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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
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subject to such filing requirements for the past 90 days. Yes No [

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted pursuant to Rule 405 of
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes [1 No

As of August 4, 2023, there were 785,336,937 shares of the registrant’s common stock outstanding.
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Summary of Risk Factors

Our business is subject to numerous risks and uncertainties, including those described in Part II, Item 1A, “Risk Factors” in this Quarterly Report on Form
10-Q. You should carefully consider these risks and uncertainties when investing in our common stock. Some of the principal risks and uncertainties
include:

*  Our operating results are likely to vary significantly and be unpredictable.

*  Adverse economic conditions, such as a possible economic downturn or recession, and possible impacts of inflation or stagflation, increasing or
decreasing interest rates, instability in the global banking system or reduced information technology spending may adversely impact our business.

*  We have been, and may in the future be, susceptible to supply chain constraints, supply shortages and disruptions, long or less predictable lead
times for components and finished goods and supply changes because some of the key components in our products come from limited sources of
supply.

* Asaresult of supply chain disruptions in recent periods, we increased our purchase order commitments in recent periods and, as a result, may be
required to accept or pay for components and finished goods regardless of our level of sales in a particular period, which may negatively impact

our operating results and financial condition.

*  Our real estate investments, including construction, acquisition and ongoing maintenance and management of office buildings, data centers and
points of presence, as well as data center expansions or enhancements, could involve significant risks to our business.

*  Our billings, revenue, and free cash flow growth may slow or may not continue, and our operating margins may decline.

*  Our backlog has fluctuated over past quarters and any decrease in growth or negative growth of in-quarter billings and revenue may not be
reflected by our aggregate billings and revenue. As we fulfill, ship and bill during a quarter to satisfy backlog, this will increase our aggregate
billings and revenue during any particular quarter.

*  Any weakness in sales strategy, productivity and execution could negatively impact our results of operations.

*  We are dependent on the continued services and performance of our senior management, as well as our ability to hire, retain and motivate
qualified personnel.

*  We rely on third-party channel partners for substantially all of our billings, revenue and a small number of distributors represents a large
percentage of our revenue and accounts receivable.

»  Reliance on a concentration of shipments at the end of the quarter could cause our billings and revenue to fall below expected levels.

*  Werely significantly on revenue from FortiGuard security subscription and FortiCare technical support services, and revenue from these services
may decline or fluctuate.

*  We have incurred indebtedness and may incur other debt in the future, which may adversely affect our financial condition and future financial
results.

*  We generate a majority of billings, revenue and cash flow from sales outside of the United States.
*  We may not be successful in executing our strategy to increase our sales to large- and medium-sized end-customers.

» A portion of our revenue is generated by sales to government organizations and other customers, which are subject to a number of regulatory
requirements, challenges and risks.

*  The war in Ukraine, its related macroeconomic effects and our decision to reduce operations in Russia have affected and may continue to affect
our business.

*  We face intense competition in our market and we may not maintain or improve our competitive position.



We order components from third-party manufacturers based on our forecasts of future demand and targeted inventory levels, which exposes us to
the risk of both product shortages, may result in lost sales and higher expenses, including excess inventory charges and costs related to future
purchase commitments, and may require us to sell our products at discounts or offer various other incentives.

We depend on third parties to provide various components for our products and build our products and are susceptible to manufacturing delays,
capacity constraints and cost increases.

We are susceptible to defects or vulnerabilities in our products or services, as well as reputational harm from the failure or misuse of our products
or services, and any actual or perceived defects or vulnerabilities in our products or services or the failure of our products or services to detect or
prevent a security incident, or the failure to help secure our customers or cause our products or services to allow unauthorized access to our
customers network, could harm our operational results and reputation more significantly as compared to certain other companies given we are a
security company.

Our inability to successfully acquire and integrate other businesses, products or technologies, or to successfully invest in and form successful
strategic alliances with other businesses, could seriously harm our competitive position and could negatively affect our financial condition and
results of operations. In addition, any additional future impairment of the value of our investment in Linksys Holdings, Inc. (“Linksys”) could
negatively affect our financial condition and results of operations.

Investors’ and regulators’ expectations of our performance relating to environmental, social and governance factors may impose additional costs
and expose us to new risks.

We are exposed to fluctuations in currency exchange rates, which could negatively affect our financial condition and results of operations.
Our proprietary rights may be difficult to enforce and we may be subject to claims by others that we infringe their proprietary technology.

The trading price of our common stock may be volatile, which volatility may be exacerbated by share repurchases under our Share Repurchase
Program (the “Repurchase Program”).

Anti-takeover provisions contained in our certificate of incorporation and bylaws, as well as provisions of Delaware law, could impair a takeover
attempt.

Global economic uncertainty and weakening product demand caused by political instability, changes in trade agreements, wars and foreign
conflicts, such as the war in Ukraine or tensions between China and Taiwan, could adversely affect our business and financial performance.
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PART I—FINANCIAL INFORMATION

ITEM 1. Financial Statements
FORTINET, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited, in millions, except per share amounts)

June 30, December 31,
2023 2022
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 2,376.3 $ 1,682.9
Short-term investments 915.1 502.6
Marketable equity securities 22.1 25.5
Accounts receivable—net 1,078.8 1,261.7
Inventory 376.3 264.6
Prepaid expenses and other current assets 109.5 73.1
Total current assets 4,878.1 3,810.4
LONG-TERM INVESTMENTS 4.2 45.5
PROPERTY AND EQUIPMENT—NET 981.9 898.5
DEFERRED CONTRACT COSTS 558.8 518.2
DEFERRED TAX ASSETS 729.2 569.4
GOODWILL 126.0 128.0
OTHER INTANGIBLE ASSETS—NET 44.6 56.0
OTHER ASSETS 163.3 202.0
TOTAL ASSETS $ 7,486.1 $ 6,228.0
LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT)
CURRENT LIABILITIES:
Accounts payable $ 2383 $ 243.4
Accrued liabilities 266.8 248.7
Accrued payroll and compensation 224.8 2194
Income taxes payable 183.0 17.6
Deferred revenue 2,587.7 2,349.3
Total current liabilities 3,500.6 3,078.4
DEFERRED REVENUE 2,540.9 2,291.0
INCOME TAX LIABILITIES 59.1 67.8
LONG-TERM DEBT 991.3 990.4
OTHER LIABILITIES 73.0 82.0
Total liabilities 7,164.9 6,509.6
COMMITMENTS AND CONTINGENCIES (Note 11)
STOCKHOLDERS’ EQUITY (DEFICIT):
Common stock, $0.001 par value—1,500.0 shares authorized; 785.6 and 781.5 shares issued and
outstanding on June 30, 2023 and December 31, 2022, respectively 0.8 0.8
Additional paid-in capital 1,375.9 1,284.2
Accumulated other comprehensive loss (23.1) (20.2)
Accumulated deficit (1,032.4) (1,546.4)
Total stockholders’ equity (deficit) 321.2 (281.6)
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT) $ 7,486.1 $ 6,228.0

See notes to condensed consolidated financial statements.
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FORTINET, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(unaudited, in millions, except per share amounts)

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2023 2022 2023 2022
REVENUE:
Product $ 4726 $ 400.7 $ 9733 $ 771.7
Service 820.2 629.4 1,581.8 1,213.2
Total revenue 1,292.8 1,030.1 2,555.1 1,984.9
COST OF REVENUE:
Product 174.5 155.2 368.1 316.2
Service 121.3 95.6 235.5 188.4
Total cost of revenue 295.8 250.8 603.6 504.6
GROSS PROFIT:
Product 298.1 245.5 605.2 455.5
Service 698.9 533.8 1,346.3 1,024.8
Total gross profit 997.0 779.3 1,951.5 1,480.3
OPERATING EXPENSES:
Research and development 153.3 124.3 304.4 249.2
Sales and marketing 515.9 415.5 994.2 803.1
General and administrative 49.9 45.4 102.7 84.0
Gain on intellectual property matter (1.1) (1.2) (2.3) 2.3)
Total operating expenses 718.0 584.0 1,399.0 1,134.0
OPERATING INCOME 279.0 195.3 552.5 346.3
INTEREST INCOME 31.6 2.4 52.2 3.7
INTEREST EXPENSE (5.2) (4.5) (10.2) (9.0)
OTHER EXPENSE—NET (6.2) 9.3) 4.2) (18.4)
INCOME BEFORE INCOME TAXES AND LOSS FROM
EQUITY METHOD INVESTMENT 299.2 183.9 590.3 322.6
PROVISION FOR (BENEFIT FROM) INCOME TAXES 27.6 2.4 48.9 (5.7)
LOSS FROM EQUITY METHOD INVESTMENT (5.3) (8.1) (27.4) (16.6)
NET INCOME INCLUDING NON-CONTROLLING
INTERESTS 266.3 173.4 514.0 311.7
LESS: NET LOSS ATTRIBUTABLE TO NON-CONTROLLING
INTERESTS, NET OF TAX — (0.1) — 0.2)
NET INCOME ATTRIBUTABLE TO FORTINET, INC. $ 266.3 $ 1735 $ 5140 $ 311.9
Net income per share attributable to Fortinet, Inc. (Note 9):
Basic $ 034 % 022 $ 0.66 $ 0.39
Diluted $ 033 $ 021 $ 065 $ 0.38
Weighted-average shares used to compute net income per share
attributable to Fortinet, Inc.:
Basic 785.0 795.4 784.1 799.4
Diluted 795.9 810.1 794.7 815.4

See notes to condensed consolidated financial statements.
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FORTINET, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(unaudited, in millions)

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2023 2022 2023
Net income including non-controlling interests $ 2663 $ 173.4 $ 5140 $ 311.7
Other comprehensive loss:
Change in foreign currency translation (6.7) 8.3) (7.5) (12.8)
Change in unrealized gains (losses) on investments 2.1 2.4) 5.9 (11.7)
Less: tax provision (benefit) related to items of other
comprehensive income or loss 0.4 (0.6) 13 (2.7)
Other comprehensive loss (5.0 (10.1) (2.9) (21.8)
Comprehensive income including non-controlling interests 261.3 163.3 511.1 289.9
Less: comprehensive loss attributable to non-controlling interests — 2.2) — 3.4)
$ 261.3 $ 165.5 $ 511.1  $ 293.3

Comprehensive income attributable to Fortinet, Inc.

See notes to condensed consolidated financial statements.
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FORTINET, INC.

CONDENSED CONSOLIDATED STATEMENTS OF EQUITY (DEFICIT)
(unaudited, in millions)
Three Months Ended June 30, 2023

Common Stock

Accumulated
Additional Other Non- Total
Paid-In  Comprehensive Accumulated Controlling Stockholders’
Shares Amount Capital Loss Deficit Interests Equity
BALANCE—March 31, 2023 7844 $ 08 $ 13274 $ (18.1) $ (1,298.7) $ — 3 11.4
Issuance of common stock in connection with equity
incentive plans - net of tax withholding 1.2 — (16.5) — — — (16.5)
Stock-based compensation expense — — 65.0 — — — 65.0
Net unrealized gain on investments - net of tax — — — 1.7 — — 1.7
Foreign currency translation adjustment — — — (6.7) — — (6.7)
Net income — — — — 266.3 — 266.3
BALANCE—June 30, 2023 785.6 $ 08 $ 1,375.9 $ (23.1) $ (1,032.4) $ — $ 321.2
Three Months Ended June 30, 2022
Common Stock Accumulated
Additional Other Non- Total
Paid-In Comprehensive Accumulated Controlling Equity
Shares Amount Capital Loss Deficit Interests (Deficit)
BALANCE—March 31, 2022 801.3 $ 08 $ 1,235.7 $ (15.4) $ (1,003.4) $ 155 § 233.2
Issuance of common stock in connection with equity
incentive plans - net of tax withholding 1.5 — (30.8) — — — (30.8)
Repurchase and retirement of common stock (14.49) — (22.3) — (777.7) — (800.0)
Stock-based compensation expense — — 54.7 — — — 54.7
Net unrealized loss on investments - net of tax — — — (1.8) — — (1.8)
Foreign currency translation adjustment — — — (6.2) — 2.1) 8.3)
Net income (loss) — — — — 173.5 (0.1) 173.4
BALANCE—June 30, 2022 788.4 $ 08 $1,237.3 $ (23.4) $ (1,607.6) $ 133 $ (379.6)

See notes to condensed consolidated financial statements.
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Six Months Ended June 30, 2023

Common Stock

Accumulated Total
Additional Other Non- Stockholders’
Paid-In  Comprehensive Accumulated Controlling Equity
Shares Amount Capital Loss Deficit Interests (Deficit)
BALANCE—December 31, 2022 7815 $ 08 $1,2842 $ (20.2) $ (1,546.4) $ — $ (281.6)
Issuance of common stock in connection with equity
incentive plans - net of tax withholding 4.1 — (29.6) — — — (29.6)
Stock-based compensation expense — — 121.3 — — — 121.3
Net unrealized gain on investments - net of tax — — — 4.6 — — 4.6
Foreign currency translation adjustment — — — (7.5) — — (7.5)
Net income — — — — 514.0 — 514.0
BALANCE—June 30, 2023 785.6 $ 0.8 $1,3759 $ (23.1) $ (1,032.4) $ — 3 321.2
Six Months Ended June 30, 2022
Common Stock Accumulated
Additional Other Non- Total
Paid-In  Comprehensive Accumulated Controlling Equity
Shares Amount Capital Loss Deficit Interests (Deficit)
BALANCE—December 31, 2021 8100 $ 0.8 $ 1,253.6 $ 4.8) $ (4679) $ 16.7 $ 798.4
Issuance of common stock in connection with equity
incentive plans - net of tax withholding 4.2 — (84.6) — — — (84.6)
Repurchase and retirement of common stock (25.8) — (39.6) — (1,451.6) — (1,491.2)
Stock-based compensation expense — — 107.9 — — — 107.9
Net unrealized loss on investments - net of tax — — — (9.0) — — (9.0)
Foreign currency translation adjustment — — — (9.6) — 3.2) (12.8)
Net income (loss) — — — — 311.9 (0.2) 311.7
BALANCE—June 30, 2022 788.4 $ 08 $1,237.3 $ 23.4) $ (1,607.6) $ 133 $  (379.6)

See notes to condensed consolidated financial statements.
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FORTINET, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in millions)

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income including non-controlling interests

Adjustments to reconcile net income to net cash provided by operating activities:
Stock-based compensation
Amortization of deferred contract costs
Depreciation and amortization
Amortization of investment premiums (discounts)
Loss from equity method investment
Other

Changes in operating assets and liabilities, net of impact of business combinations:

Accounts receivable—net
Inventory
Prepaid expenses and other current assets
Deferred contract costs
Deferred tax assets
Other assets
Accounts payable
Accrued liabilities
Accrued payroll and compensation
Income taxes payable
Other liabilities
Deferred revenue
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of investments
Sales of investments
Maturities of investments
Purchases of property and equipment
Other
Net cash provided by (used in) investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Repurchase and retirement of common stock
Proceeds from issuance of common stock
Taxes paid related to net share settlement of equity awards
Other
Net cash used in financing activities
EFFECT OF EXCHANGE RATE CHANGES ON CASH AND CASH EQUIVALENTS
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS—Beginning of period
CASH AND CASH EQUIVALENTS—End of period
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid for income taxes—net

Operating lease liabilities arising from obtaining right-of-use assets
NON-CASH INVESTING AND FINANCING ACTIVITIES:

Transfers of evaluation units from inventory to property and equipment

Liability for purchase of property and equipment

See notes to condensed consolidated financial statements.

Six Months Ended
June 30, June 30,
2023 2022
5140 $ 311.7
121.3 107.9
127.9 107.1
54.9 50.6
(5.9) 2.8
27.4 16.6
8.8 22.8
179.0 (119.3)
(130.2) (31.2)
(35.4) (18.2)
(168.5) (140.6)
(161.8) (136.3)
10.8 (16.7)
(3.6) 52.7
11.4 32.0
6.0 (6.8)
156.9 1.9)
9.7) 5.7
489.3 480.6
1,192.6 719.5
(804.6) (389.1)
— 3.0
445.1 797.3
(107.1) (162.5)
0.1 —
(466.5) 248.7
— (1,491.2)
29.3 15.9
(59.7) (99.9)
1.0) @1
(31.4) (1,576.3)
1.3) 1.0)
693.4 (609.1)
1,682.9 1,319.1
2,376.3 $ 710.0
586 $ 129.1
73 $ 30.8
158 $ 6.9
220 $ 21.4
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FORTINET, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation and Preparation—The unaudited condensed consolidated financial statements of Fortinet, Inc. and its subsidiaries
(collectively, “we,” “us” or “our”) have been prepared in accordance with generally accepted accounting principles in the United States (“GAAP”) for
interim financial information, as well as the instructions to Form 10-Q pursuant to the rules and regulations of the U.S. Securities and Exchange
Commission (the “SEC”). Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial statements, and
should be read in conjunction with our audited consolidated financial statements as of and for the year ended December 31, 2022, contained in our Annual
Report on Form 10-K filed with the SEC on February 24, 2023. In the opinion of management, all adjustments, which include normal recurring
adjustments, considered necessary for a fair presentation, have been included. The results of operations for the three and six months ended June 30,

2023 are not necessarily indicative of the results to be expected for the full year or for any future periods. The condensed consolidated balance sheet as
of December 31, 2022 is derived from the audited consolidated financial statements for the year ended December 31, 2022.

Amounts related to income taxes payable have been reclassified in prior periods to conform with current period presentation.

The condensed consolidated financial statements include the accounts of Fortinet, Inc. and its subsidiaries. We consolidate all legal entities in
which we have an absolute controlling financial interest. All intercompany balances and transactions have been eliminated in consolidation.

The preparation of the condensed consolidated financial statements in accordance with GAAP requires management to make estimates and
assumptions that affect the amounts reported in the condensed consolidated financial statements and accompanying notes. Actual results could differ
materially from those estimates.

There have been no material changes to our significant accounting policies as of and for the three and six months ended June 30, 2023, as
compared to the significant accounting policies described in the Form 10-K.

Recently Adopted and Recently Issued Accounting Standards
There were no recently adopted accounting standards which would have a material effect on our condensed consolidated financial statements and

accompanying disclosures, and no recently issued accounting standards that are expected to have a material impact on our condensed consolidated financial
statements and accompanying disclosures.
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FORTINET, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

2. REVENUE RECOGNITION
Disaggregation of Revenue

The following table presents our revenue disaggregated by major product and service lines (in millions):

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2023 2022 2023 2022
Product $ 4726 $ 400.7 $ 9733 $ 771.7
Service:
Security subscription 457.3 340.4 879.0 653.3
Technical support and other 362.9 289.0 702.8 559.9
Total service revenue 820.2 629.4 1,581.8 1,213.2
Total revenue $ 1,292.8 $ 1,030.1 $ 2,555.1 $ 1,984.9
Deferred Revenue

During the three and six months ended June 30, 2023, we recognized $609.8 million and $1.29 billion in service revenue that was included in the
deferred revenue balance as of December 31, 2022, respectively. During the three and six months ended June 30, 2022, we recognized $457.6 million and
$964.9 million in service revenue that was included in the deferred revenue balance as of December 31, 2021, respectively.

Transaction Price Allocated to the Remaining Performance Obligations

As of June 30, 2023, the aggregate amount of the transaction price allocated to remaining performance obligations was $5.15 billion, which was
substantially comprised of deferred security subscription, technical support services revenue and unbilled contract revenue from non-cancellable contracts
that will be recognized in future periods. We expect to recognize approximately $2.60 billion as revenue over the next 12 months and the remainder
thereafter.

Accounts receivable

Trade accounts receivable are recorded at the invoiced amount, net of an allowance for expected credit losses. We measure expected credit losses
of accounts receivable on a collective (pooled) basis, aggregating accounts receivable that are either current or no more than 60 days past due, and
aggregating accounts receivable that are more than 60 days past due. We apply a credit-loss percentage to each of the pools that is based on our historical
credit losses. We review whether each of our significant accounts receivable that is more than 60 days past due continues to exhibit similar risk
characteristics with the other accounts receivable in the pool. If we determine that it does not, we evaluate it for expected credit losses on an individual
basis. Expected credit losses are recorded as general and administrative expenses on our consolidated statements of income.

The allowance for credit losses was $5.3 million and $3.6 million as of June 30, 2023 and December 31, 2022, respectively. Provisions, write-offs
and recoveries were not material during the six months ended June 30, 2023 and 2022.

Deferred Contract Costs

Amortization of deferred contract costs during the three months ended June 30, 2023 and 2022 were $65.4 million and $54.6 million, respectively.
Amortization of deferred contract costs during the six months ended June 30, 2023 and 2022 were $127.9 million and $107.1 million, respectively.

10
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3. FINANCIAL INSTRUMENTS AND FAIR VALUE

Available-for-sale Securities

FORTINET, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The following tables summarize our available-for-sale securities (in millions):

U.S. government and agency securities
Commercial paper

Corporate debt securities

Certificates of deposit and term deposits
Municipal bonds

Total available-for-sale securities

U.S. government and agency securities
Commercial paper

Corporate debt securities

Certificates of deposit and term deposits
Municipal bonds

Total available-for-sale securities

June 30, 2023
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
$ 404.4 01 $ 13) $ 403.2
368.0 — (0.3) 367.7
109.5 — (1.3) 108.2
35.2 — — 35.2
5.0 — — 5.0
$ 922.1 01 $ 29 $ 919.3
December 31, 2022
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
$ 198.0 — 3 4.4 $ 193.6
26.5 — 0.1) 26.4
293.0 — “4.1) 288.9
34.2 — — 34.2
5.1 — (0.1) 5.0
$ 556.8 — 8 B8.7) $ 548.1

The following tables show the gross unrealized losses and the related fair values of our available-for-sale securities that have been in a continuous

unrealized loss position (in millions):

U.S. government and agency securities
Commercial paper
Corporate debt securities

Total available-for-sale securities

U.S. government and agency securities
Commercial paper

Corporate debt securities

Municipal bonds

Total available-for-sale securities

June 30, 2023

Less Than 12 Months 12 Months or Greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
1259 $ 0.1) 838 $ 12 $ 209.7 $ (1.3)
349.6 (0.3) — — 349.6 (0.3)
12.7 0.1) 83.1 (1.2) 95.8 (1.3)
488.2 $ (0.5) 1669 $ 4 $ 655.1 $ (2.9)
December 31, 2022
Less Than 12 Months 12 Months or Greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
39 $ 0.1) 189.8 $ “43) $ 193.7 $ 4.4)
26.4 0.1) — — 26.4 (0.1)
90.5 (0.8) 190.0 3.3) 280.5 “4.1)
5.0 (0.1) — — 5.0 (0.1)
125.8 $ (1.1) 379.8 $ (76) $ 505.6 $ (8.7)

11
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The contractual maturities of our investments were (in millions):

June 30, December 31,
2023 2022
Due within one year $ 915.1 $ 502.6
Due within one to three years 4.2 45.5
Total $ 9193 $ 548.1

Available-for-sale securities are reported at fair value, with unrealized gains and losses and the related tax impact included as a separate
component of equity (deficit) and in comprehensive income. We do not intend to sell any of the securities in an unrealized loss position and it is not more
likely than not that we would be required to sell these securities before recovery of their amortized cost basis, which may be at maturity.

Realized gains and losses on available-for-sale securities were insignificant in the periods presented.

Marketable Equity Securities

Our marketable equity securities were $22.1 million and $25.5 million as of June 30, 2023 and December 31, 2022. The changes in fair value of
our marketable equity securities are recorded in other expense—net on the condensed consolidated statements of income. We recognized a $4.0 million and
$3.4 million loss during the three and six months ended June 30, 2023, respectively. We recognized a $8.1 million and $14.3 million loss during the three
and six months ended June 30, 2022, respectively.

Fair Value of Financial Instruments

Fair Value Accounting—We apply the following fair value hierarchy for disclosure of the inputs used to measure fair value. This hierarchy
prioritizes the inputs into three broad levels:

Level 1—Inputs are unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2—Inputs are quoted prices for similar assets and liabilities in active markets or inputs that are observable for the assets or liabilities, either
directly or indirectly through market corroboration, for substantially the full term of the financial instruments.

Level 3—Unobservable inputs based on our own assumptions used to measure assets and liabilities at fair value. The inputs require significant
management judgment or estimation.

‘We measure the fair value of money market funds, certain U.S. government and agency securities and marketable equity securities using quoted
prices in active markets for identical assets. The fair value of all other financial instruments was based on quoted prices for similar assets in active markets,
or model-driven valuations using significant inputs derived from or corroborated by observable market data.

We classify investments within Level 1 if quoted prices are available in active markets for identical securities.

We classify items within Level 2 if the investments are valued using model-driven valuations using observable inputs such as quoted market

prices, benchmark yields, reported trades, broker/dealer quotes or alternative pricing sources with reasonable levels of price transparency. Investments are
held by custodians who obtain investment prices from a third-party pricing provider that incorporates standard inputs in various asset price models.
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The following tables present the fair value of our financial assets measured at fair value on a recurring basis (in millions):

Assets:

U.S. government and agency
securities

Commercial paper
Corporate debt securities

Certificates of deposit and
term deposits

Money market funds
Municipal bonds
Marketable equity securities
Total

Reported as:

4.

Cash equivalents
Marketable equity securities
Short-term investments
Long-term investments
Total

June 30, 2023 December 31, 2022
Quoted Quoted
Prices in Significant Significant Prices in Significant Significant
Active Other Other Active Other Other
Aggregate Markets For Observable Unobservable Aggregate Markets For Observable Unobservable
Fair Identical R ini R ini Fair Identical R ini R ini
Value Assets Inputs Inputs Value Assets Inputs Inputs
(Level 1) (Level 2) (Level 3) (Level 1) (Level 2) (Level 3)
$ 490.8 $ 4159 $ 749 $ — 3 2686 $ 2593 % 93 $ —
490.8 — 490.8 — 115.8 — 115.8 —
108.2 — 108.2 — 288.9 — 288.9 —
61.6 — 61.6 — 50.4 — 50.4 —
241.4 241.4 — — 593.9 593.9 — —
5.0 — 5.0 — 5.0 — 5.0 —
22.1 22.1 — — 25.5 25.5 — —
$ 1,4199 $ 679.4 $ 740.5 $ — $ 1,3481 $ 878.7 $ 4694 $ —
$ 478.5 $ 774.5
22.1 25.5
915.1 502.6
4.2 45.5
$ 1,4199 $ 1,348.1

There were no transfers between Level 1 and Level 2 of the fair value hierarchy during the six months ended June 30, 2023 and year ended
December 31, 2022.

INVENTORY

Inventory consisted of (in millions):

Raw materials
Work in process
Finished goods

Inventory
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June 30, December 31,
2023 2022
$ 743 $ 46.3
10.2 12.0
291.8 206.3
$ 376.3 $ 264.6
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5. PROPERTY AND EQUIPMENT—Net

Property and equipment—net consisted of (in millions):

June 30, December 31,
2023 2022

Land $ 330.1 $ 310.0
Buildings and improvements 553.9 490.3
Computer equipment and software 237.8 222.7
Leasehold improvements 55.6 53.5
Evaluation units 25.7 19.2
Furniture and fixtures 325 31.3
Construction-in-progress 64.7 51.7

Total property and equipment 1,300.3 1,178.7
Less: accumulated depreciation (318.4) (280.2)
Property and equipment—net $ 981.9 § 898.5

For the three months ended June 30, 2023, we purchased certain real estate in Spain and the United States totaling $51.9 million (“the Aggregate
Purchase Price”). The purchases were accounted for under the asset acquisition method. The cost of the assets acquired was allocated to land and buildings
and improvements based on their relative fair values. Of the Aggregate Purchase Price, $6.5 million was allocated to land and $45.4 million was allocated
to buildings and improvements.

Depreciation expense was $22.9 million and $19.1 million during the three months ended June 30, 2023 and 2022, respectively. Depreciation
expense was $45.7 million and $38.2 million during the six months ended June 30, 2023 and 2022, respectively.

6. INVESTMENTS IN PRIVATELY HELD COMPANIES
Linksys Holdings, Inc.

During 2021, we invested $160 million in cash for shares of the Series A Preferred Stock of privately held Linksys Holdings, Inc. (“Linksys™),
representing a 50.8% ownership interest in the outstanding common stock (on an as-converted basis). Linksys provides router connectivity solutions to the
consumer and small business markets.

We have concluded that our investment in Linksys is an in-substance common stock investment and that we do not hold an absolute controlling
financial interest in Linksys, but that we have the ability to exercise significant influence over the operating and financial policies of Linksys. Determining
that we have significant influence but not control over the operating and financial policies of Linksys required significant judgement of many factors,
including but not limited to the ownership interest in Linksys, board representation, participation in policy-making processes and participation rights in
certain significant financial and operating decisions of Linksys in the ordinary course of business. Therefore, we determined to account for this investment
using the equity method of accounting. We record our share of Linksys’ financial results on a three-month lag basis. We determined that there was a basis
difference between the cost of our investment in Linksys and the amount of underlying equity in net assets of Linksys. Our share of loss of Linksys’
financial results, as well as our share of the amortization of the basis differences, in total was $5.3 million and $8.1 million for the three months ended
June 30, 2023 and 2022, respectively, and has been recorded in loss from equity method investment on the condensed consolidated statements of income.
Our share of loss of Linksys’ financial results, as well as our share of the amortization of the basis differences, in total was $27.4 million and $16.6 million
for the six months ended June 30, 2023 and 2022, respectively, and has been recorded in loss from equity method investment on the condensed
consolidated statements of income. As of June 30, 2023 and December 31, 2022, the investment was included in other assets on our condensed
consolidated balance sheets.

In the fourth quarter of 2022, we recorded a non-cash charge of $22.2 million related to other-than-temporary impairment (“OTTI”) recognized on
our equity method investment in Linksys and our proportionate share of Linksys' financial results included a $17.5 million charge in connection with a
valuation allowance established on deferred tax assets at Linksys. Due to the presence of impairment indicators, such as a series of operating losses, we
evaluated our equity method investment
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for an OTTI during the three months ended June 30, 2023. We considered various factors in determining whether an OTTI has occurred, including the
limited operating history available, our ability and intent to hold the investment until its fair value recovers, the implied revenue valuation multiples
compared to guideline public companies, Linksys’ ability to achieve milestones and any notable operational and strategic changes. After the evaluation, we
determined that an additional OTTT has not occurred as of June 30, 2023. However, we may be required to recognize an impairment loss in future reporting
periods if and when our evaluation of the aforementioned factors indicates that the investment in Linksys is determined to be other than temporarily
impaired. Such determination will be based on the prevailing facts and circumstances at that time, including the results and disclosures of Linksys.

7. BUSINESS COMBINATIONS

Alaxala Networks Corporation

On August 31, 2021, we closed an acquisition of 75% of equity interests as controlling interests in Alaxala Networks Corporation (“Alaxala”), a
privately held network hardware equipment company in Japan, for $64.2 million in cash. On October 3, 2022, we acquired the remaining 25% of equity
interests in Alaxala for $13.5 million in cash, and Alaxala became our wholly owned subsidiary. We acquired the equity interests in Alaxala to broaden our
offering of secure switches integrated with our Core Platform and Enhanced Platform Technology functionality, and over time, to innovate and rebrand
certain of Alaxala’s switches to offer a broader suite of secure switches globally.

8. GOODWILLAND OTHER INTANGIBLE ASSETS—Net
Goodwill

The following table presents the changes in the carrying amount of goodwill (in millions):

Amount
Balance—December 31, 2022 $ 128.0
Foreign currency translation adjustments (2.0
Balance—June 30, 2023 $ 126.0
There were no impairments to goodwill during the six months ended June 30, 2023 or during prior periods.
Other Intangible Assets—Net
The following tables present other intangible assets—net (in millions, except years):
June 30, 2023
Weighted-Average
Useful Life (in Accumulated
Years) Gross Amortization Net
Other intangible assets—net:
Finite-lived intangible assets:
Developed technologies 43 $ 830 $ 56.5 $ 26.5
Customer relationships 7.1 30.2 16.0 14.2
Trade name 10.0 4.8 0.9 3.9
Backlog 1.0 3.8 3.8 —
Total other intangible assets—net $ 1218 § 772§ 44.6
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December 31, 2022
Weighted-Average
Useful Life (in Accumulated
Years) Gross Amortization Net
Other intangible assets—net:
Finite-lived intangible assets:
Developed technologies 41 $ 851 $ 503 $ 34.8
Customer relationships 7.1 31.0 14.4 16.6
Trade name 10.0 5.3 0.7 4.6
Backlog 1.0 4.2 4.2 —
Total other intangible assets—net $ 1256 § 69.6 $ 56.0
Amortization expense was $4.5 million and $6.0 million during the three months ended June 30, 2023 and 2022, respectively. Amortization
expense was $9.2 million and $12.4 million during the six months ended June 30, 2023 and 2022, respectively.
The following table summarizes estimated future amortization expense of finite-lived intangible assets—net (in millions):
Amount
Years:
2023 (the remainder of 2023) $ 8.5
2024 12.8
2025 8.3
2026 4.2
2027 3.9
Thereafter 6.9
Total $ 44.6

9. NET INCOME PER SHARE

Basic net income per share is computed by dividing net income attributable to Fortinet, Inc., by the weighted-average number of shares of
common stock outstanding during the period. Diluted net income per share is computed by dividing net income attributable to Fortinet, Inc. by the
weighted-average number of shares of common stock outstanding during the period, plus the dilutive effects of restricted stock units (“RSUs™), stock
options and performance stock units (“PSUs”). Dilutive shares of common stock are determined by applying the treasury stock method.
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A reconciliation of the numerator and denominator used in the calculation of basic and diluted net income per share attributable to Fortinet, Inc. is
(in millions, except per share amounts):

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2023 2022 2023 2022
Numerator:
Net income including non-controlling interests $ 2663 $ 1734 % 5140 $ 311.7
Net loss attributable to non-controlling interests — (0.1) — (0.2)
Net income attributable to Fortinet, Inc. $ 266.3 $ 1735 $ 5140 $ 311.9
Denominator:
Basic shares:
Weighted-average common stock outstanding-basic 785.0 795.4 784.1 799.4
Diluted shares:
Weighted-average common stock outstanding-basic 785.0 795.4 784.1 799.4
Effect of potentially dilutive securities:
RSUs 4.1 6.4 3.9 7.5
Stock options 6.6 8.3 6.6 8.5
PSUs 0.2 — 0.1 —
Weighted-average shares used to compute diluted net income per
share attributable to Fortinet, Inc. 795.9 810.1 794.7 815.4
Net income per share attributable to Fortinet, Inc.:
Basic $ 034 $ 022 $ 066 $ 0.39
Diluted $ 033 $ 021 $ 0.65 $ 0.38
The following weighted-average shares of common stock were excluded from the computation of diluted net income per share attributable to
Fortinet, Inc. for the periods presented, as their effect would have been antidilutive (in millions):
Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2023 2022 2023 2022
RSUs — 0.4 0.9 0.4
Stock options 3.0 1.6 2.6 1.2
Total 3.0 2.0 3.5 1.6
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10. DEBT
2026 and 2031 Senior Notes

On March 5, 2021, we issued $1.0 billion aggregate principal amount of senior notes (collectively, the “Senior Notes”), consisting of
$500.0 million aggregate principal amount of 1.0% notes due March 15, 2026 (the “2026 Senior Notes”) and $500.0 million aggregate principal amount of
2.2% notes due March 15, 2031 (the “2031 Senior Notes”), in an underwritten registered public offering. The Senior Notes are senior unsecured obligations
and rank equally with each other in right of payment and with our other outstanding obligations. We may redeem the Senior Notes at any time in whole or
in part for cash, at specified redemption prices that include accrued and unpaid interest, if any, and a make-whole premium. However, no make-whole
premium will be paid for redemptions of the 2026 Senior Notes on or after February 15, 2026, or the 2031 Senior Notes on or after December 15, 2030.
Interest on the Senior Notes is payable on March 15 and September 15 of each year, beginning on September 15, 2021. As of June 30, 2023 and
December 31, 2022, the Senior Notes were recorded as long-term debt, net of discount and issuance costs, which are amortized to interest expense over the
respective contractual terms of these notes using the effective interest method.

The total outstanding debt is summarized below (in millions, except percentages):

Effective Interest June 30, December 31,
Maturity Coupon Rate Rate 2023 2022

Debt

2026 Senior Notes March 2026 1.0% 1.3% $ 500.0 $ 500.0

2031 Senior Notes March 2031 2.2% 2.3% 500.0 500.0
Total debt 1,000.0 1,000.0
Less: Unamortized discount and debt issuance costs 8.7 9.6
Total long-term debt $ 9913 $ 990.4

As of June 30, 2023 and December 31, 2022, we accrued interest payable of $4.7 million, and there are no financial covenants with which we
must comply. During the three months ended June 30, 2023 and 2022, we recorded $4.5 million of total interest expense in relation to these Senior Notes in
each quarter. During the six months ended June 30, 2023 and 2022, we recorded $9.0 million of total interest expense in relation to the Senior Notes in each
period. No interest costs were capitalized for the six months ended June 30, 2023 and 2022, as the costs that qualified for capitalization were not material.

The total estimated fair value of the outstanding Senior Notes was approximately $856.3 million, including accrued and unpaid interest, as of
June 30, 2023. The fair value was determined based on observable market prices of identical instruments in less active markets. The estimated fair values
are based on Level 2 inputs.

11. COMMITMENTS AND CONTINGENCIES

The following table summarizes our inventory purchase commitments as of June 30, 2023 (in millions):
Total 2023 Thereafter
Inventory purchase commitments $ 1,010.2 $ 8132 $ 197.0

Inventory Purchase Commitments—Our independent contract manufacturers and certain component suppliers procure components and build
our products based on our forecasts, the availability of various components and their capacity. These forecasts are based on estimates of future demand for
our products, which are in turn based on historical trends and an analysis from our sales and marketing organizations, adjusted for extended lead times,
changes in supplier delivery commitments and other supply chain matters and market conditions. In order to manage manufacturing lead times, plan for
adequate component supply and incentivize suppliers to deliver, we may issue purchase orders to some of our independent contract manufacturers, which
are non-cancelable. As of June 30, 2023, we had $1.01 billion of open purchase orders with our independent contract manufacturers that consist of non-
cancelable commitments. In certain instances, these agreements allow us the option to reschedule and adjust our requirements based on our business needs
prior to firm orders being placed.
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Other Contractual Commitments and Open Purchase Orders—In addition to commitments with contract manufacturers, we have open
purchase orders and contractual obligations in the ordinary course of business for which we have not received goods or services. A significant portion of
our reported purchase commitments consist of non-cancelable commitments. In certain instances, contractual commitments allow us the option to cancel,
reschedule and adjust our requirements based on our business needs prior to firm orders being placed. As of June 30, 2023, we had $84.6 million in other
contractual commitments having a remaining term in excess of one year that are non-cancelable.

As of June 30, 2023, we had $93.9 million in contractual commitments related to payments for operating leases.

Litigation—We are involved in disputes, litigation, and other legal actions. For lawsuits where we are the defendant, we are in the process of
defending these litigation matters, and while there can be no assurances and the outcome of certain of these matters is currently not determinable and not
predictable, we currently are unaware of any existing claims or proceedings that we believe are likely to have a material adverse effect on our financial
position. There are many uncertainties associated with any litigation and these actions or other third-party claims against us may cause us to incur costly
litigation fees, costs and substantial settlement charges, and possibly subject us to damages and other penalties. In addition, the resolution of any
intellectual property (“IP”) litigation may require us to make royalty payments, which could adversely affect our gross margins in future periods. If any of
those events were to occur, our business, financial condition, results of operations, and cash flows could be adversely affected. Litigation is unpredictable
and the actual liability in any such matters may be materially different from our current estimates, which could result in the need to adjust any accrued
liability and record additional expenses. We accrue for contingencies when we believe that a loss is probable and that we can reasonably estimate the
amount of any such loss. These accruals are generally based on a range of possible outcomes that require significant management judgement. If no amount
within a range is a better estimate than any other, we accrue the minimum amount. Litigation loss contingency accruals associated with outstanding cases
were not material as of June 30, 2023, and December 31, 2022.

On March 21, 2019, we were sued by Alorica Inc. (“Alorica”) in Santa Clara County Superior Court in California. Alorica has alleged breach of
warranty and misrepresentation claims, which we deny. We have counter-claimed and are seeking monetary damages. Fact discovery closed during the
quarter ended June 30, 2023, and the trial is scheduled to commence in October 2023. Although we believe that the ultimate outcome of this matter will not
materially impact our financial position, results of operations or cash flows, legal proceedings are subject to inherent uncertainties, and an unfavorable
ruling could occur, which may result in a material adverse impact on our business, financial position, results of operations and cash flows. No loss accrual
had been recorded as of June 30, 2023 or December 31, 2022 related to this litigation.

Indemnification and Other Matters—Under the indemnification provisions of our standard sales contracts, we agree to defend our customers
against third-party claims asserting various allegations such as product defects and infringement of certain IP rights, which may include patents, copyrights,
trademarks or trade secrets, and to pay judgments entered on such claims. In some contracts, our exposure under these indemnification provisions is limited
by the terms of the contracts to certain defined limits, such as the total amount paid by our customer under the agreement. However, certain agreements
include covenants, penalties and indemnification provisions including and beyond indemnification for third-party claims of IP infringement that could
potentially expose us to losses in excess of the amount received under the agreement, and in some instances to potential liability that is not contractually
limited. Although from time to time there are indemnification claims asserted against us and currently there are pending indemnification claims, to date
there have been no material awards under such indemnification provisions.

Similar to other security companies and companies in other industries, we have experienced and may experience in the future, cybersecurity
threats, malicious activity directed against our information technology infrastructure or unauthorized attempts to gain access to our and our customers’
sensitive information and systems. We currently are unaware of any existing claims or proceedings related to these types of matters, including any that we
believe are likely to have a material adverse effect on our financial position.

12. EQUITY PLANS AND SHARE REPURCHASE PROGRAM

Stock-Based Compensation Plans

We maintain the Amended and Restated Fortinet, Inc. 2009 Equity Incentive Plan (the “Amended Plan”) pursuant to which we have granted
RSUs, stock options and PSUs. As of June 30, 2023, there were a total of 53.0 million shares of common stock available for grant under the Amended Plan.
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Restricted Stock Units

The following table summarizes the activity and related information for RSUs for the periods presented below (in millions, except per share
amounts):
Restricted Stock Units Outstanding

Weighted-Average
Grant Date Fair Value

Number of Shares per Share
Balance—December 31, 2022 105 $ 40.94
Granted 4.1 61.17
Forfeited 0.2) 45.47
Vested (3.1) 34.47
113§ 49.97

Balance—June 30, 2023

Stock compensation expense is recognized on a straight-line basis over the vesting period of each RSU. As of June 30, 2023, total compensation
expense related to unvested RSUs granted to employees and non-employees under the Amended Plan, but not yet recognized, was $509.9 million, with a
weighted-average remaining vesting period of 2.9 years.

RSUs settle into shares of common stock upon vesting. Upon the vesting of the RSUs, we net-settle the RSUs and withhold a portion of the shares
to satisfy employee withholding tax requirements. The payment of the withheld taxes to the tax authorities is reflected as a financing activity within the
condensed consolidated statements of cash flows.

The following summarizes the number and value of the shares withheld for employee taxes (in millions):

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2023 2022 2023 2022
Shares withheld for taxes 0.4 0.6 1.1 1.7
Amount withheld for taxes $ 251 % 353 % 59.7 % 100.1

Employee Stock Options

The following table summarizes the weighted-average assumptions relating to our employee stock options:

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2023 2022 2023 2022
Expected term in years 4.4 4.4 4.4 4.4
Volatility 41.0% 43.6 % 41.9% 41.1 %
Risk-free interest rate 3.8% 2.9 % 4.2 % 1.9 %
Dividend rate — % — % — % — %
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The following table summarizes the stock option activity and related information for the periods presented below (in millions, except exercise
prices and contractual life):
Options Outstanding

Weighted-
Weighted- Average
Average Remaining Aggregate
Number Exercise Contractual Intrinsic
of Shares Price Life (Years) Value
Balance—December 31, 2022 132 $ 24.37 35 $ 344.8
Granted 1.2 60.80
Forfeited (0.1) 44.99
Exercised (2.1) 14.13
Balance—June 30, 2023 122 $ 29.64
Options vested and expected to vest—June 30, 2023 122§ 29.64 36 § 559.8
Options exercisable—June 30, 2023 82 % 20.26 28 $ 456.3

The aggregate intrinsic value represents the difference between the exercise price of stock options and the quoted market price of our common
stock for all in-the-money stock options. Stock compensation expense is recognized on a straight-line basis over the vesting period of each stock option. As
of June 30, 2023, total compensation expense related to unvested stock options granted to employees but not yet recognized was $68.0 million, with a
weighted-average remaining vesting period of 2.8 years.

Additional information related to our stock options is summarized below (in millions, except per share amounts):

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2023 2022 2023 2022
Weighted-average fair value per share granted $ 26.55 $ 21.33 $ 2441 3 22.28
Intrinsic value of options exercised $ 243 $ 13.8 $ 97.0 $ 43.7
Fair value of options vested $ 57 $ 48 $ 174 $ 15.0

Market/Performance-Based PSUs

We granted market/performance-based PSUs under the Amended Plan to certain of our executives. Based on the achievement of the
market/performance-based vesting conditions during the performance period, the final settlement of the PSUs will range between 0% and 200% of the
target shares underlying the PSUs based on the percentile ranking of our total stockholder return over one-, two-, three- and four-year periods among
companies included in the S&P 500 Index. 20%, 20%, 20% and 40% of the PSUs vest over one-, two-, three- and four-year service periods, respectively.

The following table summarizes the weighted-average assumptions relating to our PSUs for the three months ended March 31, 2023:

Three Months Ended
March 31,
2023
Expected term in years 2.7
Volatility 47.5 %
Risk-free interest rate 4.6 %
Dividend rate — %

We granted approximately 0.3 million shares of PSU awards with a grant date fair value of $90.96 per share to certain of our executives during the
first quarter of 2023. The grant date fair value of these awards was determined using a Monte Carlo simulation pricing model. None of these PSU awards
were vested or forfeited during the six months ended June 30, 2023.
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As of June 30, 2023, total compensation expense related to unvested PSUs that were granted to certain of our executives, but not yet recognized,
was $23.2 million. This expense is expected to be amortized on a graded vesting method over a weighted-average vesting period of 2.6 years.

Stock-Based Compensation Expense

Stock-based compensation expense, including stock-based compensation expense related to awards classified as liabilities, is included in costs and
expenses (in millions):

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2023 2022 2023 2022
Cost of product revenue $ 05 $ 04 $ 09 $ 0.8
Cost of service revenue 6.0 4.7 11.1 9.2
Research and development 20.0 16.1 37.0 31.2
Sales and marketing 29.3 26.4 55.6 53.1
General and administrative 9.9 7.7 18.1 14.9
Total stock-based compensation expense $ 65.7 $ 553 $ 122.7  $ 109.2

The following table summarizes stock-based compensation expense, including stock-based compensation expense related to awards classified as
liabilities, by award type (in millions):

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2023 2022 2023 2022
RSUs $ 55.1 $ 49.0 $ 1042 $ 97.3
Stock options 7.3 6.3 14.0 11.9
PSUs 3.3 — 4.5 —
Total stock-based compensation expense $ 65.7 $ 553 $ 122.7  $ 109.2

Total income tax benefit associated with stock-based compensation that is recognized in the condensed consolidated statements of income is as
follows (in millions):

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2023 2022 2023 2022
Income tax benefit associated with stock-based compensation $ 145 $ 122 % 271§ 24.0

Share Repurchase Program

In February 2023, our board of directors approved an extension of the Repurchase Program originally approved by our board of directors in
January 2016 to February 29, 2024. In April 2023, our board of directors approved a $1.0 billion increase in the authorized amount under the Repurchase
Program, bringing the aggregate amount authorized to be repurchased to $6.25 billion of our outstanding common stock through February 29, 2024. Share
repurchases may be made by us from time to time in privately negotiated transactions or in open-market transactions. The Repurchase Program does not
require us to purchase a minimum number of shares, and may be suspended, modified or discontinued at any time without prior notice. Refer to Note 16,
Subsequent Events, for information regarding the approved $500.0 million increase in the authorized stock repurchase amount under the Repurchase
Program in July 2023.

There were no shares repurchased under the Repurchase Program during the six months ended June 30, 2023. As of June 30, 2023, $1.53 billion
remained available for future share repurchases under the Repurchase Program.
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13. INCOME TAXES

Our effective tax rate was 9% for the three months ended June 30, 2023, compared to an effective tax rate of 1% for the same period last year. Our
effective tax rate was 8% for the six months ended June 30, 2023, compared to an effective tax rate of negative 2% for the same period last year. The tax
rates for the three months ended June 30, 2023 and 2022 were composed of U.S. federal and state taxes, withholding taxes and foreign taxes that amounted
to $84.8 million and $54.5 million, respectively. The tax rate for the three months ended June 30, 2023 was impacted by a tax benefit of $25.8 million from
the FDII deduction, excess tax benefits from stock-based compensation expense of $13.3 million, and the release of reserves of $18.1 million on uncertain
tax positions and the accrued interest thereon due to the expiration of statutes of limitations. The tax rate for the three months ended June 30, 2022 was
impacted by a tax benefit of $18.6 million from the FDII deduction, excess tax benefits from stock-based compensation expense of $17.3 million, and the
release of reserves of $16.2 million on uncertain tax positions and the accrued interest thereon due to the expiration of statutes of limitations.

The tax rates for the six months ended June 30, 2023 and 2022 were composed of U.S. federal and state taxes, withholding taxes and foreign taxes
that amounted to $170.6 million and $93.3 million, respectively. The tax rate for the six months ended June 30, 2023 was impacted by a tax benefit of
$64.0 million from the FDII deduction, excess tax benefits from stock-based compensation expense of $39.6 million, and the release of reserves of
$18.1 million on uncertain tax positions and the accrued interest thereon due to the expiration of statutes of limitations. The tax rate for the six months
ended June 30, 2022 was impacted by a tax benefit of $33.3 million from the FDII deduction, excess tax benefits from stock-based compensation expense
of $49.5 million, and the release of reserves of $16.2 million on uncertain tax positions and the accrued interest thereon due to the expiration of statutes of
limitations.

As of June 30, 2023 and December 31, 2022, unrecognized tax benefits were $63.4 million and $67.4 million, respectively. If recognized, $53.8
million of the unrecognized tax benefits as of June 30, 2023 would favorably affect our effective tax rate. It is our policy to include accrued interest and
penalties related to unrecognized tax benefits in income tax expense. As of June 30, 2023 and December 31, 2022, accrued interest and penalties were $5.3
million and $9.3 million, respectively. It is reasonably possible that our gross unrecognized tax benefits will decrease by up to $1.9 million in the next 12
months, due to the lapse of statutes of limitation in various jurisdictions. This decrease, if recognized, would favorably impact our effective tax rate, and
would be recognized as an additional tax benefit.

We file income tax returns in the U.S. federal jurisdiction and in various U.S. state and foreign jurisdictions. Generally, we are no longer subject
to examination by U.S federal income tax authorities for tax years prior to 2015. We are no longer subject to U.S. state and foreign income tax
examinations by tax authorities for tax years prior to 2010. We currently have ongoing tax audits in the United Kingdom, Canada, Germany and several
other foreign jurisdictions. The focus of these audits is the inter-company profit allocation.

Effective January 1, 2022, research and development expenses are required to be capitalized and amortized for U.S. tax purposes, which delays the
deductibility of these expenses, and increases our current provision.

On January 4, 2022, the U.S. Treasury published another tranche of final regulations regarding the foreign tax credit. These final regulations
impose new requirements that a foreign tax must meet in order to be creditable against U.S. income taxes, and generally apply to tax years beginning on or
after December 28, 2021. On July 26, 2022, the U.S. Treasury released corrections to the final regulations. These final regulations adversely impact our
ability to claim foreign tax credits in the United States for certain taxes imposed by certain foreign jurisdictions.

On August 16, 2022, the United States enacted the Inflation Reduction Act of 2022 that provides for certain changes to the U.S. corporate income
tax system, including a 15% minimum tax based on financial statement income for companies with three-year average annual adjusted financial statement
income exceeding $1 billion, and a 1% excise tax on net repurchases of stock after December 31, 2022, if any. The applicable tax law changes have had no
impact to our tax provision for the six months ended June 30, 2023. We will continue to monitor the impact, if any, of these tax law changes on future
periods.

14. DEFINED CONTRIBUTION PLANS

Our tax-deferred savings plan under our 401(k) Plan permits participating U.S. employees to contribute a portion of their pre-tax or after-tax
earnings. In Canada, we have a Group Registered Retirement Savings Plan Program (the “RRSP”), which permits participants to make pre-tax
contributions. Our board of directors approved 50% matching contributions on employee contributions up to 4% of each employee’s eligible earnings. Our
matching contributions to our 401(k) Plan and the RRSP for the three months ended June 30, 2023 and 2022 were $5.7 million and $3.2 million,
respectively. Our matching
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contributions to our 401(k) Plan and the RRSP for the six months ended June 30, 2023 and 2022 were $10.1 million and $6.6 million, respectively.

15. SEGMENT INFORMATION

Operating segments are defined as components of an enterprise about which separate financial information is available that is evaluated regularly
by the chief operating decision maker in deciding how to allocate resources and in assessing performance. Our chief operating decision maker is our chief
executive officer. Our chief executive officer reviews financial information presented on a consolidated basis, accompanied by information about revenue
by geographic region for purposes of allocating resources and evaluating financial performance. We have one business activity, and there are no segment
managers who are held accountable for operations, operating results and plans for levels or components below the consolidated unit level. Accordingly, we
have determined that we have one operating segment, and therefore, one reportable segment.

Revenue by geographic region is based on the billing address of our customers. The following tables set forth revenue and property and equipment
—net by geographic region (in millions):

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
Revenue 2023 2022 2023 2022
Americas:
United States $ 4047  $ 3129 $ 788.8 $ 598.7
Other Americas 132.3 100.7 271.7 197.5
Total Americas 537.0 413.6 1,060.5 796.2
Europe, Middle East and Africa (“EMEA”) 506.9 391.8 985.1 737.8
Asia Pacific (“APAC”) 248.9 224.7 509.5 450.9
Total revenue $ 1,2928 $ 1,030.1 $ 2,555.1 $ 1,984.9
June 30, December 31,
Property and Equipment—net 2023 2022
Americas:
United States $ 686.5 $ 638.1
Canada 208.3 204.4
Latin America 0.8 1.1
Total Americas 895.6 843.6
EMEA 69.4 35.9
APAC 16.9 19.0
Total property and equipment—net $ 9819 $ 898.5
The following distributors accounted for 10% or more of our revenue:
Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2023 2022 2023 2022
Distributor A 27 % 29 % 28 % 29 %
Distributor B 15 % 14 % 14 % 14 %
Distributor C 14 % 13 % 14 % 14 %
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The following distributors accounted for 10% or more of net accounts receivable:

June 30,
2023
Distributor A 29 %
Distributor B 12 %
Distributor C 13 %

16. SUBSEQUENT EVENTS
Investment in Privately Held Company

On August 1, 2023, we invested $8.5 million in cash in a privately held company.

Share Repurchase Program

December 31,
2022
32 %
12 %
13 %

In July 2023, our board of directors approved a $500.0 million increase in the authorized stock repurchase amount under the Repurchase Program,
bringing the aggregate amount authorized to be repurchased to $6.75 billion of our outstanding common stock through February 29, 2024. As of August 7,
2023, approximately $1.87 billion remained available for future share repurchases. Subsequent to June 30, 2023 through the filing of this Quarterly Report
on Form 10-Q, we repurchased approximately 2.8 million shares of our common stock at an average price of $57.44 per share for an aggregate purchase

price of approximately $161.1 million under the Repurchase Program.
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ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

In addition to historical information, this Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended, and Section 21E of the Securities and Exchange Act of 1934, as amended (the “Exchange Act”). These
statements include, among other things, statements concerning our expectations regarding:

. continued growth and market share gains;

. variability in sales in certain product and service categories from year to year and between quarters;

. expected impact of sales from certain products and services;

. instability in the global banking system;

. increasing or decreasing inflation or stagflation, and rising interest rates in many geographies and changes in currency exchange rates

and currency regulations;

. macroeconomic, geopolitical factors and other disruption on our manufacturing or sales, including public health issues, wars and
natural disasters;

. real estate investments and management, expansions and enhancements of current properties;
. government regulation, tariffs and other policies;
. drivers of long-term growth and operating leverage, such as pricing of our products and services, sales productivity and capacity,

functionality and value in our service offerings;

. growing our solution sales through channel partners to businesses, service providers and government organizations, our ability to
execute these sales and the complexity of providing solutions to all segments (including the increased competition and unpredictability of
timing associated with sales to larger enterprises), the impact of sales to these organizations on our long-term growth, expansion and
operating results, and the effectiveness of our sales organization;

. supply chain constraints, component availability and other factors dffecting our manufacturing capacity, delivery, cost and inventory
management, as well as improving supply chain dynamics;

. forecasts of future demand and targeted inventory levels;

. the effect of backlog from prior quarters, including its effect on growth of in-quarter billings and revenue;

. our ability to hire properly qualified and effective sales, support and engineering employees;

. risks and expectations related to acquisitions and equity interests in private and public companies, including integration issues related to

go-to-market plans, product plans, employees of such companies, controls and processes and the acquired technology, and risks of
negative impact by such acquisitions and equity investments on our financial results;

. trends in revenue, cost of revenue and gross margin, including expectations regarding product revenue and service revenue growth;

. trends in our operating expenses, including sales and marketing expense, research and development expense, general and administrative
expense, and expectations regarding these expenses;

. plans and strategy for the acceleration of our points of presence (“PoP”) deployment;

. expectations that our operating expenses will increase in absolute dollars during the remainder of 2023;
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. expectations that proceeds from the exercise of stock options in future years will be adversely impacted by the increased mix of restricted
stock units and performance stock units versus stock options granted;

. expectations regarding uncertain tax benefits and our effective domestic and global tax rates, the impact of interpretations of or changes
to tax law, and the timing of tax payments;

. expectations regarding spending related to real estate acquisitions and development, data center investments, as well as other capital
expenditures and to the impact on free cash flow and expenses;

. estimates of a range of 2023 spending on capital expenditures;

. competition in our markets;

. expected outcomes and liabilities in litigation;

. our intentions regarding share repurchases and the sufficiency of our existing cash, cash equivalents and investments to meet our cash

needs, including our debt servicing requirements, for at least the next 12 months;
. other statements regarding our future operations, financial condition and prospects and business strategies; and
. adoption and impact of new accounting standards.

These forward-looking statements are subject to certain risks and uncertainties that could cause our actual results to differ materially from those
reflected in the forward-looking statements. Factors that could cause or contribute to such differences include, but are not limited to, those discussed in this
Quarterly Report on Form 10-Q and, in particular, the risks discussed under the heading “Risk Factors” in Part II, Item 1A of this Quarterly Report on
Form 10-Q and those discussed in other documents we file with the SEC. We undertake no obligation, and specifically disclaim any obligation, to revise or
publicly release the results of any revision to these and any other forward-looking statements. Given these risks and uncertainties, readers are cautioned
not to place undue reliance on such forward-looking statements.

Business Overview

Fortinet is a global leader in cybersecurity and secure networking solutions. Our mission is to secure people, devices and data everywhere. We
deliver cybersecurity everywhere our customers need it with an integrated portfolio of over 50 enterprise-grade products. As of June 30, 2023, over half a
million customers, including enterprises, communication service providers and security service providers, government organizations and small and
medium-sized businesses, trusted our solutions.

Our product offerings are designed to converge networking and security into a single solution, consolidate cybersecurity point products into an
integrated platform and deliver operational-technology (“OT”) aware features to secure OT environments. This allows customers to realize automated
protection, improve detection and response times, and provide visibility across both Fortinet-developed solutions and a broad ecosystem of over 500 third-
party solutions and technologies. As a U.S.-based company, the majority of Fortinet’s research and development is based in North America, with a global
footprint of support and centers of excellence across time zones from North America to Europe to Asia. We held 1,285 U.S. and foreign-issued patents as of
June 30, 2023, a testament to our dedication to innovation that delivers leading cybersecurity and networking solutions.

As a cybersecurity leader, Fortinet believes it is our duty to help make the world a safer and more sustainable place. That is why, beyond our
commitment to cybersecurity and networking technology innovation, we strive to:

*  Reduce the environmental footprint of our technology with a commitment to ensure each generation of our products consumes less energy;
»  Eliminate the global cyber skills shortage by maintaining one of the largest and broadest training programs in the industry; and

»  Foster cooperation against cybercrime through partnerships that help shape the future of cyber threat
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mitigation and by sharing actionable threat intelligence between public and private organizations.

The focus areas of our business consist of:

*  Secure Networking

*  Cybersecurity Platform

*  OT Security
Secure Networking—Our Secure Networking solutions enable the convergence of networking and security by integrating multiple markets and use cases
into a single operating system: the Fortinet Operating System (“FortiOS™). It can be delivered to customers through an application-specific integrated
circuit (“ASIC”)-accelerated hardware appliance, virtual machine, as-a-Service, cloud native and container. When delivered via our appliances,
functionality is accelerated with the use of our proprietary ASIC technology, which consists of three processors. First, a seventh generation network
processor, FortiNP7, accelerates the processing of firewall traffic and offloads this function from the central processing unit (“CPU”). Second, a ninth
generation content processor, FortiCP9, helps the CPU with deep packet inspection functions such as intrusion prevention and antivirus. Multiple CPUs,
NP7s and CP9s can be placed in larger firewalls to provide more scale. Third, the CPU, network processor and content processor functions are all brought
together in a single ASIC, our fifth generation Security Processor, FortiSP5. These proprietary ASICs, along with off the shelf CPU and ASICs, allow our
systems to scale from the smallest branch to a hyperscale cloud and run multiple applications at higher performance and lower power consumption.

The following markets and use cases are supported by the FortiOS converged operating system:

*  Network Firewall, including Hybrid Mesh Firewall

*  Software-Defined Wide Area Network (“SD-WAN”)

*  Local Area Network/Wireless Local Area Network (Wi-Fi and Switch)

*  Universal Secure Access Service Edge

*  Cloud Security

*  Universal Zero Trust Network Access

*  Encryption Applications (SSL Inspection, Virtual Private Network and IPsec Connectivity)

Cybersecurity Platform—Many enterprises are looking to consolidate point products into a cybersecurity platform to improve the efficiency and efficacy
of their security. This platform approach is also known as a Cybersecurity Mesh Architecture, or our more expansive Fortinet Security Fabric, which
includes FortiGuard Al-powered services and integrated security products engineered with automation in mind to support customers in building a
cybersecurity platform. The Fortinet Security Fabric facilitates dynamic information sharing across customers’ security infrastructure as well as the
automation of workflows, including response. The result is improved prevention while significantly reducing Mean-Time-to-Detect and Mean-Time-to-
Respond to cyber threats. The major cybersecurity markets of our business include:

*  Endpoint Protection Platforms

*  Next-Generation Firewall

* Intrusion Prevention Systems (“IPS”)
*  Secure Web Gateway

* Identity and Access Management

*  Cloud Access Security Broker

*  Security Information and Event Management
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*  Security Orchestration and Automated Response
*  Secure Email Gateway
*  Web Application Firewalls
*  Cloud Security
*  Network Detection and Response
+  External Attack Surface Monitoring
*  Network Access and Control
To support our broad portfolio of cybersecurity products, we deliver the following Al-powered FortiGuard Threat Intelligence Services:
*  Content Security, including Antivirus, In-Line Sandboxing and Credential Stuffing
*  Web Security, including URL Filtering, DNS Security and IP Reputation
*  Device Security, including IPS, OT Security, Internet of Things (“IoT”) Security and Botnet protection
*  Application Security, including Anti-Spam and Web Application protection

*  Security Operations Center (“SOC”) Services, including SOC-as-a-Service, Managed Detection and Response, Incident Readiness and
Response (active incident and proactive services), Outbreak Protection, Attack Surface Monitoring, Threat Hunting, and Indicators of
Compromise services.

Operational Technology Security—OT uses hardware and software to detect or cause a change through the direct monitoring and/or control of industrial
equipment, assets, processes and events. The security of such environments is sometimes described as Cyber-Physical Systems. The increased connectivity
of OT environments and the need for employee and vendor access has increased the risk across OT industries such as manufacturing, energy, utilities,
medical, transport, and critical infrastructure. While the basic concepts of Secure Networking and Cybersecurity Platform apply, OT systems are very
different from a traditional information technology system. Fortinet delivers OT-Aware security capabilities that are purpose-built for operational
technology environments. These capabilities underpin our OT-Aware Security Fabric, which spans the following products and services:

*  Secure Network and Connectivity

*  Secure Remote Access

*  OT-Specific InfoSec Tools

¢ OT-Specific Threat Intelligence

» Integration with third-party OT solutions
Financial Highlights

»  Total revenue was $1.29 billion and $2.56 billion during the three and six months ended June 30, 2023, an increase of 26% and 29%, respectively,
compared to $1.03 billion and $1.98 billion in the same periods last year. Product revenue was $472.6 million and $973.3 million during the three
and six months ended June 30, 2023, an increase of 18% and 26%, respectively, compared to $400.7 million and $771.7 million in the same
periods last year. Service revenue was $820.2 million and $1.58 billion during the three and six months ended June 30, 2023, an increase of 30%,
in each period respectively, compared to $629.4 million and $1.21 billion in the same periods last year.
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+  Total gross profit was $997.0 million and $1.95 billion during the three and six months ended June 30, 2023, an increase of 28% and 32%,
respectively, compared to $779.3 million and $1.48 billion in the same periods last year.

*  Operating income was $279.0 million and $552.5 million during the three and six months ended June 30, 2023, an increase of 43% and 60%,
respectively, compared to $195.3 million and $346.3 million in the same periods last year.

*  Cash, cash equivalents, short-term and long-term investments and marketable equity securities were $3.32 billion as of June 30, 2023.

»  Deferred revenue was $5.13 billion as of June 30, 2023, an increase of $488.3 million, or 11%, compared to $4.64 billion as of December 31, 2022
and an increase of $1.20 billion, or 30%, compared to $3.93 billion as of June 30, 2022. Deferred revenue was $3.93 billion as of June 30, 2022,
an increase of $479.1 million, or 14%, compared to $3.45 billion as of December 31, 2021 and an increase of $1.03 billion, or 35%, compared to
$2.91 billion as of June 30, 2021.

»  Short-term deferred revenue was $2.59 billion as of June 30, 2023, an increase of $238.4 million, or 10%, compared to $2.35 billion as of
December 31, 2022 and an increase of $574.5 million, or 29%, compared to $2.01 billion as of June 30, 2022. Short-term deferred revenue was
$2.01 billion as of June 30, 2022, an increase of $235.8 million, or 13%, compared to $1.78 billion as of December 31, 2021 and an increase of
$480.2 million, or 31%, compared to $1.53 billion as of June 30, 2021.

*  We generated cash flows from operating activities of $1.19 billion during the six months ended June 30, 2023, an increase of $473.1 million, or
66%, compared to the same period last year.

On a geographic basis, revenue continues to be diversified, which remains a key strength of our business. During the three months ended June 30,
2023, the Americas region, the Europe, Middle East and Africa (“EMEA”) region and the Asia Pacific (“APAC”) region contributed 42%, 39% and 19% of
our total revenue, respectively, and increased 30%, 29% and 11% compared to the same period last year, respectively. During the six months ended
June 30, 2023, the Americas region, the EMEA region and the APAC region contributed 41%, 39% and 20% of our total revenue, respectively, and
increased by 33%, 34% and 13% compared to the same period last year, respectively.

Our revenue growth was driven by growth in service revenue and in Enhanced Platform Technology product revenue. Product revenue grew 18%
and 26%, respectively, during the three and six months ended June 30, 2023, compared to the same periods last year. Product revenue growth was
consistent with an elevated cyber threat landscape, the convergence of security and networking and included the benefit of certain historical pricing actions,
improving supply chain dynamics and changes in the backlog balance. The product revenue growth was primarily due to strong growth in our Enhanced
Platform Technology products, including our secure access products. Service revenue growth of 30% during both the three and six months ended June 30,
2023, compared to the same periods last year, was primarily driven by the strength of our FortiGuard and other security subscription revenue, which grew
34% and 35%, respectively.

Our billings were diversified on a geographic basis. During the three months ended June 30, 2023, approximately 50% of our billings in the
aggregate were from over 100 countries that each individually contributed less than 3% of our billings.

Operating expenses as a percentage of revenue benefited from the favorable impact of foreign currency fluctuations and decreased 1.2 and 2.3
percentage points, respectively, during the three and six months ended June 30, 2023, compared to the same periods last year. Headcount increased to
13,677 employees and contractors as of June 30, 2023, a 9% increase compared to 12,595 as of December 31, 2022.

Impact of Macroeconomic Developments

Our overall performance depends in part on worldwide economic and geopolitical conditions and their impact on customer behavior. Worsening
economic conditions, including inflation, higher interest rates, slower growth, any recession, fluctuations in foreign exchange rates, instability in the global
banking industry, and other changes in economic conditions, may result in decreased sales productivity and growth and adversely affect our results of
operations and financial performance. We have seen certain impacts on our business, results of operations, financial condition, cash flows, liquidity and
capital and financial resources such as longer sales cycles, delayed purchases and increased commitments with certain suppliers and excess product
inventory.
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Our days sales outstanding decreased to 75 days in the second quarter of 2023, compared to 80 days in the same period last year. The accounts
receivable allowance for credit losses was $5.3 million as of June 30, 2023, an increase of $1.7 million compared to $3.6 million as of December 31, 2022,
primarily due to an increase in past due invoices over 60 and 90 days.

Worsening economic conditions may have a material negative impact on our results in future periods and may negatively impact our billings, revenue
and costs, and may decrease growth and profitability. The extent of the impact of economic conditions on our operational and financial performance will
depend on ongoing developments, including those discussed above and others identified in Part II, Item 1A “Risk Factors” in this Form 10-Q. Given the
dynamic nature of these circumstances, the full impact of worsening economic conditions on our business and operations, results of operations, financial
condition, cash flows, liquidity and capital and financial resources cannot be reasonably estimated at this time.

Business Model

We typically sell our security solutions to distributors that sell to networking security focused resellers and to certain service providers and
managed security service providers (“MSSPs”), who, in turn, sell to end-customers or use our products and services to provide hosted solutions to other
enterprises. At times, we also sell directly to certain large enterprise customers, large service providers and major systems integrators. Our end-customers
are located in over 100 countries and include small, medium and large enterprises and government organizations across a wide range of industries,
including financial services, government, healthcare, manufacturing, retail, technology and telecommunications. An end-customer deployment may involve
as few as one or as many as thousands of Core Platform products as well as Enhanced Platform Technology products, depending on the end-customer’s size
and security requirements.

Our customers purchase our hardware products and software licenses, as well as our FortiGuard and other security subscription and FortiCare
technical support services. We generally invoice at the time of our sale for the total price of the products and services. Standard payment terms are
generally no more than 60 days, though we may offer extended payment terms to certain distributors or related to certain transactions.

We also offer our products hosted in our own data centers, PoPs and through co-locations and major cloud providers, including Amazon Web
Services, Microsoft Azure and Google Cloud. We have also recognized revenue from customers who deploy our products in a bring-your-own-license
(“BYOL”) arrangements at cloud providers or at private clouds. In a BYOL arrangement, a customer purchases a software license through our channel
partners and deploys the software in a cloud provider’s environment, in third-party clouds or in their private cloud.

Key Metrics

We monitor several key metrics, including the key financial metrics set forth below, to evaluate growth trends, establish budgets, measure the
effectiveness of our sales and marketing efforts, and assess operational efficiencies. The following table summarizes revenue, deferred revenue, billings
(non-GAAP), net cash provided by operating activities, and free cash flow (non-GAAP). We discuss revenue below under “Results of Operations,” and we
discuss net cash provided by operating activities below under “—Liquidity and Capital Resources.” Deferred revenue, billings (non-GAAP), and free cash
flow (non-GAAP) are discussed immediately below the following table:

Three Months Ended Or As Of

June 30, 2023 June 30, 2022
(in millions)
Revenue $ 1,2928 $ 1,030.1
Deferred revenue $ 51286 $ 3,932.0
Billings (non-GAAP) $ 1,5405 $ 1,304.2
Net cash provided by operating activities $ 515.1 $ 323.4
Free cash flow (non-GAAP) $ 4383 $ 283.5

Deferred revenue. Our deferred revenue consists of amounts that have been invoiced but that have not yet been recognized as revenue. The
majority of our deferred revenue balance consists of the unrecognized portion of service revenue from FortiGuard and other security subscriptions and
FortiCare technical support service contracts, which is recognized as revenue ratably over the service term. We monitor our deferred revenue balance,
short-term and total deferred revenue growth and the mix of short-term and long-term deferred revenue because deferred revenue represents a significant
portion of free cash flow and of revenue to be recognized in future periods. Deferred revenue was $5.13 billion as of June 30, 2023, an increase of $488.3
million, or 11%, from December 31, 2022. Short term deferred revenue was $2.59 billion as of June 30, 2023, an increase of $238.4 million, or 10%, from
December 31, 2022.
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Billings (non-GAAP). We define billings as revenue recognized in accordance with GAAP plus the change in deferred revenue from the beginning
to the end of the period. We consider billings to be a useful metric for management and investors because billings drive current and future revenue, which is
an important indicator of the health and viability of our business. There are several limitations related to the use of billings instead of GAAP revenue. First,
billings include amounts that have not yet been recognized as revenue and are impacted by the term of FortiGuard security subscription and FortiCare
technical support agreements. Second, we may calculate billings in a manner that is different from peer companies that report similar financial measures.
Management accounts for these limitations by providing specific information regarding GAAP revenue and evaluating billings together with GAAP
revenue. Total billings were $1.54 billion for the three months ended June 30, 2023, an increase of 18% compared to $1.30 billion in the same period last
year.

Our backlog has fluctuated over past quarters and any decrease in growth or negative growth of in-quarter billings and revenue may not be
reflected by our aggregate billings and revenue. As we fulfill, ship and bill during a quarter to satisfy backlog, this will increase our aggregate billings and
revenue during any particular quarter.

A reconciliation of revenue, the most directly comparable financial measure calculated and presented in accordance with GAAP, to billings is
provided below:

Three Months Ended
June 30, 2023 June 30, 2022
(in millions)
Billings:
Revenue $ 1,292.8 $ 1,030.1
Add: Change in deferred revenue 247.7 274.1
Total billings (non-GAAP) $ 1,540.5 $ 1,304.2

Free cash flow (non-GAAP). We define free cash flow as net cash provided by operating activities minus purchases of property and equipment and
excluding any significant non-recurring items. We believe free cash flow to be a liquidity measure that provides useful information to management and
investors about the amount of cash generated by the business that, after capital expenditures, can be used for strategic opportunities, including repurchasing
outstanding common stock, investing in our business, making strategic acquisitions, and strengthening the balance sheet. A limitation of using free cash
flow rather than the GAAP measures of cash provided by or used in operating activities, investing activities, and financing activities is that free cash flow
does not represent the total increase or decrease in the cash and cash equivalents balance for the period because it excludes cash flows from investing
activities other than capital expenditures and cash flows from financing activities. Management accounts for this limitation by providing information about
our capital expenditures and other investing and financing activities on the consolidated statements of cash flows and under “—Liquidity and Capital
Resources” and by presenting cash flows from investing and financing activities in our reconciliation of free cash flow. In addition, it is important to note
that other companies, including companies in our industry, may not use free cash flow, may calculate free cash flow in a different manner than we do or
may use other financial measures to evaluate their performance, all of which could reduce the usefulness of free cash flow as a comparative measure. A
reconciliation of net cash provided by operating activities, the most directly comparable financial measure calculated and presented in accordance with
GAAP, to free cash flow is provided below:

Three Months Ended
June 30, 2023 June 30, 2022
(in millions)

Free Cash Flow:

Net cash provided by operating activities $ 5151 $ 3234
Less: Purchases of property and equipment (76.8) (39.9)
Free cash flow (non-GAAP) $ 4383 $ 283.5
Net cash provided by (used in) investing activities $ 424.1) $ 294.1

&

Net cash used in financing activities 17.7) $ (830.3)

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations are based upon our financial statements, which have been prepared
in accordance with GAAP. These principles require us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenue, cost
of revenue and expenses, and related disclosures. We base
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our estimates on historical experience and on various other assumptions that we believe to be reasonable under the circumstances. To the extent that there
are material differences between these estimates and our actual results, our future financial statements will be affected.

There were no material changes to our critical accounting policies and estimates as of and for the three and six months ended June 30, 2023, as
compared to the critical accounting policies and estimates described in our Annual Report on Form 10-K filed with the SEC on February 24, 2023 (the
“Form 10-K”).

See Note 1 of the notes to condensed consolidated financial statements included in Part I, Ttem 1 of this Quarterly Report on Form 10-Q for
information regarding recent accounting pronouncements.

Results of Operations

Three Months Ended June 30, 2023 and 2022

Revenue
Three Months Ended
June 30, June 30,
2023 2022
% of % of
Amount Revenue Amount Revenue Change % Change
(in millions, except percentages)

Revenue:

Product $ 472.6 37% $ 400.7 39% $ 71.9 18 %

Service 820.2 63 629.4 61 190.8 30
Total revenue $ 1,292.8 100% $ 1,030.1 100 % $ 262.7 26 %
Revenue by geography:

Americas $ 537.0 2% $ 413.6 40% $ 123.4 30 %

EMEA 506.9 39 391.8 38 115.1 29

APAC 248.9 19 224.7 22 24.2 11
Total revenue $ 1,292.8 100% $ 1,030.1 100% $ 262.7 26 %

Total revenue increased $262.7 million, or 26%, during the three months ended June 30, 2023 compared to the same period last year. We
continued to experience significant organic revenue growth (i.e., revenue growth excluding attribution from recent acquisitions) with diversification of
revenue geographically, and across both customers and industries. Revenue from all regions grew, with the Americas contributing the largest portion of the
increase on an absolute dollar basis and on a percentage basis.

Product revenue increased $71.9 million, or 18%, during the three months ended June 30, 2023 compared to the same period last year. Product
revenue growth was consistent with an elevated cyber threat landscape, the convergence of security and networking and included the benefit of certain
historical pricing actions, improving supply chain dynamics and changes in the backlog balance. The product revenue growth was primarily due to strong
growth in our Enhanced Platform Technology products, including our secure access products. We expect growth in product revenue to be impacted by
product lead times and backlog approaching normal levels beginning in the third quarter of 2023.

Service revenue increased $190.8 million, or 30%, during the three months ended June 30, 2023 compared to the same period last year. FortiGuard
and other security subscription revenue increased $116.9 million, or 34%, and technical support and other services revenue increased $73.9 million, or
26%, during the three months ended June 30, 2023 compared to the same period last year. Excluding Alaxala, technical support growth increased 28%
during the three months ended June 30, 2023. The increases were primarily due to pricing actions in prior periods, strength in our SaaS offerings and the
recognition of revenue from our growing deferred revenue balance related to FortiGuard and other security subscriptions as well as FortiCare technical
support and other services. FortiGuard outpaced technical support growth due to expansion of our SaaS-based security subscription service offerings, while
technical support growth was impacted by lower service revenue of Alaxala. We expect that our ability to grow our service revenue will be impacted by our
expansion to secure access service edge (“SASE”) delivery model.
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Of the service revenue recognized during the three months ended June 30, 2023, 89% was included in the deferred revenue balance as of March
31, 2023. Of the service revenue recognized during the three months ended June 30, 2022, 87% was included in the deferred revenue balance as of March
31, 2022. We expect service revenue will continue to benefit from previous pricing actions. However, there are risks to service revenue growth rates,
including customers reducing their spending, pricing actions, supply chain constraints, customers taking longer to buy their service and other risks.

Cost of revenue and gross margin
Three Months Ended

June 30, June 30,
2023 2022 Change % Change

(in millions, except percentages)

Cost of revenue:

Product $ 174.5 $ 155.2 $ 19.3 12 %

Service 121.3 95.6 25.7 27
Total cost of revenue $ 2958  $ 250.8 § 45.0 18 %
Gross margin (%):

Product 63.1 % 61.3 %

Service 85.2 84.8
Total gross margin 77.1% 75.7 %

Total gross margin increased 1.4 percentage points during the three months ended June 30, 2023 compared to the same period last year, primarily
driven by increased product and service gross margins and a shift in the revenue mix. As a percentage of total revenue, the revenue mix shifted 2.3
percentage points from product revenue to service revenue.

Product gross margin increased 1.8 percentage points during the three months ended June 30, 2023 compared to the same period last year. The
product margin primarily benefited from earlier pricing actions, lower expedite fees and freight costs and partially offset by higher inventory related reserve
expense. Cost of product revenue was comprised primarily of third-party contract manufacturers’ costs and the costs of materials used in production.

Service gross margin increased 0.4 percentage points during the three months ended June 30, 2023 compared to the same period last year. Cost of
service revenue was comprised primarily of personnel and data center costs. The increase in service gross margin was primarily driven by pricing actions in
earlier periods and the favorable impact of foreign currency fluctuations, partially offset by increased labor cost and increased cloud delivery costs as we
continue to expand our cloud to SASE delivery models. We consider our single vendor SASE solution opening to be a new market, and one where our SD-
WAN installed base can be leveraged as a market access point. We plan to accelerate our PoPs, or PoP deployment, with our dual strategy to invest in our
own PoPs as well as working with third-party providers to accelerate our deployment.
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Operating expenses

Three Months Ended
June 30, June 30,
2023 2022
% of % of
Amount Revenue Amount Revenue Change % Change

(in millions, except percentages)
Operating expenses:

Research and development $ 153.3 12% $ 124.3 12% $ 29.0 23 %
Sales and marketing 515.9 40 415.5 40 100.4 24
General and administrative 49.9 4 45.4 4 4.5 10
Gain on [P matter (1.1) — (1.2) — 0.1 8)
Total operating expenses $ 718.0 56% $ 584.0 57% $ 134.0 23 %

Percentages have been rounded for presentation purposes and may differ from unrounded results.

Research and development

Research and development expense increased $29.0 million, or 23%, during the three months ended June 30, 2023 compared to the same period
last year, primarily due to a $21.7 million increase in personnel-related costs as a result of increased headcount to support the development of new products
and continued enhancements to our existing products. In addition, we incurred an increase of $3.5 million of depreciation and other occupancy costs and an
increase of $3.3 million of product development costs, partially offset by the favorable impact of foreign currency fluctuations. We currently intend to
continue investing in our research and development organization, and expect our research and development expense to increase in absolute dollars during
the remainder of 2023.

Sales and marketing

Sales and marketing expense increased $100.4 million, or 24%, during the three months ended June 30, 2023 compared to the same period last
year, primarily due to a $74.0 million increase in personnel-related costs as we increased our sales and pipeline generation capacity. The increase in
headcount is expected to help drive global market revenue increases. In addition, we incurred increases in marketing-related expense of $13.1 million,
travel expense of $6.5 million, and depreciation and other occupancy expense of $5.3 million. We currently intend to continue making investments in sales
and marketing resources critical to support our future growth and expect our sales and marketing expense to increase in absolute dollars during the
remainder of 2023.

General and administrative

General and administrative expense increased $4.5 million, or 10%, during the three months ended June 30, 2023 compared to the same period last
year, primarily due to an increase of $5.4 million in personnel-related costs, $2.8 million in legal and other professional service fees, and partially offset by
a decrease of $4.1 million in provision for expected credit losses. We currently expect general and administrative expense to increase in absolute dollars
during the remainder of 2023.

Operating income and margin

We generated operating income of $279.0 million during the three months ended June 30, 2023, an increase of $83.7 million, or 43%, compared to
$195.3 million in the same period last year. Operating income as a percentage of revenue was 21.6% during the three months ended June 30, 2023,
compared to 19.0% in the same period last year, due to the stronger gross margin performance. The increase in operating margin primarily benefits from
1.4 percentage points increase in gross margin, and 0.5 percentage points, 0.4 percentage points and 0.2 percentage points decreases in general and
administrative expense, sales and marketing expense and research and development expense as a percentage of revenue, respectively.
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Interest income, interest expense and other expense—net

Three Months Ended
June 30, June 30,
2023 2022 Change % Change
(in millions, except percentages)
Interest income $ 316 $ 24 $ 29.2 1,217 %
Interest expense $ 52) $ 45 $ 0.7) 16 %
Other expense—net $ 6.2) $ 93) $ 3.1 (33)%

Interest income increased $29.2 million during the three months ended June 30, 2023 compared to the same period last year, as a result of higher
interest rates and greater investment balances. Interest income varies depending on our average investment balances during the period, types and mix of
investments, and market interest rates. Interest expense remained comparatively flat during the three months ended June 30, 2023 compared to the same
period last year. The $3.1 million decrease in Other expense—net during the three months ended June 30, 2023 compared to the same period last year, was
primarily due to a $4.1 million recovery in the loss on marketable equity securities, offset by a $1.8 million increase in foreign currency exchange loss.

Provision for income taxes

Three Months Ended
June 30, June 30,
2023 2022 Change % Change
(in millions, except percentages)
Provision for income taxes $ 27.6 $ 2.4 $ 25.2 1,050 %
Effective tax rate (%) 9% 1%

Our effective tax rate was 9% for the three months ended June 30, 2023 compared to an effective tax rate of 1% for the same period last year. The
provision for income taxes for the three months ended June 30, 2023 was primarily comprised of U.S. federal and state taxes, withholding taxes and foreign
taxes totaling $84.8 million, which were favorably affected by a tax benefit of $25.8 million from the foreign-derived intangible income deduction (the
“FDII deduction”), excess tax benefits from stock-based compensation expense of $13.3 million, and the release of reserves of $18.1 million on uncertain
tax positions and the accrued interest thereon due to the expiration of statutes of limitations.

The provision for income taxes for the three months ended June 30, 2022 was comprised of U.S. federal and state taxes, withholding taxes, and
foreign taxes totaling $54.5 million, which were favorably affected by a tax benefit of $18.6 million from the FDII deduction, excess tax benefits from
stock-based compensation expense of $17.3 million, and the release of reserves of $16.2 million on uncertain tax positions and the accrued interest thereon
due to the expiration of statutes of limitations.

Loss from Equity Method Investment

Three Months Ended
June 30, June 30,
2023 2022 Change % Change

(in millions, except percentages)
Loss from equity method investment $ 53 % 81 $ 2.8 (35)%

Loss from equity method investment decreased $2.8 million during the three months ended June 30, 2023 compared to the same period last year,
due to the decrease in our proportionate share of loss of Linksys’ financial results as well as our share of the amortization of the basis differences.
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Six Months Ended June 30, 2023 and 2022

Revenue
Six Months Ended
June 30, June 30,
2023 2022
% of % of
Amount Revenue Amount Revenue Change % Change
(in millions, except percentages)

Revenue:

Product $ 973.3 38% $ 771.7 39 % 201.6 26 %

Service 1,581.8 62 1,213.2 61 368.6 30
Total revenue $ 2,555.1 100% $ 1,984.9 100 % 570.2 29 %
Revenue by geography:

Americas $ 1,060.5 1% $ 796.2 40 % 264.3 33 %

EMEA 985.1 39 737.8 37 247.3 34

APAC 509.5 20 450.9 23 58.6 13
Total revenue $ 2,555.1 100% $ 1,984.9 100% $ 570.2 29 %

Total revenue increased $570.2 million, or 29%, during the six months ended June 30, 2023 compared to the same period last year. We continued
to experience significant organic revenue growth (i.e., revenue growth excluding attribution from recent acquisitions) with diversification of revenue
geographically, and across both customers and industries. Revenue from all regions grew, with the Americas contributing the largest portion of the increase
on an absolute dollar basis and EMEA contributing the largest portion of the increase on a percentage basis.

Product revenue increased $201.6 million, or 26%, during the six months ended June 30, 2023 compared to the same period last year. Product
revenue growth was consistent with an elevated cyber threat landscape, the convergence of security and networking and included the benefit of certain
historical pricing actions, improving supply chain dynamics and changes in the backlog balance. The product revenue growth was primarily due to strong
growth across many of our Enhanced Platform Technology products, including our secure access products.

Service revenue increased $368.6 million, or 30%, during the six months ended June 30, 2023 compared to the same period last year. FortiGuard
and other security subscription revenue increased $225.7 million, or 35%, and technical support and other services revenue increased $142.9 million, or
26%, during the six months ended June 30, 2023 compared to the same period last year. Excluding Alaxala, technical support growth increased 27% during
the six months ended June 30, 2023. The increases were primarily due to pricing actions in prior periods, strength in our Saa$S offerings and the recognition
of revenue from our growing deferred revenue balance related to FortiGuard and other security subscriptions as well as FortiCare technical support and
other services. FortiGuard outpaced technical support growth due to expansion of our SaaS-based security subscription service offerings, while technical
support growth was impacted by the lower service revenue of Alaxala.

Of the service revenue recognized during the six months ended June 30, 2023, 81% was included in the deferred revenue balance as of
December 31, 2022. Of the service revenue recognized during the six months ended June 30, 2022, 80% was included in the deferred revenue balance as of
December 31, 2021. We expect service revenue will continue to increase throughout the remainder of 2023, as our business is expected to grow, and as
service revenue benefits from previous pricing actions. However, there are risks to service revenue growth rates, including customers reducing their
spending, pricing actions, supply chain constraints, customers taking longer to buy their service and other risks.
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Cost of revenue and gross margin

Six Months Ended
June 30, June 30,
2023 2022 Change % Change
(in millions, except percentages)

Cost of revenue:

Product 368.1 $ 316.2 $ 51.9 16 %

Service 235.5 188.4 47.1 25 %
Total cost of revenue 603.6 $ 5046  $ 99.0 20 %
Gross margin (%):

Product 62.2 % 59.0 %

Service 85.1 84.5
Total gross margin 76.4 % 74.6 %

Total gross margin increased 1.8 percentage points during the six months ended June 30, 2023 compared to the same period last year, primarily
driven by increased product and service gross margins and a shift in the revenue mix. As a percentage of total revenue, the revenue mix shifted 0.8
percentage points from product revenue to service revenue.

Product gross margin increased 3.2 percentage points during the six months ended June 30, 2023 compared to the same period last year. The
product margin was primarily benefited from earlier pricing actions and lower expedite fees and freight costs, partially offset by higher inventory related
reserve expense. Cost of product revenue was comprised primarily of third-party contract manufacturers’ costs and the costs of materials used in
production.

Service gross margin increased 0.6 percentage points during the six months ended June 30, 2023 compared to the same period last year. Cost of
service revenue was comprised primarily of personnel and data center costs. The increase in service gross margin was primarily driven by pricing actions in
earlier periods and the favorable impact of foreign currency fluctuations, partially offset by increased labor cost and our increased cloud delivery costs as
we continue to expand our cloud to SASE delivery models.

Operating expenses

Six Months Ended
June 30, June 30,
2023 2022
% of % of
Amount Revenue Amount Revenue Change % Change
(in millions, except percentages)

Operating expenses:

Research and development $ 304.4 12% $ 249.2 13% $ 55.2 22 %

Sales and marketing 994.2 39 803.1 41 191.1 24

General and administrative 102.7 4 84.0 4 18.7 22

Gain on [P matter (2.3) — 2.3) — — —
Total operating expenses $ 1,399.0 55% $ 1,134.0 57% $ 265.0 23 %

Percentages have been rounded for presentation purposes and may differ from unrounded results.

Research and development

Research and development expense increased $55.2 million, or 22%, during the six months ended June 30, 2023 compared to the same period last
year, primarily due to an increase of $41.3 million in personnel-related costs as a result of increased headcount to support the development of new products
and continued enhancements to our existing products. In addition, product development costs increased by $8.7 million and depreciation expense and other
occupancy-related expense increased by $3.4 million, partially offset by the favorable impact of foreign currency fluctuations.
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Sales and marketing

Sales and marketing expense increased $191.1 million, or 24%, during the six months ended June 30, 2023 compared to the same period last year,
primarily due to an increase of $140.7 million in personnel-related costs. We significantly increased our sales and pipeline generation capacity, including
newer non-tenured sales people. The increase in headcount is expected to help drive global market revenue increases. In addition, marketing-related
expense increased by $21.1 million, travel expense increased by $14.8 million and depreciation expense and other occupancy-related expense increased by
$10.2 million, partially offset by the favorable impact of foreign currency fluctuations.

General and administrative

General and administrative expense increased $18.7 million, or 22%, during the six months ended June 30, 2023 compared to the same period last
year, primarily due to an increase of $9.7 million in personnel-related costs, an increase of $8.2 million in legal and other professional service fees, partially
offset by a decrease of $1.2 million in provision for expected credit losses.

Operating income and margin

We generated operating income of $552.5 million during the six months ended June 30, 2023, an increase of $206.2 million, or 60%, compared to
$346.3 million in the same period last year. Operating income as a percentage of revenue increased to 21.6% during the six months ended June 30, 2023
compared to 17.4% in the same period last year, due to the stronger gross margin performance. The increase in our operating margin was primarily due to
1.8 percentage points increase in gross margin, and 1.6 percentage points, 0.7 percentage points and 0.2 percentage points decreases in sales and marketing
expense, research and development expense and general and administrative expense as percentage of revenue, respectively.

Interest income, interest expense and other expense—net

Six Months Ended
June 30, June 30,
2023 2022 Change % Change
(in millions, except percentages)
Interest income $ 522 $ 3.7 $ 48.5 1,311 %
Interest expense $ (10.2) $ 9.0) $ (1.2) 13 %
Other expense—net $ “42) $ (18.4) $ 14.2 (77)%

Interest income increased $48.5 million during the six months ended June 30, 2023 compared to the same period last year, primarily as a result of
higher interest rates and greater investment balances. Interest income varies depending on our average investment balances during the period, types and
mix of investments, and market interest rates. Interest expense remained comparatively flat during the six months ended June 30, 2023 compared to the
same period last year. Other expense—net decreased by $14.2 million during the six months ended June 30, 2023 compared to the same period last year,
due to a $10.9 million recovery in the loss on marketable equity securities and a $3.0 million decrease of foreign currency exchange loss.

Provision for (benefit from) income taxes

Six Months Ended
June 30, June 30,
2023 2022 Change % Change
(in millions, except percentages)
Provision for (benefit from) income taxes $ 48.9 $ (5.7) $ 54.6 (958)%
Effective tax rate (%) 8 % 2)%

Our effective tax rate was 8% for the six months ended June 30, 2023 compared to an effective tax rate of negative 2% for the same period last
year. The provision for income taxes for the six months ended June 30, 2023 was primarily comprised of U.S. federal and state taxes, withholding taxes and
foreign taxes that were $170.6 million. This provision for income taxes was favorably affected by a tax benefit of $64.0 million from the FDII deduction,
excess tax benefits from stock-based compensation expense of $39.6 million, and the release of reserves of $18.1 million on uncertain tax positions and the
accrued interest thereon due to the expiration of statutes of limitations.
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The benefit from income taxes for the six months ended June 30, 2022 was comprised of U.S. federal and state taxes, withholding taxes, and
foreign taxes that were $93.3 million, which were offset by a tax benefit of $33.3 million from the FDII deduction, excess tax benefits from stock-based
compensation expense of $49.5 million, and the release of reserves of $16.2 million on uncertain tax positions and the accrued interest thereon due to the
expiration of statutes of limitations.

Loss from Equity Method Investment

Six Months Ended
June 30, June 30,
2023 2022 Change % Change
(in millions, except percentages)
Loss from equity method investment $ 74) $ (16.6) $ (10.8) 65 %

Loss from equity method investment increased $10.8 million during the six months ended June 30, 2023 compared to the same period last year,
due to the increase in our proportionate share of loss of Linksys’ financial results as well as our share of the amortization of the basis differences from prior
quarter.

Liquidity and Capital Resources

As of
June 30, December 31,
2023 2022
(in millions)
Cash and cash equivalents $ 2,376.3 $ 1,682.9
Short-term and long-term investments 919.3 548.1
Marketable equity securities 22.1 25.5
Total cash, cash equivalents, investments and marketable equity securities $ 3,317.7  $ 2,256.5
Working capital $ 1,377.5 $ 732.0
Six Months Ended
June 30, June 30,
2023 2022
(in millions)
Net cash provided by operating activities $ 1,1926 $ 719.5
Net cash provided by (used in) investing activities (466.5) 248.7
Net cash used in financing activities (31.4) (1,576.3)
Effect of exchange rate changes on cash and cash equivalents (1.3) (1.0)
Net increase (decrease) in cash and cash equivalents $ 6934 § (609.1)

Liquidity and capital resources are primarily impacted by our operating activities, as well as payment of taxes in connection with the net
settlement of equity awards, real estate and other capital expenditures, proceeds from the issuance of common stock, cash used for stock repurchases and
the timing of income tax payments. In accordance with disaster relief announced by the Internal Revenue Service, we have postponed U.S. federal tax
payments from the second quarter of 2023 to the fourth quarter of 2023. We expect to postpone additional U.S. federal tax payments from the third quarter
of 2023 to the fourth quarter of 2023, and we expect that our cash payments for income taxes to be significantly higher, in the range of $370.0 million to
$380.0 million in the fourth quarter of 2023.

In recent years, we have received significant capital resources from our billings to customers, issuance of investment grade debt and, to some
extent, from the exercise of stock options by our employees. Additional increases in billings may depend on a number of factors, including demand for and
availability of our products and services, competition, pricing actions, market or industry changes, macroeconomic events such as rising inflation and
interest rates, economic strength, supply chain capacity and disruptions, international conflicts, including the war in Ukraine, and our ability to execute. We
expect proceeds from the exercise of stock options in future years to be impacted by the increased mix of restricted stock units and performance stock units
versus stock options granted to our employees and to vary based on our share price.
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In February 2023, our board of directors approved an extension of the Repurchase Program to February 29, 2024. In April 2023, our board of
directors approved a $1.0 billion increase in the authorized amount under the Repurchase Program, bringing the aggregate amount authorized to be
repurchased to $6.25 billion of our outstanding common stock through February 29, 2024. There were no shares repurchased under the Repurchase
Program during the six months ended June 30, 2023. In July 2023, our board of directors approved a $500.0 million increase in the authorized stock
repurchase amount under the Repurchase Program, bringing the aggregate amount authorized for repurchase to $6.75 billion of our outstanding common
stock through February 29, 2024. As of August 7, 2023, approximately $1.87 billion remained available for future share repurchases.

We expect to continue to increase our data centers, PoPs, office and warehouse capacity to support growth and the expansion of existing services
or introduction of new services. As we purchase new properties, we will work to incorporate these properties into the environmental goals we have
established. We estimate capital expenditures to be between approximately $225 million and $275 million in the second half of 2023.

We believe that our cash provided by operating activities, together with our existing cash, cash equivalents and investments will be sufficient to
meet our anticipated cash needs and do not currently intend to retire our Senior Notes early. Refer to Note 10, Debt, in Part I, Item 1 of this Quarterly
Report on Form 10-Q for information on the Senior Notes. As of June 30, 2023, the long-term debt, net of unamortized discount and debt issuance costs,
was $991.3 million.

We enter into non-cancellable agreements with contract manufacturers and certain component suppliers to procure inventory based on our
requirements in order to negotiate manufacturing lead times and encourage and incentivize vendors to deliver components and finished goods. In certain
instances, these agreements allow us the option to reschedule and adjust our requirements based on our business needs prior to firm orders being placed.
These purchase commitments as of June 30, 2023 totaled $1.01 billion, a decrease of $324.8 million compared to $1.34 billion as of December 31, 2022
due to fulfillment of customer demand as our supply availability improved and our continued efforts to work with contract manufacturers and suppliers to
optimize our inventory and purchase commitment position. We increased our purchase commitments in prior years to address significant supply constraints
seen industry-wide due to component shortages. Our agreements secured supply and pricing for certain product components commitments with contract
manufacturers to meet customer demand and to address extended lead times. We also have open purchase orders and contractual obligations in the ordinary
course of business for which we have not received goods or services. As of June 30, 2023, we had $84.6 million in other contractual commitments having a
remaining term in excess of one year that are non-cancelable.

There have been no significant changes to our leases as disclosed in our Annual Report on Form 10-K for the year ended December 31, 2022.

As of June 30, 2023, our cash, cash equivalents, short-term and long-term investments of $3.30 billion were invested primarily in deposit
accounts, money market funds, corporate debt securities, commercial paper, certificates of deposit and term deposits, U.S. government and agency
securities and municipal bonds. It is our investment policy to invest excess cash in a manner that preserves capital, provides liquidity and generates return
without significantly increasing risk. We do not enter into investments for trading or speculative purposes.

The amount of cash, cash equivalents and investments held by our international subsidiaries was $208.0 million as of June 30, 2023 and
$218.1 million as of December 31, 2022.

We believe that our existing cash and cash equivalents and cash flow from operations will be sufficient for at least the next 12 months to meet our
requirements and plans for cash, including meeting our working capital requirements and capital expenditure requirements. In the long term, our ability to
support our requirements and plans for cash, including our working capital and capital expenditure requirements will depend on many factors, including
our growth rate; the timing and amount of our share repurchases; the expansion of sales and marketing activities, pricing actions, the introduction of new
and enhanced products and services offerings; the continuing market acceptance of our products; the timing and extent of spending to support development
efforts; our investments in purchasing, developing or leasing real estate; cash tax payments and macroeconomic impacts such as rising inflation and interest
rates; the war in Ukraine; and instability in the global banking system. Historically, we have required capital principally to fund our working capital needs,
share repurchases, capital expenditures and acquisition activities. In the event that additional financing is required from outside sources, we may not be able
to raise it on terms acceptable to us or at all.

As of June 30, 2023, we did not have any relationships with unconsolidated organizations or financial partnerships, such as structured finance or
special purpose entities that would have been established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or
limited purposes.

41



Table of Contents

Operating Activities

Cash generated by operating activities is our primary source of liquidity. It is primarily comprised of net income, as adjusted for non-cash items
and changes in operating assets and liabilities. Non-cash adjustments consist primarily of amortization of deferred contract costs, stock-based compensation
and depreciation and amortization. Changes in operating assets and liabilities consist primarily of changes in deferred revenue, accounts receivable—net,
deferred contract costs, income taxes payable, deferred tax assets and inventory.

Our operating activities during the six months ended June 30, 2023 provided cash flows of $1.19 billion, an increase of $473.1 million compared
to the same period last year, as a result of the continued growth of our business, improved profitability and our ability to successfully manage our working
capital. Changes in operating assets and liabilities primarily resulted from an increase in sales of our FortiGuard and other security subscription services
and FortiCare technical support services to new and existing customers, as reflected by an increase of $489.3 million in our deferred revenue during the six
months ended June 30, 2023. In addition, changes in operating assets and liabilities were driven by a decrease of $179.0 million in accounts receivable—
net, an increase of $168.5 million in deferred contract costs, an increase of $161.8 million in deferred tax assets, an increase of $156.9 million in income
taxes payable as we deferred our U.S. federal tax payments in the second quarter of 2023 following the disaster relief provided by the Internal Revenue
Service and an increase of $130.2 million in inventory.
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Investing Activities

The changes in cash flows from investing activities primarily relate to timing of purchases, maturities and sales of investments and purchases of
property and equipment. Historically, in making a lease-versus-ownership decision related to warehouse, office or data space, we have considered various
factors including financial metrics, expected long-term growth rates, time to market and changes in asset values. In certain cases, we have elected to own a
facility if we believe that purchasing or developing buildings rather than leasing is more closely aligned with our long-term strategy. We expect to make
similar decisions in the future. We may also make cash payments in connection with future business combinations.

During the six months ended June 30, 2023, cash used in investing activities was $466.5 million, primarily driven by $359.5 million spent for
purchases of investments, net of maturities and sales of investments and $107.1 million of purchases of property and equipment.

Financing Activities

The changes in cash flows from financing activities primarily relate to repurchase and retirement of common stock, and taxes paid related to net
share settlement of equity awards, net of proceeds from the issuance of common stock under the Amended and Restated Fortinet, Inc. 2009 Equity
Incentive Plan.

During the six months ended June 30, 2023, cash used in financing activities was $31.4 million, primarily driven by $30.4 million used to pay tax
withholding, net of proceeds from the issuance of common stock.

ITEM 3. Quantitative and Qualitative Disclosures about Market Risk

There were no material changes in our market risk during the six months ended June 30, 2023 compared to the disclosures in Part II, Item 7A of
the Form 10-K.

ITEM 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the effectiveness of our disclosure
controls and procedures (as defined in Rule 13a-15(e) or 15d-15(e) under the Exchange Act as of June 30, 2023. In designing and evaluating the disclosure
controls and procedures, management recognized that any controls and procedures, no matter how well designed and operated, can provide only reasonable
assurance of achieving the desired control objectives. In addition, the design of disclosure controls and procedures must reflect the fact that there are
resource constraints and that management is required to apply its judgment in evaluating the benefits of possible controls and procedures relative to their
costs.

Based on that evaluation, our chief executive officer and chief financial officer concluded that our disclosure controls and procedures were
effective as of June 30, 2023 to provide reasonable assurance that information we are required to disclose in reports that we file or submit under the
Exchange Act is recorded, processed, summarized and reported within the time periods specified in SEC rules and forms, and that such information is
accumulated and communicated to our management, including our chief executive officer and chief financial officer, as appropriate, to allow timely
decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

There were no changes in our internal controls over financial reporting (as defined in Rules 13a-15(f) or 15d-15(f) under the Exchange Act) during
the quarter ended June 30, 2023, that have materially affected, or are reasonably likely to materially affect, our internal controls over financial reporting.
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PART II—OTHER INFORMATION

ITEM 1. Legal Proceedings

We are subject to various claims, complaints and legal actions that arise from time to time. We accrue for contingencies when we believe that a
loss is probable and that we can reasonably estimate the amount of any such loss. There can be no assurance that existing or future legal proceedings
arising in the ordinary course of business or otherwise will not have a material adverse effect on our business, consolidated financial position, results of
operations or cash flows. Refer to Note 11. Commitments and Contingencies in Part I, Item 1 of this Quarterly Report on Form 10-Q for additional

information.

ITEM 1A. Risk Factors

Investing in our common stock involves a high degree of risk. Investors should carefully consider the following risks and all other information
contained in this Quarterly Report on Form 10-Q, including our condensed consolidated financial statements and the related notes, before investing in our
common stock. The risks and uncertainties described below are not the only ones we face. Additional risks and uncertainties that we are unaware of, or that
we currently believe are not material, also may become important factors that dffect us. If any of the following risks materialize, our business, financial
condition and results of operations could be materially harmed. In that case, the trading price of our common stock could decline substantially, and
investors may lose some or all of their investment. We have summarized risks immediately below and encourage investors to carefully read the entirety of
this Risk Factors section.

Risks Related to Our Business and Financial Position

Our operating results are likely to vary significantly and be unpredictable.

Our operating results have historically varied from period to period, and we expect that they will continue to do so as a result of a number of
factors, many of which are outside of our control or may be difficult to predict, including:

economic conditions, including macroeconomic and regional economic challenges resulting, for example, from a recession or other
economic downturn, increased inflation or possible stagflation in certain geographies, rising interest rates, the war in Ukraine, tensions
between China and Taiwan, or other factors;

sales strategy, productivity and execution, and our ability to attract and retain new end-customers or sell additional products and services
to our existing end-customers, including customer demand for platform solutions like ours versus point solutions;

component shortages, including chips and other components, and product inventory shortages, including those caused by factors outside
of our control, such as epidemics and pandemics, supply chain disruptions, inflation and other cost increases, international trade disputes
or tariffs, natural disasters, health emergencies, power outages, civil unrest, labor disruption, international conflicts, terrorism, wars, such
as the war in Ukraine, and critical infrastructure attacks;

inventory management, including future inventory purchase order commitments;

the level of demand for our products and services, which may render forecasts inaccurate, increase backlog or future inventory purchase
order commitments and lead to price decreases;

based on supply chain shortages, including component and other shortages, our backlog has fluctuated over past quarters and any
decrease in growth or negative growth of in-quarter billings and revenue may not be reflected by our aggregate billings and revenue. As
we fulfill, ship and bill during a quarter to satisfy backlog, this will increase our aggregate billings and revenue during any particular
quarter;

supplier cost increases and any lack of market acceptance of our price increases designed to help offset any supplier cost increases;
the effects of our reduction of operations in Russia;

the timing of channel partner and end-customer orders and our reliance on a concentration of shipments at the end of each quarter;
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the impact to our business, the global economy, disruption of global supply chains and creation of significant volatility and disruption of
the financial markets due to factors such as increased inflation or possible stagflation in certain geographies, increasing or decreasing
interest rates, the war in Ukraine and other factors;

any actual or perceived vulnerabilities in our products or services, and any actual or perceived breach of our network or our customers’
networks;

the timing of shipments, which may depend on factors such as inventory levels, logistics, manufacturing or shipping delays, our ability to
ship products on schedule and our ability to accurately forecast inventory requirements and our suppliers’ ability to deliver components
and finished goods;

increased expenses, unforeseen liabilities or write-downs and any negative impact on results of operations from any acquisition or equity
investment consummated, as well as accounting risks, integration risks related to product plans and products and risks of negative impact
by such acquisitions and equity investments on our financial results;

investors’ expectations of our performance relating to environmental, social and governance (“ESG”) and commitment to carbon
neutrality;

certain customer agreements which contain service-level agreements, under which we guarantee specified availability of our platform and
solutions;

data security requirements that may be inconsistently enforced in certain jurisdictions;
impairments as a result of certain events or changes in circumstances;

the mix of products sold and the mix of revenue between products and services, as well as the degree to which products and services are
bundled and sold together for a package price;

the purchasing practices and budgeting cycles of our channel partners and end-customers, including the effect of the end of product
lifecycles or refresh cycles;

any decreases in demand by channel partners or end-customers, including any such decreases caused by factors outside of our control
such as natural disasters and health emergencies, including earthquakes, droughts, fires, power outages, typhoons, floods, pandemics or
epidemics and manmade events such as civil unrest, labor disruption, international trade disputes, international conflicts, terrorism, wars,
such as the war in Ukraine, and critical infrastructure attacks;

the effectiveness of our sales organization, generally or in a particular geographic region, including the time it takes to hire sales
personnel, the timing of hiring and our ability to hire and retain effective sales personnel, as well as our efforts to align our sales capacity
and market demand;

sales productivity and sales execution risk related to effectively selling to all segments of the market, including enterprise and small- and
medium-sized businesses, government organizations and service providers, and to selling our broad security product and services
portfolio, including, among other execution risks, risks associated with the complexity and distraction in selling to all segments, increased
competition and unpredictability of timing to close larger enterprise and large organization deals, and the risk that our sales
representatives do not effectively sell products and services;

execution risk associated with our efforts to capture the opportunities related to our identified growth drivers, such as risk associated with
our ability to capitalize on the convergence of networking and security, vendor consolidation of various cyber security solutions, SD-
WAN, infrastructure security, security operations, SASE and other cloud security solutions, endpoint protection, and IoT and OT security
opportunities;

the seasonal buying patterns of our end-customers;

the timing and level of our investments in sales and marketing, and the impact of such investments on our operating expenses, operating
margin and the productivity, capacity, tenure and effectiveness of execution of our sales and marketing teams;
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the timing of revenue recognition for our sales, including any impacts resulting from extension of payment terms to distributors and
fluctuations in backlog levels, which could result in more variability and less predictability in our quarter-to-quarter revenue and
operating results;

the level of perceived threats to network security, which may fluctuate from period to period,;

changes in the requirements, market needs or buying practices and patterns of our distributors, resellers or end-customers;

changes in the growth rates of the network security market in particular and other security and networking markets, such as SD-WAN,
OT, switches, access points, security operations, SASE and other cloud solutions for which we and our competitors sell products and

services;

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

the deferral of orders from distributors, resellers or end-customers in anticipation of new products or product enhancements announced
by us or our competitors, price decreases or changes in our registration policies, or the acceleration of orders in response to our
announced or expected price list increases;

increases or decreases in our billings, revenue and expenses caused by fluctuations in foreign currency exchange rates or a strengthening

of the U.S. dollar, as a significant portion of our expenses is incurred and paid in currencies other than the U.S. dollar, and the impact
such fluctuations may have on the actual prices that our partners and customers are willing to pay for our products and services;

compliance with existing laws and regulations;

our ability to obtain and maintain permits, clearances and certifications that are applicable to our ability to conduct business with the U.S.
federal government, other international and local governments and other industries and sectors;

litigation, litigation fees and costs, settlements, judgments and other equitable and legal relief granted related to litigation;
the impact of cloud-based security solutions on our billings, revenue, operating margins and free cash flow;

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

price competition and increased competitiveness in our market, including the competitive pressure caused by product refresh cycles;
our ability to both increase revenue and manage and control operating expenses in order to maintain or improve our operating margins;
changes in customer renewal rates or attach rates for our services;

changes in the timing of our billings, collection for our contracts or the contractual term of service sold;

changes in our estimated annual effective tax rates and the tax treatment of research and development expenses and the related impact of
cash from operations;

changes in circumstances and challenges in business conditions, including decreased demand, which may negatively impact our channel
partners’ ability to sell the current inventory they hold and negatively impact their future purchases of products from us;

increased demand for cloud-based services and the uncertainty associated with transitioning to providing such services;

our channel partners having insufficient financial resources to withstand changes and challenges in business conditions;
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. disruptions in our channel or termination of our relationship with important channel partners, including as a result of consolidation among
distributors and resellers of security solutions;

. insolvency, credit or other difficulties confronting our key suppliers and channel partners, which could affect their ability to purchase or
pay for products and services and which could disrupt our supply or distribution chain;

. policy changes and uncertainty with respect to immigration laws, trade policy and tariffs, including increased tariffs applicable to
countries where we manufacture our products, foreign imports and tax laws related to international commerce;

. political, economic and social instability, including geo-political instability and uncertainty, such as that caused by the war in Ukraine
and tensions between China and Taiwan, and any disruption or negative impact on our ability to sell to, ship product to and support
customers in certain regions based on trade restrictions, embargoes and export control law restrictions;

. general economic conditions, both in domestic and foreign markets;

. future accounting pronouncements or changes in our accounting policies as well as the significant costs that may be incurred to adopt and
comply with these new pronouncements;

. possible impairments or acceleration of depreciation of our existing real estate due to our current real estate investments and future
acquisition and development plans; and

. legislative or regulatory changes, such as with respect to privacy, information and cybersecurity, exports, the environment, regional
component bans, and requirements for local manufacture.

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 quarterly
financial and other operating results. This variability and unpredictability could result in our failing to meet our internal operating plan or the expectations
of securities analysts or investors for any period. If we fail to meet or exceed such expectations for these or any other reasons, the market price of our
shares could fall substantially and we could face costly lawsuits, including securities class action suits. In addition, a significant percentage of our operating
expenses are fixed in nature over the near term. Accordingly, in the event of revenue shortfalls, we are generally unable to mitigate the negative impact on
margins in the short term.

Adverse economic conditions, such as a possible recession and possible impacts of inflation or stagflation, increasing or decreasing interest rates,
reduced information technology spending or any economic downturn or recession, may adversely impact our business.

Our business depends on the overall demand for information technology and on the economic health of our current and prospective customers. In
addition, the purchase of our products is often discretionary and may involve a significant commitment of capital and other resources. Weak global and
regional economic conditions and spending environments, based on a downturn in the economy, a possible recession and the effects of ongoing or
increased inflation or possible stagflation in certain geographies, increasing or decreasing interest rates, geopolitical instability and uncertainty, a reduction
in information technology spending regardless of macroeconomic conditions, the effects of epidemics and pandemics and the impact of the war in Ukraine
each could have a material adverse impacts on our financial condition and results of operations and our business, including resulting in longer sales cycles,
lower prices for our products and services, increased component costs, higher default rates among our channel partners, reduced unit sales, lower prices and
slower or declining growth. These can negatively impact our business by putting downward pressure on growth if we are unable to achieve the increases in
product prices necessary to appropriately offset the additional costs in a manner sufficient to maintain margins. Any of these impacts may materially and
adversely affect our business, financial condition, results of operations and liquidity.

The existence of inflation in certain economies has resulted in, and may continue to result in, increasing or decreasing interest rates and capital
costs, increased component or shipping costs, increased costs of labor, weakening exchange rates and other similar effects. Although we take measures to
mitigate risks such as those associated with inflation, the mitigating measures may not be effective or their impact may not offset the increased cost of
inflation in a timely manner. Inflation, an economic downturn, a recession and any other economic challenges may also adversely impact spending patterns
by our distributors, resellers and end-customers.
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Our real estate investments, including construction or acquisition of new data centers, data center expansions or office buildings, could involve
significant risks to our business.

In order to sustain our growth in certain of our existing and new markets, we may expand existing data centers, lease new facilities or acquire
suitable land, with or without structures, to build new data centers or office buildings. These projects expose us to risks which could have an adverse effect
on our results of operations and financial condition. The current global supply chain and inflation issues have exacerbated many of these construction risks
and created additional risks for our business. Some of the risks associated with construction projects include:

. construction delays;

. lack of availability and delays for data center equipment, including items such as generators and switchgear;
. unexpected budget changes;

. increased prices for and delays in obtaining building supplies, raw materials and data center equipment;

. labor availability, labor disputes and work stoppages with contractors, subcontractors and other third parties;
. unanticipated environmental issues and geological problems;

. delays related to permitting and approvals to open from public agencies and utility companies;

. unexpected lack of power access;

. failure or inability for any reason to meet customer requirements;

. investor expectations regarding ESG;

. delays in site readiness leading to our failure to meet commitments made to customers; and

. unanticipated customer requirements that would necessitate alternative data center design, making our sites less desirable or leading to

increased costs in order to make necessary modifications or retrofits.

All construction-related projects require us to carefully select and rely on the experience of one or more designers, general contractors and
associated subcontractors during the design and construction process. Should a designer, general contractor, significant subcontractor or key supplier
experience financial problems or other problems during the design or construction process, we could experience significant delays, increased costs to
complete the project and/or other negative impacts to our expected returns.

‘We have broad insurance programs covering our properties and operating activities with limits of liability, deductibles and self-insured retentions
that we believe are comparable to similarly situated companies. We believe the policy specifications and insured limits of these policies are adequate and
appropriate. There are, however, certain types of extraordinary losses which may not be adequately covered under our insurance program. In addition, we
could sustain losses due to insurance deductibles, self-insured retention, uninsured claims or casualties or losses in excess of applicable coverage. If an
uninsured loss or a loss in excess of insured limits occurs, we could lose all or a portion of the capital we have invested in a property, as well as the
anticipated future revenue from the property. In such an event, we might nevertheless remain obligated for any mortgage debt or other financial obligations
related to the property. Material losses in excess of insurance proceeds may occur in the future. Such events could materially and adversely affect our
financial condition and results of operations.

Additionally, under various federal, state and local environmental laws, ordinances and regulations, a current or previous owner or operator of real
property may be liable for the costs of removal or remediation of hazardous or toxic substances on, under or in that property. Those laws often impose
liability even if the owner or operator did not cause or know of the presence of hazardous or toxic substances and even if the storage of those substances
was in violation of a customer’s lease. In addition, the presence of hazardous or toxic substances, or the failure of the owner to address their presence on the
property, may adversely affect the owner’s ability to borrow using that real property as collateral. Any environmental issues related to our real estate
activities could materially and adversely affect our financial condition and results of operations.
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Our billings, revenue and free cash flow growth may slow or may not continue, and our operating margins may decline.

We may experience slowing growth or a decrease in billings, revenue, operating margin and free cash flow for a number of reasons, including a
slowdown in demand for our products or services, a shift in demand from products to services, decrease in services revenue growth, increased competition,
worldwide or regional economic challenges based on inflation or possible stagflation, a regional recession or a recession in the global economy, rising
interest rates, the war in Ukraine, a decrease in the growth of our overall market or softness in demand in certain geographies or industry verticals, such as
the service provider industry, changes in our strategic opportunities, execution risks, lower sales productivity and our failure for any reason to continue to
capitalize on sales and growth opportunities due to other risks identified in the risk factors described in this periodic report. Our expenses as a percentage of
total revenue may be higher than expected if our revenue is lower than expected. If our investments in sales and marketing and other functional areas do not
result in expected billings and revenue growth, we may experience margin declines. In addition, we may not be able to sustain profitability in future periods
if we fail to increase billings, revenue or deferred revenue, and do not appropriately manage our cost structure, free cash flow, or encounter unanticipated
liabilities. As a result, any failure by us to maintain profitability and margins and continue our billings, revenue and free cash flow growth could cause the
price of our common stock to materially decline.

We are dependent on the continued services and performance of our senior management, the loss of any of whom could adversely affect our business,
operating results and financial condition.

Our future performance 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 members of senior management, particularly Ken Xie, our
Co-Founder, Chief Executive Officer and Chairman, or Michael Xie, our Co-Founder, President and Chief Technology Officer, or of any of our senior sales
leaders or functional area leaders, could significantly delay or prevent the achievement of our development and strategic objectives. The loss of the services
or the distraction of our senior management for any reason could adversely affect our business, financial condition and results of operations.

We rely on third-party channel partners for substantially all of our revenue. If our partners fail to perform, our ability to sell our products and services
will be limited, and if we fail to optimize our channel partner model going forward, our operating results may be harmed. Additionally, a small number
of distributors represents a large percentage of our revenue and gross accounts receivable, and one distributor accounted for 29% of our total net
accounts receivable as of June 30, 2023.

A significant portion of our sales is generated through a limited number of distributors, and substantially all of our revenue is from sales by our
channel partners, including distributors and resellers. We depend on our channel partners to generate a significant portion of our sales opportunities and to
manage our sales process. To the extent our channel partners are unsuccessful in selling 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, we are unable to keep them motivated to
sell our products, or our channel partners shift focus to other vendors and/or our competitors, our ability to sell our products and operating results may be
harmed. The termination of our relationship with any significant channel partner may adversely impact our sales and operating results.

In addition, a small number of channel partners represents a large percentage of our revenue and gross accounts receivable. We are exposed to the
credit and liquidity risk of some of our channel partners and to credit exposure in weakened markets, which could result in material losses. Our dependence
on a limited number of key channel partners means that our billings, revenue and operating results may be harmed by the inability of these key channel
partners to successfully sell our products and services, or if any of these key channel partners is unable or unwilling to pay us, terminates its relationship
with us or goes out of business. Although we have programs in place that are designed to monitor and mitigate credit and liquidity risks, we cannot
guarantee these programs will be effective in reducing our credit risks. If we are unable to adequately control these risks, our business, operating results,
and financial condition could be harmed. If channel partners fail to pay us under the terms of our agreements or we are otherwise unable to collect on our
accounts receivable from these channel partners, we may be adversely affected both from the inability to collect amounts due and the cost of enforcing the
terms of our contracts, including litigation. Our channel partners may seek bankruptcy protection or other similar relief and fail to pay amounts due to us,
or pay those amounts more slowly, either of which could adversely affect our operating results, financial position, and cash flow. We may be further
impacted by consolidation of our existing channel partners. In such instances, we may experience changes to our overall business and operational
relationships due to dealing with a larger combined entity, and our ability to maintain such relationships on favorable contractual terms may be more
limited. We may also become increasingly dependent on a more limited number of channel partners, as consolidation increases the relative proportion of
our business for which each channel partner is responsible, which may magnify the risks described in the preceding paragraphs.
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Six distributor customers accounted for 66% of our total net accounts receivable in the aggregate as of June 30, 2023. See Note 15. Segment
Information in Part I, Item 1 of this Quarterly Report on Form 10-Q for distributor customers that accounted for 10% or more of our revenue or net
accounts receivable. Our largest distributors may experience financial difficulties, face liquidity risk or other financial challenges, which may harm our
ability to collect on our accounts receivable.

We provide sales channel partners with specific programs to assist them with selling our products and incentivize them to sell our products, but
there can be no assurance that these programs will be effective. In addition, our channel partners may be unsuccessful in marketing, selling and supporting
our products and services and may purchase more inventory than they can sell. Our channel partners generally do not have minimum purchase
requirements. Some of our channel partners may have insufficient financial resources to withstand changes and challenges in business conditions.
Moreover, many of our channel partners are privately held, including some of our largest partners, and we may not have sufficient information to assess
their financial condition. If our channel partners’ financial condition or operations weaken, their ability to sell our product and services could be negatively
impacted. Our channel 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 products, or may decide to cease selling our products and services altogether in favor of a competitor’s products
and services. They may also have incentives to promote our competitors’ products to the detriment of our own, or they may cease selling our products
altogether. We cannot ensure that we will retain these channel partners or that we will be able to secure additional or replacement partners or that existing
channel partners will continue to perform. The loss of one or more of our significant channel partners or the failure to obtain and ship a number of large
orders each quarter through them could harm our operating results.

Any new sales channel partner will require 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, our service provider customers suffer a cyber event impacting end-users, or our channel partners
violate laws or our corporate policies. We depend on our global channel partners to comply with applicable legal and regulatory requirements. To the extent
that they fail to do so, that could have a material adverse effect on our business, operating results and financial condition. If we fail to optimize our channel
partner model or fail to manage existing sales channels, our business will be seriously harmed.

Reliance on a concentration of shipments at the end of the quarter could cause our billings and revenue to fall below expected levels.

As a result of customer buying patterns and the efforts of our sales force and channel partners to meet or exceed quarterly quotas, we have
historically received a substantial portion of each quarter’s sales orders and generated a substantial portion of each quarter’s billings and revenue during the
last two weeks of the quarter. We typically arrange for a logistics partner to pick up the last shipment of our products a few hours prior to the end of the
quarter, and a delay in the arrival of the logistics partner or other factors such as a power outage could prevent us from shipping and billing for a material
amount of products for which we have orders. Further, it is possible that the dollar value of these products intended to be shipped late on the last day of the
quarter may be material. Additionally, our service billings are dependent on the completion of certain automated processes by our internal business
management systems, some of which cannot be performed until after the related products have been shipped. If we do not have enough time after shipping
our products for our systems to perform these processes prior to the end of the quarter, we have system issues that prevent processing in time to realize
service billings in a quarter, or there are delays in deals closing or deals are lost, we will not be able to bill and realize billings for those services until
possibly the following quarter at the earliest, which may materially negatively impact our billings for a particular quarter. We implemented a cloud-based
quoting tool to help provide our sales team with the ability to have faster quote generation, reduce quote errors and increase sales productivity. Our ability
to integrate the data from this tool into our order processing may cause order processing delays that could have an effect on our financial results. Our
billings and revenue for any quarter could fall below our expectations or those of securities analysts and investors, resulting in a decline in our stock price,
if expected orders at the end of any quarter are delayed or deals are lost for any reason or our ability to fulfill orders at the end of any quarter is hindered for
any reason, including, among others:

. the failure of anticipated purchase orders to materialize;

. our logistics partners’ failure or inability to ship products prior to quarter-end to fulfill purchase orders received near the end of the
quarter;

. disruption in manufacturing or shipping based on power outages, system failures, labor disputes or constraints, excessive demand, natural

disasters or widespread public health problems including pandemics and epidemics;
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. our failure to accurately forecast our inventory requirements and to appropriately manage inventory to meet demand;

. our inability to release new products on schedule;

. any failure of our systems related to order review and processing; and

. any delays in shipments due to trade compliance requirements, labor disputes or logistics changes at shipping ports, airline strikes, severe

weather or otherwise.

We rely significantly on revenue from FortiGuard and other security subscription and FortiCare technical support services, and revenue from these
services may decline or fluctuate. Because we recognize revenue from these services over the term of the relevant service period, downturns or upturns
in sales of FortiGuard and other security subscription and FortiCare technical support services are not immediately reflected in full in our operating
results.

Our FortiGuard and other security subscription and FortiCare technical support services revenue has historically accounted for a significant
percentage of our total revenue. Revenue from the sale of new, or from the renewal of existing, FortiGuard and other security subscription and FortiCare
technical support service contracts may decline and fluctuate as a result of a number of factors, including fluctuations in purchases of Core Platform
appliances or our Enhanced Platform Technology products, changes in the sales mix between products and services, 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, reductions in our
customers’ spending levels and the timing of revenue recognition with respect to these arrangements. If our sales of new, or renewals of existing,
FortiGuard and other security subscription and FortiCare technical support service contracts decline, our revenue and revenue growth may decline and our
business could suffer. In addition, in the event significant customers require payment terms for FortiGuard and other security subscription and FortiCare
technical support services in arrears or for shorter periods of time than annually, such as monthly or quarterly, this may negatively impact our billings and
revenue. Furthermore, we recognize FortiGuard and other security subscription and FortiCare technical support services revenue ratably over the term of
the service period, which is typically from one to five years. As a result, much of the FortiGuard and other security subscription and FortiCare technical
support services revenue we report each quarter is the recognition of deferred revenue from FortiGuard and other security subscription and FortiCare
technical support services contracts entered into during previous quarters or years. Consequently, a decline in new or renewed FortiGuard and other
security subscription and FortiCare technical support services contracts in any one quarter will not be fully reflected in revenue in that quarter but will
negatively affect our revenue in future quarters. Accordingly, the effect of significant downturns in sales of new, or renewals of existing, FortiGuard and
other security subscription and FortiCare technical support services is not reflected in full in our statements of income until future periods. Our FortiGuard
and other security subscription and FortiCare technical support services revenue also makes it difficult for us to rapidly increase our revenue through
additional service sales in any period, as revenue from new and renewal support services contracts must be recognized over the applicable service term.

If we are unable to hire, retain and motivate qualified personnel, our business will 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, any failure to have in place and execute an effective succession plan for key executives
or delays in hiring required personnel, particularly in engineering, sales and marketing, may seriously harm our business, financial condition and results of
operations. From time to time, we experience turnover in our management-level personnel. None of our key employees has an employment agreement for a
specific term, and any of our employees may terminate their employment at any time. Our ability to continue to attract and retain highly skilled personnel
will be critical to our future success.

Competition for highly skilled personnel is frequently intense, especially for qualified sales, support and engineering employees in network
security and especially in the locations where we have a substantial presence and need for highly skilled personnel, such as the San Francisco Bay Area and
the Vancouver, Canada area. We may not be successful in attracting, assimilating or retaining qualified personnel to fulfill our current or future n