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Approximate date of commencement of proposed sale to the public: From time to time after the effective date of
this Registration Statement.

If the only securities being registered on this Form are being offered pursuant to dividend or interest reinvestment
plans, please check the following box.  ¨

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, other than securities offered only in connection with dividend or interest
reinvestment plans, check the following box.  x

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

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

If this Form is a registration statement pursuant to General Instruction I.D. or a post-effective amendment thereto that
shall become effective upon filing with the Commission pursuant to Rule 462(e) under the Securities Act, check the
following box.  x

If this Form is a post-effective amendment to a registration statement filed pursuant to General Instruction I.D. filed to
register additional securities or additional classes of securities pursuant to Rule 413(b) under the Securities Act, check
the following box.  ¨

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

Large accelerated filer x Accelerated filer ¨

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

CALCULATION OF REGISTRATION FEE

Title of Each Class of 
Securities to be Registered

Amount to be
Registered (1)

Proposed Maximum
Offering Price
Per Share (2)

Proposed Maximum
Aggregate

Offering Price (2)
Amount of

Registration Fee
Common stock, par value $0.0001 per share 1,556,925 $69.30 $107,894,902.50 $13,896.86
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(1) Pursuant to Rule 416(a) of the Securities Act of 1933, as amended, this Registration Statement shall also cover any
additional shares of the Registrant�s common stock that become issuable by reason of any stock dividend, stock
split, recapitalization or other similar transaction effected without receipt of consideration that increases the
number of the Registrant�s outstanding shares of common stock.

(2) Estimated in accordance with Rule 457(c) solely for purposes of calculating the registration fee on the basis of the
average of the high and low prices of Registrant�s common stock as reported on the New York Stock Exchange on
May 28, 2014.
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PROSPECTUS

1,556,925 SHARES

Common Stock

The selling stockholders of Palo Alto Networks, Inc. (�Palo Alto Networks,� �we,� �us� or the �Company�) listed beginning
on page 33 may offer and resell up to 1,556,925 shares of our common stock under this prospectus. The selling
stockholders acquired these shares from us pursuant to a Share Purchase Agreement dated March 22, 2014, as
amended by that certain Amendment No. 1 to the Share Purchase Agreement, dated as of April 9, 2014, by and among
the Company, Palo Alto Networks Holding B.V., a company formed under the laws of the Netherlands and a
wholly-owned subsidiary of the Company, Palo Alto Networks (Israel) Ltd. (formerly, Cyvera Ltd.), a company
formed under the laws of Israel (�Cyvera�), the shareholders of Cyvera and Shareholder Representative Services LLC,
as shareholder representative thereunder, in connection with our acquisition of Cyvera. The selling stockholders
(which term as used herein includes their respective donees, transferees or other successors in interest) may sell these
shares through public or private transactions at market prices prevailing at the time of sale or at negotiated prices. We
will not receive any proceeds from the sale of the shares by the selling stockholders.

Our common stock is listed on the New York Stock Exchange under the symbol �PANW.� On June 2, 2014, the last
reported sale price for our common stock on the New York Stock Exchange was $73.69 per share.

Investing in our common stock involves risks. See �Risk Factors� beginning on page 3.

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

The date of this prospectus is June 3, 2014.
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ABOUT THIS PROSPECTUS

This prospectus is a part of a registration statement on Form S-3 that we filed with the Securities and Exchange
Commission (the �SEC�) utilizing a �shelf� registration process. Under this shelf registration process, the selling
stockholders may, from time to time, offer and sell shares of our common stock, as described in this prospectus, in one
or more offerings.

You should rely only on the information contained in this prospectus (as supplemented and amended). We have not
authorized anyone to provide you with different information. This document may only be used where it is legal to sell
these securities. You should not assume that the information contained in this prospectus is accurate as of any date
other than its date regardless of the time of delivery of the prospectus or any sale of our common stock.

We urge you to read carefully this prospectus (as supplemented and amended) before deciding whether to purchase
any of the shares of common stock being offered.

-i-
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PROSPECTUS SUMMARY

This summary highlights selected information contained elsewhere in this prospectus. This summary does not contain
all the information that you should consider before investing in our common stock. You should read the following
summary together with the more detailed information regarding our company, the common stock being registered
hereby, and our financial statements and notes thereto incorporated by reference in this prospectus before deciding
whether to purchase shares of our common stock from the selling stockholders.

Overview

We have pioneered the next-generation of enterprise security with our innovative platform that allows enterprises,
service providers, and government entities to simultaneously empower and secure their organizations by safely
enabling the increasingly complex and rapidly growing number of applications running on their networks and by
preventing breaches stemming from targeted cyber attacks. Our enterprise security platform consists of three major
elements: our Next-Generation Firewall, our Next-Generation Endpoint Protection, and our Next-Generation Threat
Intelligence Cloud. Our Next-Generation Firewall delivers application, user, and content visibility and control, as well
as protection against network-based cyber threats integrated within the firewall through our proprietary hardware and
software architecture. Our Next-Generation Endpoint Protection protects against cyber attacks that aim to exploit
software vulnerabilities on a broad variety of fixed and virtual endpoints. Our Next-Generation Threat Intelligence
Cloud provides central intelligence capabilities as well as automation of delivery of preventative measures against
cyber attacks.

Our platform offers a number of compelling benefits for our end-customers, including the ability to identify, control,
and safely enable applications while offering full prevention of breaches stemming from cyber attacks in real time. We
believe our platform also offers superior performance compared to legacy approaches and reduces the total cost of
ownership for organizations by simplifying their enterprise security infrastructure and eliminating the need for
multiple, stand-alone security appliances and software products. Our products and services can address a broad range
of our end-customers� enterprise security requirements, from the data center to the network perimeter, as well as the
distributed enterprise, which includes branch offices and a growing number of endpoints and mobile devices.

Our platform uses an innovative traffic classification engine that identifies network traffic by application, user, and
content. As a result, it provides in-depth visibility into all traffic and all applications, at the user level, at all times, and
at the full speed of the network in order to control usage, content, risks, and cyber threats. This enables our
end-customers to transform their organizations by safely enabling applications through a positive security model with
fine-grained policy implementation capabilities and by preventing breaches stemming from cyber attacks.

The network-based element of our platform is delivered in the form of a hardware or virtual appliance and includes a
suite of subscription services. The endpoint-based element of our platform is delivered in the form of software. The
cloud-based element of our platform is delivered in the form of a service that can be used either in the public cloud or
in a private cloud using our dedicated WF-500 appliances. Our subscription services can be easily activated on any of
our appliances without requiring additional hardware or processing resources, thereby providing a seamless
implementation path for our end-customers. All of our appliances incorporate our PAN-OS operating system and are
based on our proprietary identification technologies, application visibility and control (App-ID), user identification
(User-ID), and Content-ID, which allow security policies to be defined within the context of applications, users, and
content. We deliver these capabilities through an innovative, Single Pass Parallel Processing (SP3) architecture that
simultaneously performs multiple identification, security, and networking functions. As a result, our end-customers
achieve safe application enablement and prevention of cyber attacks, while maintaining high network performance.
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We serve the enterprise network and endpoint security markets, which consists of Firewall, Unified Threat
Management (UTM), Web Gateway, Intrusion Detection and Prevention (IDS/IPS), Virtual Private Network (VPN),
and Enterprise Endpoint Security technologies.

We sell our platform through a high-touch, channel-fulfilled sales model. Our business is geographically diversified,
with 66% of our total revenue from the Americas, 21% from Europe, the Middle East, and Africa (EMEA), and 13%
from Asia Pacific and Japan (APAC) for the nine months ended April 30, 2014. As of April 30, 2014, we had over
17,000 end-customers in over 130 countries.

We were incorporated in 2005 as Palo Alto Networks, Inc., a Delaware corporation. Our principal executive offices
are located in Santa Clara, California, and our telephone number is (408) 753-4000. Our website is
www.paloaltonetworks.com. The information on or accessible through our website is not a part of, and is not
incorporated or deemed to be incorporated by reference in, this prospectus. Our office address is 4301 Great American
Parkway, Santa Clara, California 95054.

The Shares Offered in this Prospectus

Common stock offered by the selling
stockholders

1,556,925 shares

Our common stock is listed on the New
York Stock Exchange under the symbol

PANW

Use of proceeds All of the shares of common stock being offered under this prospectus
are being sold by the selling stockholders or their pledgees, donees,
transferees or other successors in interest. Accordingly, we will not
receive any proceeds from the sale of these shares.

-2-
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RISK FACTORS

Investing in our common stock involves a high degree of risk. You should carefully consider the risks described below,
together with all of the other information included in or incorporated by reference into this prospectus, before making
an investment decision. The risks and uncertainties described below are not the only ones we face. Additional risks
and uncertainties not presently known to us or that we do not currently believe are important to an investor may also
harm our business operations. If any of the events, contingencies, circumstances or conditions described in the
following risks actually occurs, our business, financial condition or our results of operations could be seriously
harmed. If that happens, the trading price of our common stock could decline and you may lose part or all of the value
of any of our shares held by you.

Risks Related to Our Business and Our Industry

Our limited operating history makes it difficult to evaluate our current business and future prospects, and may
increase the risk of your investment.

We were founded in 2005 and shipped our first products in 2007. The majority of our revenue growth has occurred
since 2009. Our limited operating history makes it difficult to evaluate our current business and our future prospects,
including our ability to plan for and model future growth. We have encountered and will continue to encounter risks
and difficulties frequently experienced by rapidly growing companies in constantly evolving industries, including the
risks described in this prospectus. If we do not address these risks successfully, our business and operating results will
be adversely affected, and the market price of our common stock could decline. Further, we have limited historical
financial data and we operate in a rapidly evolving market. As such, any predictions about our future revenue and
expenses may not be as accurate as they would be if we had a longer operating history or operated in a more
predictable market.

Our business and operations have experienced rapid growth in recent periods, and if we do not effectively manage
any future growth or are unable to improve our systems and processes, our operating results will be adversely
affected.

We have experienced rapid growth and increased demand for our products over the last few years. Our employee
headcount and number of end-customers have increased significantly, and we expect to continue to grow our
headcount significantly over the next year. For example, from the end of the second quarter of fiscal 2014 to the end
of the third quarter of fiscal 2014, our headcount increased from 1,375 to 1,556 employees, and our number of
end-customers increased from more than 16,000 to over 17,000. The growth and expansion of our business and
product and service offerings places a continuous significant strain on our management, operational, and financial
resources. As we have grown, we have increasingly managed more complex deployments of our products and services
with larger end-customers. To manage any future growth effectively, we must continue to improve and expand our
information technology and financial infrastructure, our operating and administrative systems, and our ability to
manage headcount, capital, and processes in an efficient manner.

We may not be able to successfully implement improvements to our systems and processes in an efficient or timely
manner, and we may discover deficiencies in our existing systems and processes. We have licensed technology from
third parties to help us accomplish this objective. We may experience difficulties in managing improvements to our
systems and processes or in connection with third-party software, which could disrupt existing customer relationships,
cause us to lose customers, limit us to smaller deployments of our products, or increase our technical support costs.
Our failure to improve our systems and processes, or their failure to operate in the intended manner, may result in our
inability to manage the growth of our business and to accurately forecast our revenue, expenses, and earnings, or to
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prevent certain losses. In addition, our systems and processes may not prevent or detect all errors, omissions, or fraud.
Our productivity and the quality of our products and services may be adversely affected if we do not integrate and
train our new employees quickly and effectively, including employees we acquired in connection with our acquisition
of Cyvera Ltd. (�Cyvera�). Any future growth would add complexity to

-3-

Edgar Filing: Palo Alto Networks Inc - Form S-3ASR

Table of Contents 11



Table of Contents

our organization and require effective coordination throughout our organization. For example, as a result of growth in
our employee headcount, we relocated our corporate headquarters to a larger office space in Santa Clara, California in
November 2013. Failure to manage any future growth effectively could result in increased costs, negatively impact
our end-customers� satisfaction with our products and services, and harm our operating results.

Our operating results are likely to vary significantly from period to period and be unpredictable, which could cause
the market price of our common stock to decline.

Our operating results, in particular, our revenues, gross margins, operating margins, and operating expenses, have
historically varied from period to period, and we expect that this trend will continue as a result of a number of factors,
many of which are outside of our control and may be difficult to predict, including:

� our ability to attract and retain new end-customers;

� the budgeting cycles and purchasing practices of end-customers;

� changes in end-customer, distributor or reseller requirements, or market needs;

� the cost and potential outcomes of existing and future litigation, which could have a material adverse effect
on our business;

� changes in the growth rate of the enterprise security market;

� the timing and success of new product and service introductions by us or our competitors or any other
change in the competitive landscape of our industry, including consolidation among our competitors or
end-customers;

� changes in mix of our products and services including increases in multi-year subscriptions and support and
maintenance;

� price competition;

� deferral of orders from end-customers in anticipation of new products or product enhancements announced
by us or our competitors;

� our ability to successfully expand our business domestically and internationally;
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� the timing and costs related to the development or acquisition of technologies or businesses;

� lack of synergy, or the inability to realize expected synergies, resulting from recent acquisitions;

� our inability to complete or integrate efficiently any acquisitions that we may undertake;

� our ability to increase the size of our distribution channel;

� decisions by potential end-customers to purchase enterprise security solutions from larger, more established
security vendors or from their primary network equipment vendors;

� changes in end-customer attach rates and renewal rates for our services;

� timing of revenue recognition and revenue deferrals;

� our ability to manage production and manufacturing related costs, global customer service organization
costs, inventory excess and obsolescence costs, and warranty costs;

� insolvency or credit difficulties confronting our customers, which could adversely affect their ability to
purchase or pay for our products and services, or confronting our key suppliers, including our sole source
suppliers, which could disrupt our supply chain;

� any disruption in our channel or termination of our relationship with important channel partners, including as
a result of consolidation among distributors and resellers of enterprise security solutions;

� our inability to fulfill our end-customers� orders due to supply chain delays or events that impact our
manufacturers or their suppliers;

-4-
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� increased expenses, unforeseen liabilities, or write-downs and any impact on our results of operations from
any acquisition consummated;

� seasonality or cyclical fluctuations in our markets;

� future accounting pronouncements or changes in our accounting policies;

� the impact on our overall effective tax rate caused by any reorganization in our corporate structure or any
changes in our valuation allowance for domestic deferred assets;

� increases or decreases in our expenses caused by fluctuations in foreign currency exchange rates, as an
increasing portion of our expenses are incurred and paid in currencies other than the U.S. dollar;

� political, economic and social instability, including the political uncertainty in Ukraine, the impact of any
current and future sanctions the U.S. or other countries may impose on Russia, and any disruption this may
cause to broader global industrial economy; and

� general macroeconomic conditions, both domestically and in our foreign markets.
Any one of the factors above, or the cumulative effect of some of the factors referred to above, may result in
significant fluctuations in our financial and other operating results. This variability and unpredictability could result in
our failure to meet our revenue, margin, or other operating result expectations or those of securities analysts or
investors for a particular period. If we fail to meet or exceed such expectations for these or any other reasons, the
market price of our common stock could fall substantially, and we could face costly lawsuits, including securities
class action suits.

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

You should not consider our revenue growth rate in recent periods as indicative of our future performance. We have
recently experienced revenue growth rates of 48% and 58% in the nine months ended April 30, 2014 and nine months
ended April 30, 2013, respectively. You should not rely on our revenue for any prior quarterly or annual periods as
any indication of our future revenue or revenue growth. If we are unable to maintain consistent revenue or revenue
growth, the market price of our common stock could be volatile, and it may be difficult to achieve and maintain
profitability.

We have a history of losses, anticipate increasing our operating expenses in the future, and may not be able to
achieve or maintain profitability or maintain or increase cash flow on a consistent basis. If we cannot achieve or
maintain profitability or maintain or increase our cash flow, our business, financial condition, and operating
results may suffer.

Other than fiscal 2012, we have incurred losses in all fiscal years since our inception. We incurred a net loss of
$194.4 million in the first three quarters of fiscal 2014, $29.2 million in fiscal 2013, and $12.5 million in fiscal 2011.
As a result, we had an accumulated deficit of $303.7 million at April 30, 2014. We anticipate that our operating
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expenses will increase substantially in the foreseeable future as we continue to enhance our product and service
offerings, broaden our end-customer base, expand our sales channels, expand our operations, hire additional
employees, and continue to develop our technology. These efforts may prove more expensive than we currently
anticipate, and we may not succeed in increasing our revenues sufficiently, or at all, to offset these higher expenses.
Revenue growth may slow or revenue may decline for a number of possible reasons, including slowing demand for
our products or services, increasing competition, a decrease in the growth of our overall market, or a failure to
capitalize on growth opportunities. Any failure to increase our revenues as we grow our business could prevent us
from achieving or maintaining profitability or maintaining or increasing cash flow on a consistent basis. If we are
unable to meet these risks and challenges as we encounter them, our business, financial condition, and operating
results may suffer.

-5-
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If we are unable to sell additional products and services to our end-customers or maintain or increase our installed
end-customer base, our future revenue and operating results will be harmed.

Our future success depends, in part, on our ability to expand the deployment of our platform with existing
end-customers by selling additional products, to secure other areas of our end-customers� network and endpoints, and
by upselling additional subscription services to provide increasing levels of enterprise security. This may require
increasingly sophisticated and costly sales efforts and may not result in additional sales. In addition, the rate at which
our end-customers purchase additional products and services depends on a number of factors, including the perceived
need for additional enterprise security products and services as well as general economic conditions. If our efforts to
sell additional products and services to our end-customers are not successful, our business may suffer.

Further, existing end-customers that purchase our subscriptions have no contractual obligation to renew their contracts
after the completion of their initial contract period, which is typically one year, and we cannot accurately predict
renewal rates. Our end-customers� renewal rates may decline or fluctuate as a result of a number of factors, including
their satisfaction with our services and our end-customer support, the frequency and severity of subscription outages,
our product uptime or latency, and the pricing of our, or competing, services. If our end-customers renew their
subscriptions, they may renew for shorter contract lengths or on other terms that are less economically beneficial to
us. We have limited historical data with respect to rates of end-customer renewals, so we may not accurately predict
future renewal trends. We cannot assure you that our end-customers will renew their subscriptions, and if our
end-customers do not renew their agreements or renew on less favorable terms, our revenues may grow more slowly
than expected or decline.

We also depend on our installed end-customer base for future support and maintenance revenues. Our support and
maintenance agreements are typically one year. If end-customers choose not to continue renewing their support and
maintenance or seek to renegotiate the terms of support and maintenance agreements prior to renewing such
agreements, our revenue may decline.

We face intense competition in our market, especially from larger, well-established companies, and we may lack
sufficient financial or other resources to maintain or improve our competitive position.

The market for enterprise security products is intensely competitive, and we expect competition to increase in the
future from established competitors and new market entrants. Our main competitors fall into four categories:

� large networking vendors, such as Cisco Systems, Inc. and Juniper Networks, Inc., that incorporate
enterprise security features in their products;

� large companies, such as Intel Corporation, International Business Machines (IBM), and Hewlett-Packard
Company (HP), that have acquired large network and endpoint security specialist vendors in recent years and
have the technical and financial resources to bring competitive solutions to the market;

� independent security vendors, such as Check Point Software Technologies Ltd. and Fortinet, Inc., that offer
network security products, and Symantec, Inc., that offers endpoint security products; and
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� small and large companies that offer, or have announced plans that they will offer, point solutions that
compete with some of the features present in our platform.

Many of our existing competitors have, and some of our potential competitors could have, substantial competitive
advantages such as:

� greater name recognition and longer operating histories;

� larger sales and marketing budgets and resources;

� broader distribution and established relationships with distribution partners and end-customers;

� greater customer support resources;

-6-
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� greater resources to make acquisitions;

� lower labor and development costs;

� larger and more mature intellectual property portfolios; and

� substantially greater financial, technical, and other resources.
In addition, some of our larger competitors have substantially broader and more diverse product offerings and
leverage their relationships based on other products or incorporate functionality into existing products to gain business
in a manner that discourages users from purchasing our products, including through selling at zero or negative
margins, product bundling, or closed technology platforms. Potential end-customers may also prefer to purchase from
their existing suppliers rather than a new supplier regardless of product performance or features. These larger
competitors often have broader product lines and market focus and may therefore not be as susceptible to downturns
in a particular market. Many of our smaller competitors that specialize in providing protection from a single type of
enterprise security threat are often able to deliver these specialized enterprise security products to the market more
quickly than we can. Conditions in our market could change rapidly and significantly as a result of technological
advancements, partnering by our competitors, or continuing market consolidation. New start-up companies that
innovate and large competitors that are making significant investments in research and development may invent
similar or superior products and technologies that compete with our products and technology. Our current and
potential competitors may also establish cooperative relationships among themselves or with third parties that may
further enhance their resources.

Some of our competitors have made acquisitions of businesses that may allow them to offer more directly competitive
and comprehensive solutions than they had previously offered, such as Intel�s acquisition of McAfee and Stonesoft,
Check Point�s acquisition of Nokia�s security appliance business, and Cisco�s acquisition of SourceFire. As a result of
such acquisitions, our current or potential competitors might be able to adapt more quickly to new technologies and
end-customer needs, devote greater resources to the promotion or sale of their products and services, initiate or
withstand substantial price competition, take advantage of acquisition or other opportunities more readily, or develop
and expand their product and service offerings more quickly than we do. Due to various reasons, organizations may be
more willing to incrementally add solutions to their existing enterprise security infrastructure from competitors than to
replace it with our solutions. These competitive pressures in our market or our failure to compete effectively may
result in price reductions, fewer orders, reduced revenue and gross margins, and loss of market share. Any failure to
meet and address these factors could seriously harm our business and operating results.

If functionality similar to that offered by our products is incorporated into existing network infrastructure
products, organizations may decide against adding our appliances to their network, which would have an adverse
effect on our business.

Large, well-established providers of networking equipment such as Cisco and Juniper offer, and may continue to
introduce, enterprise security features that compete with our products, either in stand-alone security products or as
additional features in their network infrastructure products. The inclusion of, or the announcement of an intent to
include, functionality perceived to be similar to that offered by our security solutions in networking products that are
already generally accepted as necessary components of network architecture may have an adverse effect on our ability
to market and sell our products. Furthermore, even if the functionality offered by network infrastructure providers is
more limited than our products, a significant number of end-customers may elect to accept such limited functionality
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in lieu of adding appliances from an additional vendor such as us. Many organizations have invested substantial
personnel and financial resources to design and operate their networks and have established deep relationships with
other providers of networking products, which may make them reluctant to add new components to their networks,
particularly from other vendors such as us. In addition, an organization�s existing vendors or new vendors with a broad
product offering may be able to offer concessions that we are not able to match because we currently offer only
enterprise security products and have
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fewer resources than many of our competitors. If organizations are reluctant to add additional network infrastructure
from new vendors or otherwise decide to work with their existing vendors, our ability to increase our market share and
improve our financial condition and operating results will be adversely affected.

Reliance on shipments at the end of the quarter could cause our revenue for the applicable period to fall below
expected levels.

As a result of end-customer buying patterns and the efforts of our sales force and channel partners to meet or exceed
their sales objectives, we have historically received a substantial portion of sales orders and generated a substantial
portion of revenue during the last few weeks of each fiscal quarter. If expected revenue at the end of any fiscal quarter
is delayed for any reason, including the failure of anticipated purchase orders to materialize, our logistics partners�
inability to ship products prior to fiscal quarter-end to fulfill purchase orders received near the end of the fiscal
quarter, our failure to manage inventory to meet demand, our inability to release new products on schedule, any failure
of our systems related to order review and processing, or any delays in shipments based on trade compliance
requirements, our revenue for that quarter could fall below our expectations and the estimates of analysts, which could
adversely impact our business and results of operations and cause a decline in the market price of our common stock.

If we are unable to hire, retain, train, and motivate qualified personnel and senior management, our business
could suffer.

Our future success depends, in part, on our ability to continue to attract and retain highly skilled personnel. The loss of
the services of any of our key personnel, the inability to attract or retain qualified personnel, or delays in hiring
required personnel, particularly in engineering and sales, may seriously harm our business, financial condition, and
operating results. Although we have entered into employment offer letters with our key personnel, these agreements
have no specific duration and constitute at-will employment. We are also substantially dependent on the continued
service of our existing development personnel because of the complexity of our platform. Additionally, any failure to
hire, train, and adequately incentivize our sales personnel could negatively impact our growth. Further, the inability of
our recently hired sales personnel to effectively ramp to target productivity levels could negatively impact our
operating margins. If we are not effective in managing any leadership transition in our sales organization, our business
could be adversely impacted and our operating results and financial condition could be harmed.

Competition for highly skilled personnel is often intense, especially in the San Francisco Bay Area, where we have a
substantial presence and need for highly skilled personnel. Additionally, the industry in which we operate generally
experiences high employee attrition. We may not be successful in attracting, integrating, or retaining qualified
personnel to fulfill our current or future needs. Also, to the extent we hire personnel from competitors, we may be
subject to allegations that they have been improperly solicited, that they have divulged proprietary or other
confidential information, or that their former employers own their inventions or other work product.

Our future performance also depends on the continued services and continuing contributions of our senior
management to execute on our business plan and to identify and pursue new opportunities and product innovations.
The loss of services of senior management could significantly delay or prevent the achievement of our development
and strategic objectives, which could adversely affect our business, financial condition, and operating results.

Our employees do not have employment arrangements that require them to continue to work for us for any specified
period, and therefore, they could terminate their employment with us at any time. We do not maintain key person life
insurance policies on any of our employees. The loss of one or more of our key employees or groups could seriously
harm our business.
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We rely on third-party channel partners to sell substantially all of our products, and if our partners fail to perform,
our ability to sell and distribute our products and services will be limited, and our operating results will be harmed.

Substantially all of our revenue is generated by sales through our channel partners, including distributors and resellers.
We provide our sales channel partners with specific training and programs to assist them in selling our products, but
there can be no assurance that these steps will be effective. In addition, our channel partners may be unsuccessful in
marketing, selling, and supporting our products and services. If we are unable to develop and maintain effective sales
incentive programs for our third-party channel partners, we may not be able to incentivize these partners to sell our
products to end-customers and, in particular, to large enterprises. These partners may also market, sell, and support
products and services that are competitive with ours and may devote more resources to the marketing, sales, and
support of such competitive products. These partners may have incentives to promote our competitors� products to the
detriment of our own or may cease selling our products altogether. Our agreements with our channel partners may
generally be terminated for any reason by either party with advance notice prior to each annual renewal date. We
cannot assure you that we will retain these channel partners or that we will be able to secure additional or replacement
channel partners. The loss of one or more of our significant channel partners or a decline in the number or size of
orders from them could harm our operating results. In addition, any new sales channel partner requires extensive
training and may take several months or more to achieve productivity. Our channel partner sales structure could
subject us to lawsuits, potential liability, and reputational harm if, for example, any of our channel partners
misrepresent the functionality of our products or services to end-customers or violate laws or our corporate policies. If
we fail to effectively manage our existing sales channels, if our channel partners are unsuccessful in fulfilling the
orders for our products, or if we are unable to enter into arrangements with, and retain a sufficient number of, high
quality channel partners in each of the regions in which we sell products and keep them motivated to sell our products,
our ability to sell our products and operating results will be harmed.

Because we depend on third-party manufacturers to build and ship our products, we are susceptible to
manufacturing and logistics delays and pricing fluctuations that could prevent us from shipping customer orders
on time, if at all, or on a cost-effective basis, which may result in the loss of sales and customers.

We depend on third-party manufacturers, primarily Flextronics International Ltd., our contract manufacturer, as sole
source manufacturers for our product lines. 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,
and product supply and timing, as well as the risk that minerals which originate from the Democratic Republic of the
Congo and adjoining countries, or conflict minerals, may be included in our products. Any manufacturing and
logistics disruption by these third-party manufacturers could severely impair our ability to fulfill orders. In addition,
we are subject to requirements under the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 that
require us to diligence, disclose, and report whether or not our products contain conflicts minerals. These requirements
could adversely affect the sourcing, availability, and pricing of minerals used in the manufacture of semiconductor
devices or other components used in our products. We may also encounter customers who require that all of the
components of our products be certified as conflict free. If we are not able to meet this requirement, such customers
may choose not to purchase our products, which could adversely impact sales of our products. In addition, we incur
additional costs to comply with these disclosure requirements, including costs related to determining the source of any
of the relevant minerals and metals used in our products.

These manufacturers typically fulfill our supply requirements on the basis of individual orders. We 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, they are not obligated to continue to fulfill our supply requirements,
which could result in supply shortages, and the prices we are charged for manufacturing services could be increased
on short notice. Our contract with one of our contract manufacturers permits them to terminate the agreement for their
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affected, which could cause the loss of sales to existing or potential customers, delayed revenue or an increase in our
costs which could adversely affect our gross margins. Any production interruptions for any reason, such as a natural
disaster, epidemic, capacity shortages, or quality problems, at one of our manufacturing partners would negatively
affect sales of our product lines manufactured by that manufacturing partner and adversely affect our business and
operating results.

Managing the supply of our products and product components is complex. Insufficient supply and inventory may
result in lost sales opportunities or delayed revenue, while excess inventory may harm our gross margins.

Our third-party manufacturers procure components and build our products based on our forecasts, and we generally do
not hold inventory for a prolonged period of time. These forecasts are based on estimates of future demand for our
products, which are in turn based on historical trends and analyses from our sales and marketing organizations,
adjusted for overall market conditions. In order to reduce manufacturing lead times and plan for adequate component
supply, from time to time we may issue forecasts for components and products that are non-cancelable and
non-returnable.

Our inventory management systems and related supply chain visibility tools may be inadequate to enable us to
forecast accurately and effectively manage supply of our products and product components. Supply management
remains an increased area of focus as we balance the need to maintain supply levels that are sufficient to ensure
competitive lead times against the risk of obsolescence because of rapidly changing technology and end-customer
requirements. If we ultimately determine that we have excess supply, we may have to reduce our prices and
write-down inventory, which in turn could result in lower gross margins. If our actual component usage and product
demand are lower than the forecast we provide to our third-party manufacturers, we accrue for losses on
manufacturing commitments in excess of forecasted demand. Alternatively, insufficient supply levels may lead to
shortages that result in delayed revenue or loss of sales opportunities altogether as potential end-customers turn to
competitors� products that are readily available. Additionally, any increases in the time required to manufacture our
products or ship products could result in supply shortfalls. If we are unable to effectively manage our supply and
inventory, our operating results could be adversely affected.

Because some of the key components in our products come from limited sources of supply, we are susceptible to
supply shortages or supply changes, which could disrupt or delay our scheduled product deliveries to our customers
and may result in the loss of sales and customers.

Our products rely on key components, including integrated circuit components, which our contract manufacturers
purchase on our behalf from a limited number of suppliers, including sole source providers. The manufacturing
operations of some of our component suppliers are geographically concentrated in Asia and elsewhere, which makes
our supply chain vulnerable to regional disruptions. A fire, flood, earthquake, tsunami or other disaster, condition or
event such as political instability, civil unrest or a power outage that adversely affects any of these component
suppliers� facilities could significantly affect our ability to obtain the necessary components for our products, which
could result in a substantial loss of sales and revenue and a substantial harm to our operating results. Similarly, a
localized health risk affecting employees at these facilities, such as the spread of a pandemic influenza, could impair
the volume of components that we are able to obtain, which could result in substantial harm to our operating results.

We do not have volume purchase contracts with any of our component suppliers, and they could cease selling to us at
any time. In addition, our component suppliers change their selling prices frequently in response to market trends,
including industry-wide increases in demand, and because we do not have volume purchase contracts with these
suppliers, we are susceptible to price fluctuations related to raw materials and components. If we are unable to pass
component price increases along to our customers or maintain stable pricing, our gross margins and operating results
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negatively impact our revenue and gross margins. Additionally, poor quality in any of the sole-sourced components in
our products could 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 sole source providers cease to remain in business or continue to manufacture such
components, we could be forced to redesign our products and qualify new components from alternate suppliers. The
resulting stoppage or delay in selling our products and the expense of redesigning our products could result in lost
sales opportunities and damage to customer relationships, which would adversely affect our business and operating
results.

If we are not successful in executing our strategy to increase sales of our products to new and existing medium and
large enterprise end-customers, our operating results may suffer.

Our growth strategy is dependent, in part, upon increasing sales of our products to medium and large enterprises. Sales
to these types of end-customers involve risks that may not be present (or that are present to a lesser extent) with sales
to smaller entities. These risks include:

� competition from larger competitors, such as Cisco, Check Point, and Juniper, that traditionally target larger
enterprises, service providers, and government entities and that may have pre-existing relationships or
purchase commitments from those end-customers;

� increased purchasing power and leverage held by large end-customers in negotiating contractual
arrangements with us;

� more stringent requirements in our worldwide support service contracts, including stricter support response
times and penalties for any failure to meet support requirements; and

� longer sales cycles and the associated risk that substantial time and resources may be spent on a potential
end-customer that elects not to purchase our products and services.

Large enterprises often undertake a significant evaluation process that results in a lengthy sales cycle, in some cases
over 12 months. Although we have a channel sales model, our sales representatives typically engage in direct
interaction with our distributors and resellers in connection with sales to larger end-customers. Because these
evaluations are often lengthy, with significant size and scope and stringent requirements, we typically provide
evaluation products to these end-customers. We may spend substantial time, effort, and money in our sales efforts
without being successful in generating any sales. In addition, product purchases by large enterprises are frequently
subject to budget constraints, multiple approvals, and unplanned administrative, processing, and other delays. Finally,
large enterprises typically have longer implementation cycles, require greater product functionality and scalability and
a broader range of services, demand that vendors take on a larger share of risks, sometimes require acceptance
provisions that can lead to a delay in revenue recognition, and expect greater payment flexibility from vendors. All of
these factors can add further risk to business conducted with these end-customers. If we fail to realize an expected sale
from a large end-customer in a particular quarter or at all, our business, operating results, and financial condition
could be materially and adversely affected.
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We rely on revenue from subscription and support services, which may decline, and because we recognize revenue
from subscriptions and support services over the term of the relevant service period, downturns or upturns in sales
of these subscription and support services are not immediately reflected in full in our operating results.

Services revenue accounts for a significant portion of our revenue, comprising 43% of total revenue in the nine
months ended of April 30, 2014 and 37% of total revenue in the nine months ended of April 30, 2013. Sales of new or
renewal subscription and support and maintenance contracts may decline and fluctuate as a result of a number of
factors, including end-customers� level of satisfaction with our products and services, the prices of our products and
services, the prices of products and services offered by our competitors, and reductions in our end-customers� spending
levels. If our sales of new or renewal subscription and support and maintenance contracts decline, our
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revenue and revenue growth may decline and our business will suffer. In addition, we recognize subscription and
support and maintenance revenue monthly over the term of the relevant service period, which is typically one year and
can be up to five years. As a result, much of the subscription and support and maintenance revenue we report each
fiscal quarter is the recognition of deferred revenue from subscription and support and maintenance contracts entered
into during previous fiscal quarters. Consequently, a decline in new or renewed subscription or support and
maintenance contracts in any one fiscal quarter will not be fully or immediately reflected in revenue in that fiscal
quarter but will negatively affect our revenue in future fiscal quarters. Accordingly, the effect of significant downturns
in new or renewed sales of our subscriptions or support and maintenance is not reflected in full in our operating results
until future periods. Also, it is difficult for us to rapidly increase our services revenue through additional service sales
in any period, as revenue from new and renewal service contracts must be recognized over the applicable service
period. Furthermore, any increase in the average term of services contracts would result in revenue for services
contracts being recognized over longer periods of time.

Defects, errors, or vulnerabilities in our products or services or the failure of our products or services to block a
virus or prevent a security breach could harm our reputation and adversely impact our results of operations.

Because our products and services are complex, they have contained and may contain design or manufacturing defects
or errors that are not detected until after their commercial release and deployment by our end-customers. For example,
from time to time, certain of our end-customers have reported defects in our products related to performance,
scalability, and compatibility that were not detected before shipping the product. Additionally, defects may cause our
products or services to be vulnerable to security attacks, cause them to fail to help secure networks, or temporarily
interrupt end-customers� networking traffic. Because the techniques used by computer hackers to access or sabotage
networks change frequently and generally are not recognized until launched against a target, we may be unable to
anticipate these techniques and provide a solution in time to protect our end-customers� networks. Furthermore, as a
well-known provider of enterprise security solutions, our networks, products, and services could be targeted by attacks
specifically designed to disrupt our business and harm our reputation. In addition, defects or errors in our subscription
updates or our products could result in a failure of our services to effectively update end-customers� hardware products
and thereby leave our end-customers vulnerable to attacks. Our data centers and networks may experience technical
failures and downtime, may fail to distribute appropriate updates, or may fail to meet the increased requirements of a
growing end-customer base, any of which could temporarily or permanently expose our end-customers� networks,
leaving their networks unprotected against the latest security threats.

Any defects, errors or vulnerabilities in our products could result in:

� expenditure of significant financial and product development resources in efforts to analyze, correct,
eliminate, or work-around errors or defects or to address and eliminate vulnerabilities;

� loss of existing or potential end-customers or channel partners;

� delayed or lost revenue;

� delay or failure to attain market acceptance;
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� an increase in warranty claims compared with our historical experience, or an increased cost of servicing
warranty claims, either of which would adversely affect our gross margins; and

� litigation, regulatory inquiries, or investigations that may be costly and harm our reputation.
Our business is subject to the risks of warranty claims, product returns, product liability, and product defects.

Our products are very complex and, despite testing prior to their release, they have contained and may contain
undetected defects or errors, especially when first introduced or when new versions are released. Product defects or
errors could affect the performance of our products and could delay the development or release of new products or
new versions of products, adversely affect our reputation and our end-customers� willingness to buy products from
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us, and adversely affect market acceptance or perception of our products. Any such errors or delays in releasing new
products or new versions of products or allegations of unsatisfactory performance could cause us to lose revenue or
market share, increase our service costs, cause us to incur substantial costs in redesigning the products, cause us to
lose significant end-customers, subject us to liability for damages, and divert our resources from other tasks, any one
of which could materially and adversely affect our business, results of operations, and financial condition. Our
products must successfully interoperate with products from other vendors. As a result, when problems occur in a
network, it may be difficult to identify the sources of these problems. For example, from time to time, certain of our
end-customers have experienced temporary delays or interoperability issues when implementing our products in large
complex global deployments where our products are required to interoperate with a complex environment of third
party products. The occurrence of hardware or software errors, whether or not caused by our products, could delay or
reduce market acceptance of our products, and have an adverse effect on our business and financial performance, and
any necessary revisions may cause us to incur significant expenses. The occurrence of any such problems could harm
our business, financial condition, and results of operations.

The limitation of liability provisions in our standard terms and conditions of sale may not fully or effectively protect
us from claims as a result of federal, state, or local laws or ordinances, or unfavorable judicial decisions in the United
States or other countries. The sale and support of our products also entails the risk of product liability claims.
Although we may be indemnified by our third-party manufacturers for product liability claims arising out of
manufacturing defects, because we control the design of our products, we may not be indemnified for product liability
claims arising out of design defects. We maintain insurance to protect against certain claims associated with the use of
our products, but our insurance coverage may not adequately cover any claim asserted against us. In addition, even
claims that ultimately are unsuccessful could result in our expenditure of funds in litigation, divert management�s time
and other resources, and harm our reputation.

If the enterprise security market does not continue to adopt our enterprise security platform, our sales will not grow
as quickly as anticipated, and the market price of our common stock could decline.

We are seeking to disrupt the enterprise security market with our enterprise security platform. However, organizations
that use legacy products and services for their enterprise security needs may believe that these products and services
sufficiently achieve their purpose. Organizations may also believe that our products and services only serve the needs
of a portion of the enterprise security market. Accordingly, organizations may continue allocating their IT budgets for
legacy products and services and may not adopt our enterprise security platform. If the market for enterprise security
solutions does not continue to adopt our enterprise security platform, if end-customers do not recognize the value of
our platform compared to legacy products and services, or if we are otherwise unable to sell our products and services
to organizations, then our revenue may not grow or may decline, which would have a material adverse effect on our
operating results and financial condition.

If we do not accurately predict, prepare for, and respond promptly to the rapidly evolving technological and market
developments and changing end-customer needs in the enterprise security market, our competitive position and
prospects will be harmed.

The enterprise security market is expected to continue to evolve rapidly. Moreover, many of our end-customers
operate in markets characterized by rapidly changing technologies and business plans, which require them to add
numerous network access points and adapt increasingly complex enterprise networks, incorporating a variety of
hardware, software applications, operating systems, and networking protocols. The technology in our products is
especially complex because it needs to effectively identify and respond to new and increasingly sophisticated methods
of attack, while minimizing the impact on network performance. Additionally, some of our new products and
enhancements may require us to develop new hardware architectures that involve complex, expensive, and
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or product enhancements to respond to new threats, the development of these products is difficult and the timetable for
commercial release and availability is uncertain as there can be long time periods between releases and availability of
new products. We may experience unanticipated delays in the
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availability of new products and services and fail to meet customer expectations for such availability. If we do not
quickly respond to the rapidly changing and rigorous needs of our end-customers by developing, releasing, and
making available on a timely basis new products and services or enhancements that can respond adequately to new
security threats, our competitive position and business prospects will be harmed.

Additionally, the process of developing new technology is complex and uncertain, and if we fail to accurately predict
end-customers� changing needs and emerging technological trends in the enterprise security industry, including the
areas of mobility, virtualization, cloud computing, and software defined networks (SDN), our business could be
harmed. We must commit significant resources to developing new products before knowing whether our investments
will result in products the market will accept. The success of new products depends on several factors, including
appropriate new product definition, component costs, timely completion and introduction of these products,
differentiation of new products from those of our competitors, and market acceptance of these products. There can be
no assurance that we will successfully identify new product opportunities, develop and bring new products to market
in a timely manner, or achieve market acceptance of our products, or that products and technologies developed by
others will not render our products or technologies obsolete or noncompetitive .

To remain competitive, we must successfully manage product introductions and transitions.

Due to the highly volatile and competitive nature of the industries in which we compete, we must continually
introduce new products, services and technologies, and enhance existing products and services. The success of new
product introductions depends on a number of factors including, but not limited to, timely and successful product
development, market acceptance, our ability to manage the risks associated with new product production ramp-up
issues, the availability of application software for new products, the effective management of purchase commitments
and inventory in line with anticipated product demand, the availability of products in appropriate quantities and costs
to meet anticipated demand, and the risk that new products may have quality or other defects or deficiencies in the
early stages of introduction. Accordingly, we cannot determine in advance the ultimate effect of new product
introductions and transitions on our business and results of operations.

Our current research and development efforts may not produce successful products or features that result in
significant revenue, cost savings or other benefits in the near future, if at all.

Developing our products and related enhancements is expensive. Our investments in research and development may
not result in significant design improvements, marketable products or features, or may result in products that are more
expensive than anticipated. Additionally, we may not achieve the cost savings or the anticipated performance
improvements we expect, and we may take longer to generate revenue, or generate less revenue, than we anticipate.
Our future plans include significant investments in research and development and related product opportunities. We
believe that we must continue to dedicate a significant amount of resources to our research and development efforts to
maintain our competitive position. However, we may not receive significant revenue from these investments in the
near future, if at all, or these investments may not yield the expected benefits, either of which could adversely affect
our business and operating results.

The sales prices of our products and services may decrease, which may reduce our gross profits and adversely
impact our financial results.

The sales prices for our products and services may decline for a variety of reasons, including competitive pricing
pressures, discounts, a change in our mix of products and services, anticipation of the introduction of new products or
services, or promotional programs. Competition continues to increase in the market segments in which we participate,
and we expect competition to further increase in the future, thereby leading to increased pricing pressures. Larger
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with ours or may bundle them with other products and services. Additionally, although we price our products and
services worldwide in U.S. dollars, currency fluctuations in certain countries and regions may negatively impact
actual prices that partners and end-customers are willing to pay in those
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countries and regions. Furthermore, we anticipate that the sales prices and gross profits for our products will decrease
over product life cycles. We cannot assure you that we will be successful in developing and introducing new offerings
with enhanced functionality on a timely basis, or that our product and service offerings, if introduced, will enable us to
maintain our prices and gross profits at levels that will allow us to achieve and maintain profitability.

We generate a significant amount of revenue from sales to distributors, resellers, and end-customers outside of the
United States, and we are therefore subject to a number of risks associated with international sales and operations.

We have a limited history of marketing, selling, and supporting our products and services internationally. As a result,
we must hire and train experienced personnel to staff and manage our foreign operations. To the extent that we
experience difficulties in recruiting, training, managing, and retaining an international staff, and specifically staff
related to sales management and sales personnel, we may experience difficulties in sales productivity in foreign
markets. We also enter into strategic distributor and reseller relationships with companies in certain international
markets where we do not have a local presence. If we are not able to maintain successful strategic distributor
relationships internationally or recruit additional companies to enter into strategic distributor relationships, our future
success in these international markets could be limited. Business practices in the international markets that we serve
may differ from those in the United States and may require us in the future to include terms other than our standard
terms in customer contracts. To the extent that we may enter into customer contracts in the future that include
non-standard terms related to payment, warranties, or performance obligations, our operating results may be adversely
impacted.

Additionally, our international sales and operations are subject to a number of risks, including the following:

� economic uncertainty around the world, in particular, macroeconomic challenges in Europe;

� greater difficulty in enforcing contracts and accounts receivable collection and longer collection periods;

� the uncertainty of protection for intellectual property rights in some countries;

� greater risk of unexpected changes in regulatory practices, tariffs, and tax laws and treaties;

� risks associated with trade restrictions and foreign legal requirements, including the importation,
certification, and localization of our products required in foreign countries;

� greater risk of a failure of foreign employees, partners, distributors, and resellers to comply with both U.S.
and foreign laws, including antitrust regulations, the U.S. Foreign Corrupt Practices Act, the U.K. Bribery
Act, U.S. or foreig
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