revenue and the timing and
extent of our general and administrative expenses.

Three Months Ended September 30, Nine Months Ended September 30,

$ % $ %
2017 2016 Change Change 2017 2016 Change Change
(dollars in thousands) (dollars in thousands)
General and administrative $5,700 $6,515 $(815) (13 )% $17,486 $22,135 $(4,649) (21 Y%
% of revenue 16 % 16 %0 15 % 17 %0

General and administrative expense decreased $0.8 million for the three months ended September 30, 2017, compared
to the three months ended September 30, 2016. The decrease was primarily due to a decrease of $0.5 million in
personnel and related costs primarily due to lower headcount, a decrease of $0.3 million in professional services due
to a decrease in consulting and litigation settlement expenses.

General and administrative expense decreased $4.6 million for the nine months ended September 30, 2017, compared
to the nine months ended September 30, 2016. The decrease was primarily due to a decrease of $1.3 million in
personnel and related costs and $0.5 million in stock-based compensation primarily due to lower headcount, a
decrease in litigation settlement expense of $1.4 million, related to our class action complaint related to our Form S-1
filing, a decrease of $0.8 million in professional services and a decrease of $0.9 million in expenses related to our
headquarter relocation offset by $0.3 million in allocated facilities expenses.

Interest Income

Our interest income primarily consists of interest earned on our cash, cash equivalents and short-term investments. We
have invested our cash in money-market funds and other short-term, high quality investments. Historically, our
interest income has not been material.

Three Months Ended Nine Months Ended
September 30, September 30,

$ % $ %
2017 2016 Change Change 2017 2016 Change Change
(dollars in thousands) (dollars in thousands)

Interest income $180 $109 $ 71 65 % $484 $345 $ 139 40 %
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Interest income increased for the three and nine months ended September 30, 2017, respectively, compared to the
three and nine months ended September 30, 2016, primarily due to income earned on our short-term investments.
Interest Expense

Our interest expense consists primarily of interest on our indebtedness.
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Three Months Ended September Nine Months Ended September

30, 30,

$ % $ %
20172016 Change Change 20172016 Change Change
(dollars in thousands) (dollars in thousands)

Interest expense $(135) $(115) $ (20 ) 17 % $(412) $(351) $ (61 ) 17 %
The change in our interest expense was not significant.
Other Income (expense), Net

Our other income, net primarily consists of gains and losses from foreign currency exchange transactions.

Three Months Ended Nine Months Ended September
September 30, 30,

$ % $ %
2017 2016 Change Change 2017 2016 Change Change
(dollars in thousands) (dollars in thousands)

Other income (expense), net $(90) $22 $(112) (509)% $(268) $128 $(396 ) (309)%

The change in our other income (expense) primarily related to changes due to foreign currency fluctuations.
Provision for Income Taxes

Our provision for income taxes consists primarily of foreign tax expense due to our cost-plus agreements with our
foreign entities, which guarantee our foreign entities a profit, and to a lesser extent federal and state income tax
expense. We expect our provision for income taxes to increase in absolute dollars in future periods.

Three Months Ended Nine Months Ended
September 30, September 30,

$ % $ %
20172016 Change Change 2017 2016 Change Change
(dollars in thousands) (dollars in thousands)

Provision for income taxes $75 $85 $ (10 ) (12 )% $369 $298 $ 71 24 %

The change in our provision for income taxes primarily related to foreign and state income taxes and was not
significant. As of September 30, 2017 and December 31, 2016, respectively, we maintained a full valuation allowance
against our domestic deferred tax assets, including net operating loss carryforwards and research and development and
other tax credits.

Liquidity and Capital Resources

As of September 30, 2017, we had cash and cash equivalents of $33.9 million and short-term investments of $49.1
million. $81.6 million of our cash, cash equivalents and short-term investments were held within the United States.

In June 2012, we entered into the Revolving Credit Facility with Silicon Valley Bank, which matures on March 31,
2019. We have been using the amount drawn under the Revolving Credit Facility for working capital and general
corporate purposes. As of September 30, 2017, we had $20.0 million of outstanding debt, under the Revolving Credit
Facility, and we were in compliance with all covenants under our loan agreement. See Note 4 to the Condensed
Consolidated Financial Statements included in this Form 10-Q for more information about our debt.

We believe that our existing cash and cash equivalents will be sufficient to meet our anticipated working capital and
capital expenditure needs for at least the next 12 months. Our future capital requirements will depend on many factors,
including our growth rate, the timing and extent of our spending to support our research and development efforts, the
expansion of our sales and marketing activities, the introduction of new and enhanced product and service offerings,
the costs to ensure access to adequate manufacturing capacity, and the level of market acceptance of our products.
However, we may be required to raise additional funds in the future through public or private debt or equity financing
to meet additional working capital requirements.

Cash Flows
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The following table summarizes our cash flows for the periods indicated:

Nine Months

Ended September

30,

2017 2016

(in thousands)
Net cash provided by (used in) operating activities $7,815 $(10,341)
Net cash provided by (used in) investing activities (7,099 ) 7,875
Net cash provided by (used in) financing activities (1,113 ) 625
Net decrease in cash and cash equivalents $(397 ) $(1,841 )
Operating Activities
We demonstrated positive cash flow in our third and fourth quarters of 2015, third quarter of 2016 and in our second
quarter of 2017. However, we have historically experienced negative cash flows from operating activities as we
continue to invest in our business. Our largest uses of cash from operating activities are for employee-related
expenditures and purchases of finished products from our contract manufacturers. Our primary source of cash flows
from operating activities is cash receipts from our channel partners. Our cash flows from operating activities will
continue to be affected principally by the extent to which we grow our total revenue and our operating expenses,
primarily in our sales and marketing and research and development functions, in order to grow our business.
For the nine months ended September 30, 2017, cash provided by operating activities was $7.8 million as a result of
non-cash charges of $15.3 million and a net change of $12.0 million in our net operating assets and liabilities offset by
our net loss of $19.5 million. Non-cash charges consisted primarily of stock-based compensation of $13.0 million and
depreciation and amortization expense of $2.4 million. The net change in our net operating assets and liabilities was
primarily due to a $1.6 million increase in prepaid expenses and other current assets, $0.9 million decrease in accounts
payable, $0.6 million increase in cash used for inventory purchases, $0.3 million decrease in accrued liabilities and
$0.3 million increase in other asset, partially offset by a $9.0 million decrease in accounts receivable primarily due to
the timing of shipments and a $6.6 million increase in deferred revenue. Our days sales outstanding, or DSO, was 43
days as of September 30, 2017, which we calculate by dividing net accounts receivable at the end of the quarter by
revenue recognized during the quarter, multiplied by the total days in the quarter. The decrease in DSO to 43 days as
compared to 51 days for the same period last year is primarily due to the timing of shipments.
For the nine months ended September 30, 2016, cash used in operating activities was $10.3 million as a result of our
net loss of $29.6 million, and a net change of $0.4 million in our net operating assets and liabilities, partially offset by
non-cash charges of $19.7 million. Non-cash charges consisted primarily of stock-based compensation of $16.8
million and depreciation and amortization expense of $2.7 million. The net change in our net operating assets and
liabilities was primarily due to a $4.9 million increase in cash used for inventory purchases, $2.0 million decrease in
accounts payable and $1.2 million decrease in accrued liabilities, partially offset by a $0.4 million decrease in
accounts receivable, $0.9 million increase in prepaid expenses and other current assets and a $6.1 million increase in
deferred revenue as a result of an increase in sales of PCS and SaaS. Our DSO was 51 days as of September 30, 2016.
Investing Activities
Our investing activities have primarily consisted of purchases of property and equipment, an investment in a privately
held company and purchases and sales of marketable securities.
For the nine months ended September 30, 2017, cash used in investing activities was $7.1 million, primarily
attributable to cash used for purchases of marketable securities of $36.2 million, and cash used for purchases of
property and equipment of $0.5 million, relating primarily to manufacturing and research and development lab
equipment, offset by maturities of marketable securities of $29.6 million.
For the nine months ended September 30, 2016, cash provided by investing activities was $7.9 million, primarily
attributable to maturities of marketable securities of $25.6 million, offset by cash used for purchases of marketable
securities of $14.5 million, cash used to purchase an investment in a privately held company of $1.5 million, and cash
used for purchases of property and equipment of $1.7 million, relating primarily to manufacturing and research and
development lab equipment.
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Our financing activities have primarily consisted of proceeds from and repayments against our Revolving Credit
Facility, proceeds from our employees' exercises of stock options and proceeds from employee purchases under our
stock purchase plan offset by our repurchases of treasury shares.

For the nine months ended September 30, 2017, cash used in financing activities was $1.1 million, primarily as a
result of $3.0 million cash used for repurchases of treasury shares and $1.1 million of cash used to satisfy our estimate
of minimum employee tax withholding requirements on vesting of restricted stock units, offset by $2.4 million in
proceeds from employee purchases under our stock purchase plan and $0.7 million in proceeds from our employees'
exercises of stock options.

For the nine months ended September 30, 2016, cash provided by financing activities was $0.6 million, primarily as a
result of $2.9 million in proceeds from employee purchases under our stock purchase plan, $0.8 million in proceeds
from exercise of stock options offset by $2.1 million cash used for repurchases of treasury shares and $0.9 million of
cash used to satisfy our estimate of minimum employee tax withholding requirements on vesting of restricted stock
units.

Off-Balance Sheet Arrangements

Through September 30, 2017, we did not have any relationships with unconsolidated organizations or financial
partnerships, such as structured finance or special purpose entities, which would have been established for the purpose
of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Interest Rate Sensitivity

Our exposure to market risk for changes in interest rates relates primarily to our cash, cash equivalents, short-term
investments and our outstanding debt obligations. We had cash, cash equivalents and short-term investments of $83.0
million and $76.8 million as of September 30, 2017 and December 31, 2016, respectively. We held these amounts
primarily in bank deposits, money market funds, certificates of deposit, commercial paper and bonds issued by
corporate institutions and U.S. government agencies. Such interest-earning instruments carry a degree of interest rate
risk. To date, fluctuations in our interest income have not been significant.

We have outstanding debt of $20.0 million as of September 30, 2017, consisting of our borrowing under our
Revolving Credit Facility. The Revolving Credit Facility bears interest at a variable rate.

We do not enter into investments for trading or speculative purposes and have not used any derivative financial
instruments to manage our interest rate risk exposure. We have not been exposed to material risks due to changes in
interest rates. A hypothetical 10% change in interest rates during any of the periods we present in this report would not
have had a material impact on our financial statements.

Foreign Currency Risk

We denominate all of our sales in U.S. dollars and, therefore, our revenues are not currently subject to significant
foreign currency risk. However, when the exchange rate of the U.S. dollar to foreign currencies is strong, the price of
our products outside the United States may become less competitive, reducing our sales or requiring us to lower
pricing for our products outside the United States in order to maintain sales and revenue performance. Our operating
expenses are denominated in the currencies of the countries in which our operations are located, including in EMEA
and APAC, and may be subject to fluctuations due to changes in foreign currency exchange rates. To date, we have
not used derivative financial instruments to mitigate our exposure to foreign currency exchange risks. A hypothetical
10% change in foreign currency exchange rates applicable to our business would not have a material impact on our
consolidated financial statements in any of the periods presented.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Our management is responsible for establishing and maintaining adequate internal control over financial reporting.
Management, with the participation of our chief executive officer and our chief financial officer, evaluated the
effectiveness of our disclosure controls and procedures as of September 30, 2017. The term “disclosure controls and
procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act, means controls and other
procedures of a company that are designed to ensure that information required to be disclosed by a company in the
reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported within the
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time periods specified in the SEC's rules and forms. Disclosure
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controls and procedures include, without limitation, controls and procedures designed to ensure that information
required to be disclosed by a company in the reports that it files or submits under the Exchange Act is accumulated
and communicated to the company's management, including its principal executive and principal financial officers, as
appropriate, to allow timely decisions regarding required disclosure. Management recognizes that any controls and
procedures, no matter how well-designed and operated, can provide only reasonable assurance of achieving their
objectives, and management necessarily applies its judgment in evaluating the cost-benefit relationship of possible
controls and procedures. Based on the evaluation of our disclosure controls and procedures as of September 30, 2017,
our chief executive officer and chief financial officer concluded that, as of such date, our disclosure controls and
procedures were effective at the reasonable-assurance level.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting identified in connection with the evaluation
required by Rule 13a-15(d) and 15d-15(d) of the Exchange Act that occurred during the quarter ended September 30,
2017 that have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

The information set forth under the “Contingencies” subheading in Note 5 - Commitments and Contingencies of Notes
to Condensed Consolidated Financial Statements in Part I, Item 1 of this Quarterly Report on Form 10-Q is
incorporated herein by reference.

ITEM 1A. RISK FACTORS

In evaluating Aerohive and our business, you should carefully consider the risks and uncertainties described below,
together with all of the other information in this report, including our condensed consolidated financial statements and
related notes. The risks and uncertainties described below are not the only ones we face. If any of the following or
other risks occur, our business, financial condition, operating results, and prospects could be materially harmed. In
that event, the price of our common stock could decline, and you could lose part or all of your investment.

Risks Related to Our Business

We have a history of losses and we may not achieve profitability in the future.

In February 2017, we indicated that we have taken actions to reduce our ongoing operating expenses that we believe
positions us to achieve non-GAAP operating profitability at $45 million quarterly revenue. We may subsequently take
actions which could raise or lower the level of quarterly revenue we would need to achieve non-GAAP profitability in
any period. Nonetheless, we have a history of losses. We have never achieved GAAP profitability on a quarterly or
annual basis, and we cannot predict with certainty whether or when we might be profitable in the foreseeable future,
even at these revenue levels. We experienced net losses on a GAAP basis of $44.2 million, $36.9 million and $19.5
million for fiscal years 2015, 2016 and the nine months ended September 30, 2017, respectively. As of September 30,
2017, our accumulated deficit was $247.0 million. We expect to continue to incur expenses associated with the
continued development and expansion of our business, including expenditures to hire additional personnel:
specifically, personnel costs relating to sales, marketing and engineering, and investments in channel and product
development and support. As such, we may not control our expenses sufficiently to achieve operating profitability on
a non-GAAP basis even if we achieve quarterly revenue in the indicated range. If we fail to increase our revenue and
manage our cost structure, we may not achieve or sustain profitability in the future. Once achieved, we may not be
able to sustain or increase our profitability, at all or at levels our investors or industry analysts expect, or we may
choose to continue to make investments in our operations which we feel will promote long-term growth but which
will reduce near-term profitability. This could also require us to continue to use available cash to support our
investments and ongoing operations. As a result, our business and prospects, and how investors view and value our
common stock, would be harmed.
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It is difficult for us to evaluate our prospects and future financial results, which may increase the risk that we will not
be successful.

It is difficult for us to forecast our future operating results. You should consider and evaluate our prospects in light of
the risks and uncertainties frequently encountered by companies similarly with limited operating histories. These risks
and difficulties include challenges in accurate financial planning as a result of limited historical data and the
uncertainties resulting from having had a relatively limited time period in which to implement and evaluate our
business strategies as compared to more mature companies with longer operating histories.

Our operating results may fluctuate significantly from period to period, which makes our future operating results
difficult to predict and could cause our operating results in any particular period or over an extended period to fall
below expectations of investors or analysts.

Our operating results have fluctuated significantly in the past and we expect will continue to fluctuate significantly in
the future. In particular, the timing and size of sales of our products and services, including results across regions, are
highly variable and difficult to predict and can result in significant fluctuations in our revenue from period to period.
Other participants in our industry have also experienced these fluctuations. As a result, our future results in any
particular period or over any extended period may be difficult for us, our investors and analysts to predict.

In addition, our planned expense levels depend in part on our expectations of future revenue. We may choose to
increase levels of investment in areas such as R&D and sales and marketing, despite near-term fluctuations in revenue,
in order to position us for continued growth. We also may reduce product prices in order to increase revenue growth
and/or penetration of our products into targeted verticals. For example, in January 2017, we announced HiveManager
Connect, a simplified version of HiveManager NG included as part of our new Aerohive Connect product line
designed for customers with less complex connectivity-oriented requirements. Under the Aerohive Connect program,
customers may purchase access points at lower list prices. Aerohive Connect customers can expand their Connect
deployment, as needed, and can add subscriptions or licenses to upgrade to our full-featured Select offering and
premium support services. In May 2017, we announced that our Aerohive Connect and Select offerings are available
across our entire portfolio of access points and switches. We believe that separating our product line into these two
offerings delivers compellingly priced cloud-managed hardware for connectivity-oriented deployments and enables us
to capture more subscription and software license revenue from those customers who require a more advanced feature
set and support. This program may reduce our revenue, or the rate of our revenue growth, as purchasers take
advantage of the lower entry pricing for our products. In addition, it may be difficult and take time for us to adjust
expenses sufficiently to compensate for a shortfall in revenue, even when we may anticipate the shortfall. In such
instances, even a small shortfall or seasonal fluctuation in revenue could disproportionately and adversely affect our
overall revenue, operating margin, operating results and use of cash for a given quarter.

Our operating results may also fluctuate due to a variety of other factors, both within and outside of our control and
which we may not foresee, or which we may foresee but not effectively manage, including the changing and volatile
domestic and international economic environments, and demand for our products in general and from any particular
vertical which may be a target market for our products, and any of which may cause our operating results and stock
price to fluctuate. In addition to other risks listed in this “Risk Factors” section, factors that may affect our operating
results include:

fluctuations in demand for our products and services, including seasonal variations, especially in the education
vertical where purchasing in the United States has typically been stronger in the second and third quarters and weakest
in the first and fourth quarters, and where purchasing at any time may depend on the availability of funding, including
fluctuations based on the timing and availability of funding for schools under the FCC’s E-Rate program and the
decisions of schools to defer purchases in anticipation of the availability of such funding or due to a decision to delay
product deployments;

our ability to forecast and provide guidance to our investors and industry analysts regarding our revenue and operating
results in any particular period, or to achieve results consistent with the guidance we provide;

our ability to control operating expenses in order to achieve non-GAAP operating profitability in any particular
quarterly period;

60



Edgar Filing: AEROHIVE NETWORKS, INC - Form 10-Q

our ability to hire, train, develop, integrate and retain a sufficient number of skilled sales and engineering employees
to support our continued growth, including, specifically, in Silicon Valley and Hangzhou, China, and to replace
turn-over of our employees in these functions and locations;

the complexity, length and associated unpredictability of our sales cycles for our products and services;

changes in end-customers’ budgets for technology purchases and delays in their purchasing decisions and cycles;
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technical challenges in end-customer networks, which may be unrelated to our products, and which could
delay adoption and installation and impact the operation of our products and purchases of our services;
delay in development and availability of component parts needed for development and timely introduction of our
next-generation products and product features and continued availability of legacy products at volumes we need to
meet demand;
our ability to develop, increase and sustain sales capacity across all our sales territories;
changes in the competitive dynamics of our target markets, including new entrants, further consolidation and pricing
trends which suggest commoditization of certain product segments;
variation in sales channels, product costs, prices or the mix of products we sell;
our contract manufacturers” and component suppliers’ ability to meet our product demand forecasts on time, at
acceptable prices, or at all, particularly with respect to our newer products;
our ability to develop and make more productive relationships with our channel and strategic partners, including
specifically Dell, Inc., and such partners’ ability to effectively develop sales opportunities for us and distribute our
products;
the timing of our product releases or upgrades by us or by our competitors, such as next-generation products or
product features;
delays in new product introductions and our ability to manage the transition from existing products and operating
platforms to new products and platforms and to support and improve such products after introduction, including,
specifically, delays in our development of and transition of end customers to our HiveManager NG platform and our
Connect offering;
our ability to successfully expand the suite of products we sell and services we offer to existing end-customers and
channel partners, to timely introduce new product introductions and to manage the transition both of existing products
and operating platforms and our end-customers to these new products and services, including timely transition of our
end-customers to HiveManager NG, and to limit disruption to our end-customers’ ordering practices and the pricing
environment for our legacy products and services while maintaining levels of revenue, gross margin and operating
performance which we or our investors and analysts expect;
the potential need to record additional inventory reserves for products that may become obsolete or slow moving due
¢0 our new product introductions, changes in end-customer requirements, new competitive product or service
offerings or our over-estimation of demand for such products as of any particular period;
our decision to continue or increase our investments in sales, marketing, engineering and other activities in response
¢o changes in the marketplace or perceived marketplace opportunities or in anticipation of or to position us for future
growth;
our ability to control costs, including our operating expenses and the costs of the components we purchase while
continuing to derive benefits from our investments in sales, marketing, engineering and other activities;
the continuing strength of the U.S. dollar relative to the currencies of the countries of our VADs or end-customers
who purchase our products, or of our contract manufacturers or the component suppliers to our contract
manufacturers, which may require us to reduce pricing for our products outside the United States in order to maintain
sales and revenue performance, or raise the cost we must pay to our manufacturers for our products, resulting in either
case in lower revenue and/or gross margins for those products;
volatility in our stock price, which may lead to higher stock compensation expenses or harm our ability to
effectively attract, incentivize and retain our employees using stock-based compensation;
the ability of our competitors, including those with greater financial resources, to introduce new products, product
features and services more quickly and in response to end-customer demand and to drive down pricing on our
products and services, which could materially reduce our revenue and gross margins;
our ability to achieve as of any particular period or over time a level of financial performance consistent with the
expectations of our investors and industry analysts; and
general economic or political conditions in our domestic and international markets, including, specifically. in Europe,
where the determination of the United Kingdom to exit the European Union has dampened economic activity and
growth in the market for our products.
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The effects of these factors, individually or in combination, create unpredictability in our operating results, our ability
to forecast those results and our ability to achieve those forecasts. As a result, you should not rely on our past results
as an
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indication of our future performance and comparing our operating results on a period-to-period basis, or anticipating
our future results based on our public forecasts, may not be meaningful. This variability and unpredictability could
also result in our failing to meet the expectations of our investors or financial analysts for any period. We may release
guidance in our quarterly earnings conference calls, quarterly earnings releases, or otherwise, based on management
predictions, which are necessarily speculative in nature. Our guidance may vary, and has varied, materially from
actual results. For example, on February 14, 2017, we announced our revenue results for our fourth quarter of fiscal
year 2016, which was below the revenue outlook we had provided for the period in November 2016. Similarly, on
November 1, 2017, we also announced our revenue results for out third quarter of fiscal year 2017, which was below
the guidance range we provided in August 2017 and below the estimates of financial analysts at that time for the
period. In each of these instances, we believe that lower-than-expected U.S. education business during the quarters
was a primary driver of our lower revenue performance and outlook. In addition, revenue for the third quarter of fiscal
2017 was also impacted by the challenges in forecasting the mix of Connect and Select sales, and estimating the
percentage of customers who will choose our subscription offerings versus our perpetual license offerings. If our
revenue or operating results, or the rate of growth of our revenue or operating results, fall below the expectations of
our investors or financial analysts, or below any forecasts or guidance we may provide to the market, or if the
forecasts we provide to the market are below the expectations of analysts or investors, the price of our common stock
could decline substantially. Such a stock price decline could occur even when we have met our own or other publicly
stated revenue or earnings forecasts. Our failure to meet our own or other publicly stated revenue or earnings
forecasts, or even when we meet our own forecasts but fall short of analyst or investor expectations, could cause our
stock price to decline and expose us to costly lawsuits, including securities class action suits. Such litigation against us
could impose substantial costs and divert management’s attention and resources.

Our results are subject to quarterly seasonal variances, which make it difficult to compare or forecast our financial
results on a quarter-by-quarter basis.

Our revenue fluctuates on a seasonal basis, which affects the comparability of our results between periods. For
example, our total revenue has historically decreased from our fourth quarter to the first quarter of our next fiscal year
due to seasonal buying patterns and budget cycles within both our education vertical and general enterprise
end-customers. Demand in the education vertical tends to be weakest in the first and fourth quarters. However, we
also historically have seen a sequential increase in end-of-year purchases by enterprise customers in our fourth
quarter, which we believe is mainly due to an expectation to complete purchases within their calendar-year budget
cycle. These seasonal variations are difficult to predict accurately and at times may be entirely unpredictable. In
addition, the typical sequential expansion of our operating performance from the first quarter to the second quarter can
create execution, delivery and product support challenges in subsequent quarters. Our ability to sustain that expansion
in subsequent quarters, particularly in our less-developed sales territories, or where we have experienced recent
turn-over, introduces additional risk into our business and our ability to accurately provide our own publicly stated
revenue and earnings forecasts. In addition, we rely upon forecasts of end-customer demand to build inventory in
advance of anticipated sales. We believe our seasonal business pattern has become more difficult to predict, making it
more difficult for us to forecast product demand, inventory requirements and our financial results, including on a
quarter-to-quarter basis. Moreover, part of our strategy is to increase our sales in non-education verticals, and if the
mix of products we sell in any particular period changes the seasonal nature of our revenue may change in an
unpredictable way, which could increase the volatility of both our financial results and stock price.

The market and demand for our products and services may not develop as we expect.

Our revenue for the nine-month period ended September 30, 2017 decreased 10% compared to the same period in
2016. Our year-over-year revenue grew 12% from 2015 to 2016, 10% from 2014 to 2015, 28% from 2013 to 2014 and
50% from 2012 to 2013. The slowing rate of our revenue growth may continue, and may even become negative, as the
general demand for wireless networking in the industry verticals that we target, or demand for our products in
particular, may grow at a slower rate than we anticipate or not at all.

Part of our strategy depends upon expanding sales of our cloud-managed wireless networking, switching and routing
products to medium and large enterprise headquarters, branch offices and teleworkers. We intend to continue to direct
resources to improve HiveManager NG as the basis for data services and data analytics applications. Sales of such
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products, services and applications to enterprise end-customers typically require long sales cycles and are subject to
price sensitivity. Moreover, many potential end-customers in the enterprise market have substantial network expertise
and experience, which may require a more-costly and sophisticated marketing and sales strategy. It is unclear whether
our end-customers will pay for data analytics or other SaaS services we expect to provide or, instead, require us to
provide them as enhancements to our support offerings (at no cost to them or incremental revenue to us).

In January 2017, we announced HiveManager Connect, a simplified version of HiveManager NG included as part of
our new Aerohive Connect product line designed for customers with less complex connectivity-oriented requirements.
Under
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the Aerohive Connect program, customers may purchase access points with a simplified version of HiveManager, and
community/email-based customer support, at lower list prices. Aerohive Connect customers can expand their Connect
deployment, as needed, and can add subscriptions or licenses to upgrade to our full-featured Select offering and
premium support services. In May 2017, we announced that our Aerohive Connect and Select offerings are available
across our entire portfolio of access points and switches. We believe that separating our product line into these two
offerings delivers compellingly priced cloud-managed hardware for connectivity-oriented deployments and enables us
to capture more subscription and software license revenue from those customers who require a more advanced feature
set and support. This program may reduce our revenue, or the rate of our revenue growth, as purchasers take
advantage of the lower entry pricing for our products. In addition, it is unclear whether our customers will choose the
simplified Connect product offering, even at the lowest list prices offered, as an alternative to our current offering, or
whether we will be able to manage the transition amongst our customers and in our market to our Connect offering.

In addition, the rate at which shipments of our Connect business convert to revenue differs significantly from
shipments of our Select business. It is difficult for us to predict for any period the mix of Connect and Select
shipments. As such, even if we accurately forecast the total shipments for our products and services, the ultimate mix
between Connect and Select shipments can lead to a significantly different revenue we will recognize in the period
which could bring volatility and uncertainty to our operating results. The third quarter of our fiscal year 2017 was the
first full quarter that our customers could choose between these two offerings. We believe that this difficulty to predict
the specific mix of Connect and Select shipments during the quarter added uncertainty to our operating results for this
quarter.

Furthermore, if our competitors offer services or provide technologies or application platforms superior to our current
cloud-managed platform, or the new products and services we introduce, alone or as part of a more-integrated offering
or at reduced pricing, it would have a material adverse effect on our business, operating results and financial
condition. As a result, demand for our products, services and applications may not continue to develop as we
anticipate, or at all. In addition, if new customers do not purchase our Connect products, or having purchased our
Connect products they do not also purchase subscriptions to our Select offering, or if our existing customers migrate
toward Connect products without also continuing to purchase our Select services and support offerings, in each case at
all or at the levels greater than we assume, our overall revenue, operating performance and margins could decline,
perhaps significantly, making more difficult our ability to demonstrate growth and achieve profitability at expected
revenue levels, and the value of our stock could decline.

A significant portion of our sales is concentrated in the education vertical, which may cause us to have longer sales
cycles, and be subject to program funding uncertainties and constraints.

A significant portion of our revenue is concentrated in the education vertical. The majority of our sales in education is
concentrated in both public and private K-12 institutions. This vertical is characterized by long sales cycles and often
requires additional sales efforts. In addition, this vertical typically operates on limited budgets, and depends on annual
budget approvals, which add additional uncertainty to the sales cycle. For example, the U.S. federal government is
providing supplemental funding to local school districts in conjunction with its E-Rate initiative to assist districts to
upgrade their technical infrastructure, including Wi-Fi infrastructure. The announced incremental federal funding is
significant and available over a five-year period, which began in the second half of 2015. However, this program
continues to be subject to uncertainty regarding its eligibility criteria, the timing and specific amount of federal
funding actually available during each annual funding cycle, and federal program guidelines and funding
appropriations, each of which can change from year-to-year. Corresponding funding appropriation by respective states
and local districts is also uncertain and, even upon such appropriation, local districts must still then submit and have
approved applications consistent with the final timing and eligibility requirements of the federal program for that
annual funding cycle. We also believe that the prospect of federal funding available each annual cycle continues to
cause some K-12 institutions to delay or defer near-term transactions they might otherwise make during the cycle to
purchase our products.

Purchases made by schools before April 1, 2015 were not eligible for E-Rate funding and actual E-Rate funding was
not released to schools and libraries to fund transactions until after July 1, 2015. In order to be eligible for funding
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during a particular annual funding cycle the schools and libraries must then receive a Funding Commitment Decision
Letter. We believe that based on the availability of this federal funding end-customers in the education vertical
typically defer purchases until they secure E-Rate funding and receive a specific funding commitment letter. As a
result, we believe that beginning in 2015, E-Rate amplified the historical sequential decline in product revenue we
previously experienced from the fourth quarter into the first quarter and shifted spending from the first half of the year
into the second half of the year, and even into the following year. We believe that in our fiscal year 2015, this caused
increased seasonal variations in demand for our products and services in the education vertical, making it more
difficult to forecast our operating performance and achieve revenue and other operating results based on those
forecasts. For example, the sales results for our first fiscal quarter 2015 were below expectations, primarily due to a
pause in demand in U.S education business due to such various aspects and timing of the federal E-Rate
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program. We also saw K-12 spending shift during the 2015 annual funding cycle from the first half of the year into the
second half of the year, and into our fiscal year 2016 as well.

USAC also experienced significant administrative challenges during 2016 E-Rate cycle, that led them to extend the
period for schools to submit Form 471 funding requests, and that led many schools to abandon their Form 470 bid
requests or not submit their Form 471 funding requests in the first instance. Further, USAC continues to report
significant delays in its ability to process and fund such requests, causing the pace of release of approved funds and
resulting availability of those funds to schools to continue to be significantly reduced. For example, the Federal
Communications Commission publicly acknowledged USAC's continuing management of the E-Rate program by
letter dated April 18, 2017, noting serious and persistent flaws in critical E-Rate processes which have caused
persistent delays in funding commitments to schools and libraries.

On February 14, 2017, we announced our revenue results for our fourth quarter fiscal year 2016, which were below
the revenue outlook we had provided for the period in November 2016. On November 1, 2017, we also announced our
revenue results for our third quarter of fiscal year 2017, which was below the guidance range we provided in August
2017 and below the estimates of financial analysts at that time for the period. We believe that the significantly slower
pace of E-Rate funding approvals we experienced was one of the primary drivers of our weaker-than-expected order
volume and lower revenue performance and lowered revenue outlook for these periods. In addition, the third quarter
of our fiscal year 2017 was the first full quarter that our customers could choose between our Connect and Select
offerings. The rate at which shipments of our Connect business convert to revenue differs significantly from
shipments of our Select business. Further, it is difficult to estimate the percentage of our customers who will choose
our subscription offerings versus perpetual license offerings. We believe that our difficulty to predict the specific mix
of Connect and Select shipments and the mix of subscription and perpetual license offerings,during the quarter also
added uncertainty to our operating results for this quarter.

We expect these delays, deferrals and lower levels of E-Rate-funded transactions to continue through 2017 and into
2018. These are specific examples of the many factors which add additional uncertainty to our future revenue from
our educational end-customers.

Our sales cycles often require significant time, effort and investment and are subject to risks beyond our control.

Our sales efforts can take several quarters, and involve educating our potential customers about the applications and
benefits of our products, including the technical capabilities of our products and associated applications and services,
and recruiting and developing our channel partners. We may experience slower-than-expected sales productivity in
certain territories, especially in those where we experience turn-over. We continue to invest in these territories, but
such further investment may take significant time and effort in order to realize growth. As we respond to turn-over,
newly hired personnel may also require several quarters to gain experience and develop their territories before
achieving capacities we have assumed in our sales forecasts. Sales to the education vertical are an important channel
for us, and can involve an extended sales cycle. In addition, sales to our enterprise customers may also involve an
extended sales cycle, and often initial purchases are small. Purchases of our products are also frequently subject to our
end-customers’ budget constraints, multiple approvals, unplanned administrative processing and other risks and delays.
Such end-customers, in particular larger enterprise customers, also may hesitate to place orders with us, instead
preferring our larger and longer-established competitors. In addition, the evolving nature of the market may lead
prospective end-customers to postpone their purchasing decisions pending resolution of wireless networking or other
standards, or wait for adoption of technology developed by others. We pay our sales staff commissions upon receiving
orders; however, we typically recognize revenue on products only after the products are shipped to end-customers, or
not until certain other terms of sales are satisfied. As a result, some of the cost of obtaining sales, including
manufacturing costs and expenses, may occur in a fiscal period prior to the fiscal period in which we may recognize
revenue from the sale, which may cause additional fluctuations in our operating results and cash flows and balances
from quarter to quarter.
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We need to develop new products and continue to make enhancements to our existing products to remain competitive
in a rapidly changing market.

The technology and end-customer demands in the wireless networking market change rapidly, which requires us to
continuously develop and release new products and product features and associated applications and services. We
must continuously anticipate and adapt to our end-customers’ needs and market trends, and continue to make
investments to develop or acquire new products, applications and services that meet market demands, technology
trends and regulatory requirements. If our competitors introduce new products, applications and services that compete
with ours, we may be required to reposition our product offerings or introduce new products in response to such
competitive pressure. We may also offer products and services, and/or combinations thereof at lower price points in
order to broaden our penetration in the enterprise market.
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Developing our products is challenging and involves substantial commitment of resources and significant
development risk. Each phase in our product development presents serious risks of failure, rework or delay, any one of
which could impact the timing and cost-effective development of products, and each of which could affect our ability
to take advantage of a business opportunity or could jeopardize end-customer acceptance of the product. Compared to
our larger and longer-established competitors, our ability to develop and timely deliver new products and product
functionality is limited. We also have experienced in the past and may in the future experience design, manufacturing,
marketing and other difficulties that could delay or prevent the development, introduction or marketing of new
products and enhancements. For example, we are currently bringing to market the next-generation versions of our
Wi-Fi products, including our .11ax, SD-WAN and SD-LAN portfolio of products, such as the AP122x and TrackIP
link-state monitoring and verification capabilities, and our HiveManager NG cloud-services platform providing
cloud-delivered network management applications and on-premises network management, as well as supporting data
structures, analytics and APIs. We also recently announced programs to develop new data analytics services and API
platforms. These are complex technical undertakings and subject to many variables and risks of delay. Our timeline to
transition new and existing end customers fully to HiveManager NG and make our cloud-services platform and
applications available to customers in either a subscription public cloud or on-premises private cloud deployment has
been delayed and we are now targeting completion for late-2017. This development timeline has also delayed our
ability to demonstrate full feature and functional compatibility of this platform across certain other products, including
specifically our new switch products. This affected revenue from our switch products which we expected in the
second half of our fiscal year 2016 and into 2017.

If we fail to develop new products, product enhancements applications or services, or fail effectively to manage the
transition of our end-customers to these new products, product enhancements, applications or services, or our
end-customers or potential end-customers do not perceive our products, product enhancements, applications or
services to have compelling technical or cost-based advantages, our business and prospects could be adversely
affected, particularly if our competitors are able to introduce solutions at lower prices and/or with increased
functionality. In addition, our introduction of new or enhanced products requires that we carefully manage the
transition from older products to minimize disruption in customer ordering practices, and ensure that new products can
be timely delivered to meet our end-customers’ demand and to limit inventory obsolescence. For example, in January
2017, we announced HiveManager Connect, a simplified version of HiveManager NG included as part of our new
Aerohive Connect product line designed for customers with less complex connectivity-oriented requirements. Under
the Aerohive Connect program, customers may purchase access points with a simplified version of HiveManager, and
community/email-based customer support, at lower list prices. Aerohive Connect customers can expand their Connect
deployment, as needed, and can add subscriptions or licenses to our full-featured Select offering and premium support
services. In May 2017, we announced that our Aerohive Connect and Select offerings are available across our entire
portfolio of access points and switches. We believe that separating our product line into these two offerings delivers
compellingly priced cloud-managed hardware for connectivity-oriented deployments and enables us to capture more
subscription and software license revenue from those customers who require a more advanced feature set and support.
This program may reduce our revenue, or the rate of our revenue growth, as purchasers take advantage of the lower
entry pricing for our products. In addition, it is unclear whether new customers will purchase our Connect products, or
having purchased our Connect products will also purchase subscriptions to our Select offering, or whether our existing
customers will continue to purchase our Select services and support offerings, in each case at all or at the levels we
assume. If our customers, both new and existing, choose the simplified and lower-priced Connect product offering, as
an alternative to our Select offering, we could see a shift in the mix of these product offerings, thus reducing overall
revenue, gross margins and ability to achieve profitability. Further, after delivering new products we may identify and
must then timely address performance issues as the products are used in the field in a particular environment or at a
scale which we could not replicate or did not anticipate during development. For example, we believe that we
introduced our new HiveManager NG product to some of our larger and more complex customers before its feature set
was able fully to address their requirements, which resulted in elongated sales cycles and reduced revenue
opportunities, which specifically contributed to our lower revenue performance in the fourth quarter and our outlook
for the first quarter of our fiscal year 2017. We believe that the lengthier sales cycle associated with our HiveManager
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NG offering, and its impact on our revenue opportunities and operating results, has continued in 2017. Our
end-customers may also defer decisions to purchase our existing products in anticipation of our expected release of a
next-generation product. We also may not correctly anticipate customer interest in or demand for our data analytics
services or API platforms, or our customers may expect that we provide these additional services as part of our
existing product support (and at no cost to them or incremental revenue to us). If we do not carefully manage the
timing of our new products or product feature releases, and effectively support the new products and product feature
releases, we could interfere with our end-customers’ purchases and disrupt the pricing environment for our new and
legacy products, which could drive down our revenues and operating margins.

As a result of these and other risks, we may not be successful in modifying our current products or introducing new
products in a timely or appropriately responsive manner, or at all. If we fail to address these changes successfully, our
business and operating results and prospects would be materially harmed.
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Our gross margin will vary over time and may decline in the future.

Our gross margin was 66.9% and 67.2% for the nine months ended September 30, 2017 and 2016, respectively. Our
gross margin will vary over time, may be difficult to predict and may decline in future periods. Our gross margin also
varies across our product lines and, therefore, a change in the mix of products our end-customers purchase in any
period would likely have a significant impact on our overall gross margin in the period. We may face additional
competition for these products, either by introduction of new products by new or existing competitors, or by our
end-customers using lower-priced products, including our own, which are becoming increasingly more sophisticated.
When the exchange rate of the U.S. dollar relative to foreign currencies is strong, we may reduce pricing for our
products outside the United States in order to maintain sales and revenue performance, or incur higher manufacturing
costs, each of which would lower gross margins for those products.

The market for wireless networking products is also characterized by rapid innovation and declining average sales
prices as products mature in the market place. Even if we are successful in launching new products, competition may
continue to increase in the market segments in which we compete, which would likely result in increased pricing
competition. To retain our average gross margin, we are required to continuously update our products and introduce
new products and reduce our manufacturing costs and expenses, and we could fail to accomplish this. In addition, the
sales prices for our products and services may decline for a variety of reasons, including sales strategy, competitive
pricing pressures, customer demand, discounts, a change in the mix of products and services we sell, including
seasonal changes in our end-customers’ ordering practices, anticipation of the introduction of new products or services
and decisions by end-customers to defer purchases, or promotional programs. For example, in January 2017, we
announced HiveManager Connect, a simplified version of HiveManager NG included as part of our new Aerohive
Connect product line. Under the Aerohive Connect program, customers may purchase access points at lower list
prices. Larger competitors, such as Cisco/Meraki, Hewlett-Packard/Aruba, Brocade/Ruckus, Ubiquiti Networks and
Huawei, each with significantly greater financial, sales, and engineering resources and/or more diverse product and
service offerings, may reduce the price of their products or services that compete with ours or may bundle them with
other products and services. If we do not similarly reduce our product manufacturing costs, or if we reduce our prices
for such products or services in order to remain competitive, our gross margin and revenue will decline. Any such
declines in our gross margins or revenue could have an adverse impact on the value of our common stock.

As a result of being a public company, we need to further develop and maintain our internal control over financial
reporting. If our internal control over financial reporting is not effective, it may adversely affect investor confidence in
our company.

We are required, pursuant to Section 404 of the Sarbanes-Oxley Act, to furnish a report by management on, among
other things, the effectiveness of our internal control over financial reporting, which would include a disclosure of any
material weaknesses our management identifies in our internal control over financial reporting.

We continue to develop our system and documentation necessary to perform the evaluation needed to comply with
Section 404. We may not be able to complete on an annual and ongoing basis our evaluation, testing and any required
remediation in a timely fashion. During the evaluation and testing process, if we identify one or more material
weaknesses in our internal control over financial reporting, we will be unable to assert that our internal controls are
effective. Further, our independent registered public accounting firm is not required to report on the effectiveness of
our internal control over financial reporting until the later of the year following our first annual report required to be
filed with the SEC, or the date we are no longer an "emerging growth company," as defined by the Jumpstart Our
Business Startups Act of 2012, or the JOBS Act. At such time, our independent registered public accounting firm may
issue a report that is adverse in the event it is not satisfied with the level at which our controls are documented,
designed or operating.

We cannot be certain that we will not discover, or that we will timely discover, material weaknesses or control
deficiencies in the future. If our remediation efforts are not successful or other material weaknesses or control
deficiencies occur in the future, we may be unable to report our financial results accurately or on a timely basis, which
could cause our reported financial results to be materially misstated and result in the loss of investor confidence or
delisting of trading of our common stock on the New York Stock Exchange, or cause the trading price of our common
stock to decline. If we are unable to conclude that our internal control over financial reporting is effective or, if our
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independent registered public accounting firm is unable to express an opinion on the effectiveness of our internal
controls when it is required to do so by the applicable rules, we could lose investor confidence in the accuracy and
completeness of our financial reports, which could cause the price of our common stock to decline, and we may be
subject to investigation or sanctions by the SEC. We would also be in violation of certain covenants under our debt
facilities, which could accelerate payment obligations and/or increase our borrowing costs significantly.
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In order to generate revenue growth, we must service our existing customers while also continuing to identify and
secure revenue from new customers.

A substantial portion of our revenue is from existing end customers. However, our revenue growth is dependent upon
our ability to identify and secure new customers who will provide additional revenue going forward. We believe our
rate of customer acquisition may have slowed. Because our sales cycles for new customers typically are several
quarters, our future revenue may be negatively impacted by lower new customer acquisition levels. Lower customer
acquisition rates may continue to affect for several quarters our ability to generate revenue growth. We primarily look
to our channel partners to identify and secure new customer opportunities. Unless we are able, through these
partnerships, to increase our rate of customer acquisition, our rate of revenue growth and actual revenue performance
may fall short of investor expectations and analyst forecasts, which would cause the price of our stock to decline.

Our products utilize cloud-managed solutions, and our future growth relies in significant part in continued demand for
cloud-managed solutions and our ability to develop and deliver such services.

Most of our end-customers utilize our cloud-managed networking platform to access our applications through the
Internet, rather than access our application through a physical device or virtual machine that our end-customers host
on their premises. As our business grows, we must increase the capacity of our cloud-managed solutions and continue
to develop new and innovative solutions that meet the needs of our end-customers. Demand for our cloud-managed
solutions could decline if we are not able to offer sufficient capacity or if confidence in the security of cloud-managed
solutions in general, or our platform in particular, were to decline. In addition, a significant feature of our platform
will increasingly be the ability to collect and analyze user data through applications specific to particular industry
vertical and use cases. Regulatory changes in the U.S. and internationally relating to the use of end-customer data,
including requirements relating to data privacy and security, or shifting societal norms regarding data privacy and
security, could affect market demand for, and our ability to deploy, our platform. Moreover, although our
end-customers do not immediately lose network functionality if cloud-connectivity fails, if our ability to deliver
services through the cloud were interrupted repeatedly or for an extended period, our reputation could be damaged and
confidence in our platform would likely decline, causing our revenue to decline.

We plan to target new industry verticals and geographies to diversify our end-customer base and expand our channel
relationships, which could result in higher research and development and sales and marketing expenses, and which
may not be successful and could reduce our operating margin.

Part of our strategy is to target new industry verticals and geographies. Currently, we focus a significant portion of our
business on the education and retail verticals, and to a lesser extent on finance and healthcare, which may depend on
developing new products targeted to such sectors. Specifically, we intend to invest in the development of data
applications and analytics capabilities which we feel may be attractive to our end-customers, particularly in the retail
vertical. In addition, we also plan to continue to expand to additional countries beyond those in which we currently
operate. We also intend to invest in existing and new channel relationships to reach additional end-customers to
further diversify our revenue base. Targeting new industry verticals and geographies and developing customized
products, data applications and partnerships, including channel partners targeting these industry verticals and
geographies, may be expensive, require us to attract, train, develop, integrate and retain qualified employees and key
sales personnel, and increase our research and development costs, as well as our sales and marketing expenditures. We
may need to develop new product features or target new market segments, which could divert resources and attention
from our existing products and target markets. We must also further develop and make more productive relationships
with our channel partners and our channel partners’ ability to effectively market, distribute and support our products,
which require specific investments and additional dedicated resources. Because we have limited experience in
developing and managing such channels and markets, we may not be successful in further penetrating certain
geographic regions or reaching a broader customer base. Failure to develop or manage additional sales channels
effectively would limit our ability to succeed in these markets and could adversely affect our ability to grow our
business.

We announced in April 2015 a new relationship with Dell Inc., whereby Dell became a reseller of Aerohive’s Wi-Fi
and cloud services. In November 2017, we announced we had an OEM agreement with Dell which significantly
expanded the scope of our resale relationship. In February 2016, we announced a partnership with SYNNEX
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Corporation, as a value-added distributor of our products in the United States and Canada. To support these and other
relationships, we will need to continue to identify and invest in additional and dedicated resources and, potentially,
new product, service and support offerings, which could distract management’s attention and divert existing resources
from our current business. We do not know if we will be successful in any of these efforts, or whether the level of
success we achieve will justify the additional spending and specific investments and dedicated resources required. It
will also take time for us to fully realize the benefits from our continued relationship with Dell. If our channel partners
fail to effectively market, distribute and support our products, or if our channel strategy, or particular channel partner
initiatives or investments, such as with Dell or others we may identify, are otherwise unsuccessful, our revenue
performance and operating margin would be harmed, which could adversely affect the value of our
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common stock. In addition, increasing the significance to us of Dell as a channel partner, including through broader
partner relationships, could undermine the success of our other channel partners. For example, through our OEM
relationship, Dell may have access to favorable pricing or integrated product offerings which may give them an
advantage in identifying and securing customer opportunities. This could cause our product margins and associated
revenue to decrease. Our other channel partners may also be less willing to continue to invest in and dedicate
resources toward the marketing, distribution and support for our products, which could reduce the associated revenue
we receive from them and our revenue overall.

We base our inventory purchasing decisions on our forecasts of customers’ demand, and if these forecasts are
inaccurate our revenue, gross margin and liquidity could be harmed.

We place orders with our manufacturers based on our forecasts of our end-customer demand. We base our forecasts
on multiple assumptions, including internal and channel partner sales forecasts, each of which may cause our
estimates to be inaccurate, affecting our ability to fulfill demand for our products. When demand for our products
increases significantly, we may not be able to meet demand on a timely basis, or we may incur additional expediting
costs to assure we meet demand. If we underestimate demand, we may forego revenue opportunities, lose market
share and damage our reputation and our relationship with our channel partners and our end-customer relationships.
Conversely, if we overestimate demand, we may purchase more inventory than we are able to sell at any given time,
or at all, which would increase our reserves and risk of potential write-offs.

Our value-added distributors' stock inventory of our products, and are entitled in certain circumstances to limited stock
rotation rights, which could cause us to accept the return of products and expose us to the risks of higher costs.

We grant our value-added distributors, or VADs, limited stock rotation rights, which could require us to accept stock
back from a VAD’s inventory under certain circumstances. Under certain agreements, a VAD may have or retain a
right to return a portion of products which the VAD purchased, typically within the prior six months. We typically
recognize revenue upon shipment to the end-customer; however, if we are required to accept returns of obsolete or
slower-moving inventory, our costs would increase and our operating results could be harmed. If our forecasts were
inaccurate we could have higher costs, lower revenue or otherwise suffer adverse financial consequences, including
holding or having to write-off the value of obsolete or slower moving inventory.

We outsource the manufacturing of our products to third parties, and we therefore do not have the ability to
completely control quality over the manufacturing process. In addition, if our contract manufacturers refuse or are
unable to manufacturer our products, we may be unable to qualify new manufacturers in a timely manner, which
would result in our being unable to sell our products.

We outsource the manufacturing of our products to third-party original design manufacturers located in China.
Finished products are then shipped to warehousing and delivery logistics centers in California and the Netherlands,
where we perform quality inspection, conduct reliability testing and manage our inventory. We operate these logistics
centers currently for all end-customer shipments, whether destined to locations in North, South and Central America,
or the Americas, Europe, the Middle East and Africa, or EMEA, or Asia Pacific and Japan, or APAC.

Our reliance on these third-party manufacturers reduces our control over the manufacturing process and exposes us to
risks, including reduced control over quality assurance, product costs, product supply and timing. Any manufacturing
or shipping disruption by these third parties could severely impair our ability to fulfill orders. If we are unable to
manage effectively our relationships with these third parties, or if these third parties suffer delays or manufacturing
disruptions for any reason, experience increased manufacturing lead-times, capacity constraints or quality control
problems in their manufacturing operations, or fail to meet our future requirements for timely delivery and quality
purposes, our ability to ship products to our end-customers would be severely impaired and our reputation and our
relationship with our channel partners and end-customers would be seriously harmed. Additionally, labor unrest or
disruption to trade or the expected movement of our product could delay delivery of our products by third parties, or
by us to our channel partners and end-customers, which could significantly delay revenue or increase our costs and in
ways we cannot currently anticipate. Any natural disaster, political instability, disruption in labor or foreign
relationships could also disrupt our relationships with our manufacturers or delay their ability to timely deliver our
products.
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Our original design manufacturers typically fulfill our supply requirements on the basis of individual orders. We also
do not have long-term contracts with our third-party manufacturers that guarantee capacity, the continuation of
particular pricing terms or the extension of credit limits. Accordingly, our third-party manufacturers are not obligated
to continue to fulfill our supply requirements, which could result on short notice to us of supply shortages and
increases in the prices we are charged for manufacturing services. In addition, as a result of global financial market
conditions, natural disasters, labor disruption or other causes, it is possible that any of our manufacturers could
experience interruptions in production, cease operations or alter our
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current arrangements. If our manufacturers are unable or unwilling to continue manufacturing our products in required
volumes, or on current or acceptable terms, we will be required to identify one or more acceptable alternative
manufacturers.

It is time-consuming and costly, and could be impractical, for us to begin to use new manufacturers, and changes in
our third-party manufacturers may cause significant interruptions in supply if the new manufacturers have difficulty
manufacturing products to our specification. As a result, our ability to meet our scheduled product deliveries to our
end-customers could be adversely affected, which could cause the loss of sales to existing or potential end-customers,
delayed revenue or an increase in our costs. We also do not currently require all our manufacturers to maintain and
demonstrate robust disaster recovery capabilities. Any production interruptions for any reason, such as due to a
contractual disagreement, natural disaster, epidemic, capacity shortages or quality problems, at one of our
manufacturers would negatively affect sales of our product lines manufactured by that manufacturer and adversely
affect our business and operating results.

Our manufacturing partners purchase component parts for our products based on estimates we provide, which may not
be accurate. In addition, our manufacturing partners purchase some of the components and technologies used in our
products from a single source or a limited number of sources. If our estimates were to be inaccurate, or if our
manufacturing partners were to lose any of these sources as suppliers, we might incur additional transition costs,
resulting in delays in the manufacturing and delivery of our products, excess or obsolete inventory, or the need to
redesign our products.

We rely on our manufacturing partners to select and source the component parts within our products. We do not
choose or contract directly with the component parts providers and do not have manufacturing contracts that guarantee
us any fixed access to such component parts, or at specific pricing. This absence of any relationship between us and
the component suppliers or direct and long-term component supply contracts may increase the risk of issues relating to
the quality, performance or operability of such component parts and our exposure to shortages of component
availability and to price fluctuations related to the raw material inputs for such components, foreign exchange
adjustments and other factors.

Moreover, we currently depend on a single source or limited number of sources for several components for our
products. For example, each of our products typically incorporates third-party components that have no more than two
suppliers. In some instances, we may have a sole source for critical components, such as semiconductor chip sets or
other components critical to product functionality. We have also recently seen consolidation amongst component
manufacturers, in particular of semiconductor chip set suppliers, and rises in component prices and more restrictive
component availability as a result. If our manufacturing partners were unable to obtain such components for any
reason, or on a limited basis or at increased prices, they would be unable to manufacture such product at all, or in the
quantities we need or at pricing we expect. We have also entered into license agreements with some of our suppliers
for technologies used in our products, and the termination of these agreements, which can generally be done on
relatively short notice, could have a material adverse effect on our access to these technologies and, thus, on our
business. Termination of these agreements could also make technology used in or developed for our products
available to our competitors. If any of those manufacturing agreements was terminated, we could experience
significant supply disruptions and be required to redesign some of our products in order to incorporate technology
from alternative sources, and any such termination of the agreement, disruption in supply and redesign of certain of
our products could materially and adversely affect our business and operating results.

We have not currently identified and qualified other sources for certain of our components. If we lose any of our
existing suppliers or licensors we could be required to transition to a new supplier or licensor, which could increase
our costs, result in delays in the manufacturing and delivery and increase in the cost of our products or cause us to
carry excess or obsolete inventory. Poor quality and delays in availability of any of the components in our products,
including especially those with limited or sole sourcing, could also result in lost sales or lost sales opportunities. If the
quality of the components does not meet our or our end-customers’ requirements, if we are unable to obtain
components from our existing suppliers on commercially reasonable terms, or if any of our limited or solely sourced
component suppliers ceases to remain in business or to continue to manufacture such components, we could be
required to redesign our products in order to incorporate components or technologies from alternative sources. The

78



Edgar Filing: AEROHIVE NETWORKS, INC - Form 10-Q

resulting stoppage or delay in selling our products and the expense of securing and qualifying alternative sources or
redesigning our products could result in significant manufacturing and development costs, delayed or lost sales
opportunities and damage to customer relationships, which would adversely affect our reputation, business and
operating results. For example, in August 2015, we announced that our AP250 and AP245X access points, which were
our initial Wave 2 access point products, would not be commercially available until early 2016. This delayed release
was due to delays in the products' development and the availability to us of a component part essential to our
development and release of the products. Such as with the AP250 and AP245X access points, limited availability in
component parts may affect the ability of our manufacturing partner and component suppliers to timely deliver
sufficient quantities of a product to meet our demand and sales forecasts. There is a risk that existing or potential
customers (including customers in our important education vertical) may elect not to purchase our products or defer
purchases they otherwise would make of our products.
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We rely upon third parties for the warehousing and delivery of our products, and we therefore have less control over
these functions than we otherwise would.

We outsource the warehousing and delivery of all of our products to third-party logistics provider for worldwide
fulfillment. As a result of relying on third parties, we have reduced control over shipping and logistics. Any shipping
delays, disruptions or mismanagement by these third parties could severely impair our ability to fulfill orders. For
example, at the end of our quarter ended March 31, 2015, a third-party logistics provider was not able to ship product
and, as a result, we were not able to take revenue in the quarter on all the orders that we had received and processed. If
we are unable to have our products shipped in a timely manner, we may suffer reputational harm, and lose revenue.
We rely significantly on channel partners to sell and support our products, and the failure of this channel to be
effective could materially reduce our revenue.

Our channel partners consist primarily of VADs and VARs. We believe that establishing and maintaining successful
relationships with these channel partners are, and will continue to be, important to our financial success. Recruiting
and retaining qualified channel partners and training them in our technology and product offerings require significant
time, resources and investment. Additionally, we need to recruit and develop different qualified channel partners for
different geographic regions and markets. To develop and expand our channel, we must continue to scale and improve
our processes and procedures that support our channel partners, including investment in systems and training.
Additionally, we will increasingly focus our resources and attention on those channel partners best able to help us
meet our growth expectations. As a result, the total number of our channel partners over time may decline.

Existing and future channel partners will only work with us if we are able to provide them with competitive products
at prices and on terms that are attractive to them. If we fail to maintain the quality of our products or to update and
enhance them, and at reasonable pricing, existing and future channel partners may elect to work instead with one or
more of our competitors.

We sell to our channel partners typically under a contract with an initial term of one or three years, with one-year
renewal terms, based on compliance with our program requirements. Our contracts generally require payment by the
channel partner to us within 30 to 45 calendar days of the date we issue an invoice for such sales. We typically do not
have minimum purchase commitments from our channel partners, and our contracts with channel partners do not
prohibit them from offering products or services that compete with ours, including products they currently offer or
may develop in the future and incorporate into their own systems. Some of our competitors may have stronger
relationships with our channel partners than we do and we have limited control, if any, as to whether those partners
use our products, rather than our competitors’ products, or whether they devote resources to market and support our
competitors’ products, rather than our offerings.

For example, we announced in April 2015 a new relationship with Dell Inc., whereby Dell became a reseller of
Aerohive’s Wi-Fi and cloud services. In November 2017, we announced we had an OEM agreement with Dell which
significantly expanded the scope of our resale relationship. In February 2016, we announced a partnership with
SYNNEX Corporation as a value-added distributor of our products in the United States and Canada. To support these
and other relationships, we are continuing to identify and invest in additional and dedicated resources and, potentially,
new product, service and support offerings. It will take time for us to fully realize the benefits from these investments,
including, specifically from our continued relationship with Dell. If we fail to maintain relationships with our channel
partners, fail to develop new relationships with other channel partners, including in new markets, fail to manage, train
or incentivize existing channel partners effectively, fail to provide channel partners with competitive products on
attractive terms, or if these channel partners are not successful in their sales efforts, our revenue may decrease and our
operating results could suffer. In addition, increasing the significance to us of Dell as a channel partner, including
through broader partner relationships, could undermine the success of our other channel partners. For example,
through our OEM relationship, Dell may have access to favorable pricing or integrated product offerings which may
give them an advantage in identifying and securing customer opportunities. This could cause our product margins and
associated revenue to decrease. Our other channel partners may also be less willing to continue to invest in and
dedicate resources toward the marketing, distribution and support for our products, which could reduce the associated
revenue we receive from them and our revenue overall.
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Our products are subject to U.S. export controls; where we fail to comply with these laws, we could suffer monetary
or other penalties.

Our products are subject to U.S. export controls, specifically the Export Administration Regulations, and economic
sanctions enforced by the Office of Foreign Assets Control. We incorporate standard encryption algorithms into our
products, which, along with the underlying technology, we may export outside of the United States only with the
required export authorizations, including by license, license exception or other appropriate government authorizations.
Each of these authorizations may require us to file an encryption registration and classification request. Furthermore,
U.S. export control laws
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and economic sanctions prohibit the shipment of certain products and services to countries, governments and persons
targeted by U.S. sanctions. We take precautions to prevent our products and services from being exported in violation
of these laws and, in many instances, we rely on our channel partners, in particular our VAD, VAR and MSP partners,
to assure compliance when selling, distributing and/or using our products outside the United States. In certain
instances, we have shipped encryption products prior to obtaining the required export authorizations and/or submitting
the required requests, including a classification request and request for an encryption registration number. As a result,
we previously filed a Voluntary Self Disclosure with the U.S. Department of Commerce’s Bureau of Industry and
Security concerning these violations. A repeat of these past instances could result in monetary or other penalties
assessed against us. Additionally, even though we take precautions to ensure that our channel partners comply with all
relevant regulations, any failure by our channel partners to comply with such regulations could have negative
consequences for us, including reputational harm, government investigations and penalties and interruptions in our
ability to distribute and sell our products.

Furthermore, various countries regulate the import of certain encryption technology and operation of our products,
including through import permitting, certification and licensing requirements, and have enacted laws that could limit
our ability to distribute our products or our end-customers’ ability to operate our products in those countries, or could
impose additional expense on us to meet these requirements as a condition to distribute our products. Encryption
products and the underlying technology may also be subject to export control restrictions. Governmental regulation of
encryption technology and regulation of imports or exports of encryption products, or our failure to obtain required
import or export approval for our products, when applicable, could harm our international sales and adversely affect
our revenue. Compliance with applicable regulatory laws and regulations regarding the export or import of our
products, including with respect to new releases of our products, may create delays in the introduction of our products
in international markets, prevent our end-customers with international operations from deploying our products
throughout their globally distributed systems or, in some cases, prevent the export or import of our products to some
countries altogether.

In addition, because our sales are made through channel partners, if these channel partners fail to obtain appropriate
import, export or re-export licenses or authorizations, we may also be adversely affected, including potentially being
liable for penalties under government restrictions and regulations, even where the channel partner failed to obtain the
appropriate licenses or authorizations. Obtaining the necessary authorizations, including any required license, for a
particular sale may be time-consuming, is not guaranteed and may result in the delay or loss of sales opportunities.
Changes in our products or changes in applicable export or import laws and regulations may also create delays in the
introduction and sale of our products in international markets, prevent our end-customers with international operations
from deploying our products or, in some cases, prevent the export or import of our products to certain countries,
governments or persons altogether. Any change in export or import laws and regulations, shift in the enforcement or
scope of existing laws and regulations, or change in the countries, governments, persons or technologies targeted by
such laws and regulations, could also result in decreased use of our products, or in our decreased ability to export or
sell our products to existing or potential end-customers with international operations. Any decreased use of our
products or limitation on our ability to export or sell our products could adversely affect our business, financial
condition and results of our operations.

U.S. export control laws and economic sanctions programs also prohibit the shipment of certain products and services
to targeted countries, governments and persons that are subject to U.S. economic embargoes and trade sanctions. If we
or our channel partners ship products to those targets or third parties provide our products to these targets, we could be
subject to government investigations, penalties and reputational harm. Furthermore, any new embargo or sanctions
program, or any change in the countries, governments, persons or activities targeted by such existing programs, could
result in decreased use of our products, or in our decreased ability to export or sell our products to existing or potential
end-customers, which could adversely affect our business and our financial condition.

Regulations related to conflict minerals may cause us to incur additional expenses and could limit the supply and
increase the costs of certain metals used in the manufacturing of our products.
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As a public company, we are subject to the requirements under the Dodd-Frank Wall Street Reform and Consumer
Protection Act of 2010, or the Dodd-Frank Act, to diligence, disclose and annually report whether our products
contain conflict minerals. The implementation of these requirements could adversely affect the sourcing, availability
and pricing of the materials used in the manufacture of components used in our products. We have incurred and will
continue to incur additional costs to comply with the disclosure requirements, including costs related to conducting
diligence procedures to determine the sources of conflict minerals that may be used in or necessary to the production
of our products and, if applicable, potential changes to products, processes or sources of supply as a consequence of
such verification activities, and we expect to incur additional costs in the future to comply with these disclosure
requirements. We do not choose or contract directly with the component parts providers and do not have contracts
with these component parts suppliers. We rely, instead, on our manufacturing partners to select, source, diligence and
report to us the component parts within our products. This absence of
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any relationship between us and the component suppliers makes significantly more difficult our ability to determine
and report whether our products contain conflict minerals. Consequently, we may face reputational harm if our
channel partners incorrectly determine or report whether certain of our products contain minerals not determined to be
conflict-free or if we are unable to alter our products, processes or sources of supply to avoid use of such materials.
Our products incorporate complex technology and may contain defects or errors. We may become subject to warranty
claims, product returns, product liability and product recalls as a result, any of which could cause harm to our
reputation, impose costs and increase expenses, expose us to liability and adversely affect our business.

Our products incorporate complex technology and must support a wide variety of devices and new and complex
applications in a variety of environments that use different wireless networking communication industry standards.
Our products have contained, and may contain in the future, undetected defects or errors or may not perform as we
expect in certain environments. We may discover some errors in our products only after a product has been installed
and used by end-customers. These issues are most prevalent when we introduce new products into the market or, once
introduced, when the products experience significant loads in actual use environments or at scale which we could not
create or did not anticipate during development. We have delayed and may in the future delay the introduction of our
new products due to such defects and errors. Since our products contain components that we purchase from third
parties, we also expect our products to contain latent defects and errors from time to time related to those third-party
components.

Defects and errors may also cause our products to be vulnerable to security attacks. The techniques used by computer
hackers to access or sabotage networks are becoming increasingly sophisticated, change frequently and generally are
not recognized until after they have been launched against a target. As we increasingly collect, store, analyze, use and
transmit data, and provide data analytics solutions to our end-customers, these risks become more significant to us.
We may be unable to anticipate these techniques or provide a solution in time to protect our and our end-customers’
networks. In addition, we might not be able to timely develop and provide updated products and software to our
end-customers, thereby leaving our end-customers vulnerable to attacks. Finally, if our employees, or others who have
access to end-customer data, misuse this information, our reputation would be harmed and we could be subject to
claims for damages.

Real or perceived defects or errors in our products could result in claims to return product or that we reimburse losses
that our end-customers or channel partners sustain and we may be required, or may choose for customer or partner
relations or other reasons, to expend additional resources in order to help correct the problem, including incurring
additional warranty and repair costs, process management costs and costs associated with remanufacturing our
inventory. We typically offer a limited warranty on our Wi-Fi access points and other products. We also provide
certain service commitment guarantees for our cloud-managed platform, pursuant to which our end-customers may
receive service credits in connection with service outages. Liability limitations in our standard terms and conditions of
sale may not be enforceable under some circumstances or may not fully or effectively protect us from claims and
related liabilities and costs. In addition, regardless of the party at fault, errors of these kinds which would divert the
attention of our engineering personnel from our product development efforts, damage our reputation and the
reputation of our products, cause significant customer relations problems, and can result in product liability claims.
We do not maintain insurance which would protect against many of these types of claims associated with the use of
our products. Even where claims ultimately are unsuccessful we may have to expend funds in connection with
litigation, including on behalf of our end-customers and channel partners, and divert management’s time and other
resources. We also may incur costs and expenses relating to a recall of one or more of our products. The process of
identifying and recalling products that have been widely distributed may be lengthy and require significant resources,
and we may incur significant replacement costs, contract damage claims from our end-customers and channel partners
and significant harm to our reputation. The occurrence of any of these problems could result in substantial costs to us
and the delay or loss of market acceptance of our products and could adversely impact our business, operating results,
reputation and financial condition.

The loss of key personnel or an inability to attract, retain and motivate qualified personnel may impair our ability to
expand our business.
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Our success substantially depends on the continued service and performance of our senior management team and other
key personnel, including, in particular, David K. Flynn, who is our Chief Executive Officer. Our employees, including
our senior management team, are at-will employees and, therefore, may terminate employment with us at any time
with no advance notice. For example, we announced on November 1, 2017, the departure of Thomas Wilburn, who
was our Senior Vice President, Worldwide Field Operations. The loss of members of our senior management team or
other key personnel, whether through resignation, illness, disability or death, our failure to attract replacement
personnel, as needed, or the transition of newly hired senior management may significantly delay or prevent us from
achieving our business objectives. In addition, if any of our executives or other key employees were to join a
competitor or form a competing company, we could lose customers, suppliers, know-how and key personnel, and our
business and product strategies and capabilities could be at risk and subject to disclosure, including to our competitors.
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Our future success also depends on our ability to continue to attract, integrate and retain highly skilled personnel,
especially skilled executives and sales and engineering employees. We have experienced in the past higher than
normal turn-over, especially amongst our sales and engineering personnel, and continue to replace personnel where
we think needed to improve our operations and product development capabilities and processes. We also continue to
replace personnel as part of our ongoing performance and expense management initiatives. Turn-over is highly
disruptive to our operations and has had and could continue to have an adverse effect on our revenue. In addition,
competition for highly skilled personnel is frequently intense, especially in Silicon Valley, where we maintain our
headquarters and a substantial operating and sales presence, and Hangzhou, China, where we currently maintain a
significant research presence and highly skilled product development and engineering personnel. Volatility or lack of
performance in our stock price may also affect our ability to attract and retain our key employees. Many of our
employees have become, or will soon become, vested in a substantial amount of stock or number of stock options. Our
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 or exercise prices. Conversely, the lack of
performance in our stock price may also affect our ability to attract new employees or retain existing employees by
decreasing the perceived value of any stock-based compensation we may offer or they may hold. Prolonged periods of
low performance or volatility in our stock price could negatively impact our appeal as an employer, harm employee
morale or increase employee turnover, including amongst our Silicon Valley and China-based employees. Any failure
to successfully attract, integrate or retain qualified personnel to fulfill our current or future needs may negatively
impact our growth. Also, to the extent we hire personnel from our competitors, we may be subject to allegations that
we have improperly solicited these employees, that they have divulged to us proprietary or other confidential
information of their former employers, or that their former employers own their inventions or other work product.
This may expose us to significant liability and litigation risk.

Our ability to sell our products is highly dependent on the quality of our support offerings, and our failure to offer
high quality support would have a material adverse effect on our sales and results of operations.

Once our products are deployed, our end-customers depend on our support organization and support our channel
partners provide to resolve any issues relating to our products. Our support delivery organization comprises
employees in various geographic locations and an outside service provider, which provides general technical support
to our end-customers. A high level of support is important for the successful marketing and sale of our products. If we
do not effectively help our end-customers quickly resolve issues or provide effective ongoing support, it would
adversely affect our ability to sell our products to existing end-customers as well as demand for continued support and
renewal contracts, and could harm our reputation with existing and potential end-customers.

We are subject to complex and evolving U.S. and foreign laws and regulations regarding privacy, data protection and
other matters and violations of these complex and dynamic laws, rules and regulations may result in claims, changes
to our business practices, monetary penalties, increased costs of operations, and/or other harms to our business.

A wide variety of provincial, state, national and international laws and regulations apply to the collection, use,
retention, protection, disclosure, transfer and other processing of data, including personal data. Foreign data
protection, privacy and other laws and regulations are often more restrictive than those in the United States. These
data protection and privacy-related laws and regulations are varied, evolving, can be subject to significant change,
may be augmented or replaced by new or additional laws and regulations, and may result in ever-increasing regulatory
and public scrutiny and escalating levels of enforcement and sanctions. The European Union, for example, has
adopted various directives regulating data protection, privacy and security and the collection, storage, analysis, use
and transmission of content using the Internet involving European Union residents, including those directives known
as the Data Protection Directive, the E-Privacy Directive, and the Privacy and Electronic Communications Directive.
The European Union may adopt similar directives in the future.

The European Union model has been replicated substantially or in part in various jurisdictions outside the U.S.,
including in certain Asia-Pacific Economic Cooperation countries. Changes in European Union data protection
regulations, including the General Data Protection Regulation, or GDPR, may also introduce new or additional
operational requirements for companies that receive personal data, which may differ from than those currently in
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effect in the European Union, which may also include significant additional compliance requirements and increased
penalties for non-compliance. For example, the GDPR, which will become fully effective in May 2018, will supersede
existing European Union data protection laws, includes more stringent operational requirements for companies
processing European Union personal data, and imposes significant penalties for non-compliance. Further, some
countries may require separate and local storage and processing of data that could limit certain of our product
applications and solutions and increase the cost and complexity of selling our solutions or maintaining our business
operations in those jurisdictions. California has also introduced broad rules, which may or may not anticipate and be
consistent with rules expected to be adopted by our federal government. The introduction of new data platforms,
applications and solutions or expansion of our activities in certain jurisdictions may subject us to additional laws and
regulations. For instance, participation in the federal E-Rate funding program may subject us to additional privacy and
data use
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restrictions under U.S. federal, state, and local laws and regulations relating to the processing of data relating to
students or children.

The application and interpretation of these laws and regulations are often uncertain, particularly in the new and rapidly
evolving industry in which we operate, and these laws and regulations may be interpreted and applied inconsistently
from within a country or country to country, and inconsistently with our current policies and practices, and may be
contradictory with each other. Additionally, various federal, state, and foreign regulatory or other governmental
bodies may issue rulings that invalidate prior laws, regulations, or legal frameworks in manners that may adversely
impact our business. For example, the European Court of Justice in October 2015 issued a ruling invalidating the
U.S.-E.U. Safe Harbor Framework, which facilitated personal data transfers to the U.S. in compliance with applicable
European Union data protection laws. The U.S. and E.U. have implemented a replacement for the U.S.-E.U.
Safe-Harbor Framework (known as the U.S.-E.U. Privacy Shield), but some regulatory uncertainty remains regarding
the future of data transfers from the European Union to the U.S. In addition to government regulation, privacy
advocacy and industry groups have adopted and are considering the adoption of various self-regulatory standards and
codes of conduct that, if applied to our, our partners or our end-customers’ businesses, may place additional burdens on
us and our partners and end-customers, which may further reduce demand for our products, data platforms,
applications and solutions and harm our business.

Our failure to comply with all applicable privacy and data protection laws, regulations, standards, and codes of
conduct, as well as our own privacy policies and contractual commitments to the extent possible, our failure to comply
could result in enforcement actions against us, including fines, imprisonment of company officials and public censure,
claims for damages by end-customers and other affected individuals, demands that we modify or cease existing
practices, damage to our reputation and loss of goodwill (both in relation to existing and prospective end-customers),
any of which could have a material adverse effect on our operations, financial performance and business. Privacy and
data protection regulators within the United States, the European Union and other jurisdictions have the power to fine
non-compliant organizations significant amounts and seek injunctive relief, including the cessation of certain data
processing activities. The GDPR provides for European Union regulators to be able to impose fines in some cases of
the greater of €20 million or 4% of a company’s worldwide annual sales. Such fines are in addition to the rights of
individuals to sue for damages in respect of any data privacy breach which has caused them to suffer loss. Such
actions against our partners, including third-party providers of data analytics services, could also affect our operating
performance, including demand for our products and cloud-managed solutions, and if these or other third-party
vendors violate applicable laws or our policies, such violations may also put our end-customers’ information at risk
and could in turn have a material and adverse effect on our business. Additionally, there is a risk that failures in
systems designed to protect private, personal or proprietary data held by us will allow such data to be disclosed to or
seen by others, resulting in potential regulatory investigations, enforcement actions or penalties, remediation
obligations and/or private litigation by parties whose data were improperly disclosed. There is also a risk that we
could be found to have failed to comply with U.S. or foreign laws or regulations regarding the collection, storage,
handling, analysis, use, transfer, or disposal of such privacy, personal or proprietary data, or consent to the same,
which could subject us to fines or other sanctions, as well as adverse reputational impact.

Evolving and changing privacy and data protection laws, regulations and societal norms, including evolving and
changing definitions of personal data and personal information, within the United States, European Union, and
elsewhere, especially relating to classification of 