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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2012
or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number: 001-34511

FORTINET, INC.

(Exact name of registrant as specified in its chaer)

Delaware 77-0560389
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification No.)

1090 Kifer Road
Sunnyvale, California 94086

(Address of principal executive offices) (Zip Code)

(408) 235-7700
(Registrant’s telephone number, including area code

Securities registered pursuant to Section 12(b) d¢fie Act:

Common Stock, $0.001 Par Value The NASDAQ Stock Market LLC

(Title of each class) (Name of exchange on which registered)
Securities registered pursuant to Section 12(g) ¢fie Act: None
Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 40%edBéturities Act.  YedX] No O

Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 ortBecl5(d) of the Act. YesO No
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Indicate by check mark whether the registrant € filed all reports required to be filed by Secti® or 15(d) of the Securities Exchange
Act of 1934 (“Exchange Act”) during the preceding rhonths (or for such shorter period that the tesyi$ was required to file such reports),
and (2) has been subject to such filing requiremétthe past 90 days. YeXl No O

Indicate by check mark whether the registrant lismtted electronically and posted on its corpo¥atb site, if any, every Interactive
Data File required to be submitted and posted puntsto Rule 405 of Regulation5(8232.405 of this chapter) during the precedigribnths
(or for such shorter period that the registrant veagiired to submit and post such files). Yes No O

Indicate by check mark if disclosure of delinquiets pursuant to Item 405 of Regulation S-K (82®% of this chapter) is not contained
herein, and will not be contained, to the beshefregistrant’s knowledge, in definitive proxy ofdrmation statements incorporated by
reference in Part Il of this Form 10-K or any amerent to this Form 10-K.[X]

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, a-accelerated filer, or a smaller reporting
company. See the definitions of “large accelerdited” “accelerated filer” and “smaller reportirmmpany” in Rule 12b-2 of the Exchange
Act.

Large accelerated filer Accelerated filer O

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

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Actyes O No

The aggregate market value of voting stock helddy-affiliates of the registrant, as of June 29,20he last business day of the
registrant’s most recently completed second quantas $2,800,919,536 (based on the closing pricetfares of the registrant’s common stock
as reported by The NASDAQ Global Select Marketlat tate). Shares of common stock held by eachuéxefficer, director, and holder
5% or more of the registrant’s outstanding comntonkshave been excluded in that such persons magdmed to be affiliates. This
determination of affiliate status is not necesgaitonclusive determination for other purposes.

As of February 20, 2013 , there were 161,607,9%2eshof the registrant’s common stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive Proxy Stat relating to its 2018nnual Meeting of Stockholders are incorporateddfgrence inti
Part Ill of this Annual Report on Form Xwhere indicated. Such Proxy Statement will bedilvith the United States Securities and Exch
Commission (“SEC”) within 120 days after the enddf fiscal year to which this report relates.
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Part |
ITEM 1. Business
Overview

We provide network security solutions that are giesd to address the fundamental problems of arasaigly bandwidth-intensive
network environment and a more sophisticated in&ion technology (“IT”) threat landscape. Througir products and subscription services,
we provide broad, integrated and high performamogeption against dynamic security threats whitepdifying the IT security infrastructure
for enterprises, service providers and governmemntaiies worldwide. Our flagship integrated netkeecurity solution consists of our
FortiGate physical and virtual appliance produbtg provide a broad array of security and netwayimctions to protect data, applications,
and users from network- and content-level sectinityats. These functions provide Unified Threat Bgement (“UTM”")/Next Generation
Firewall (“NGFW?") technologies, including firewaN/PN, application control, anti-malware, intrusiprevention, Web filtering, vulnerability
management, anti-spam, wireless controller, and Véadeleration. Our FortiGate appliances, from theiGate-20 for small businesses and
branch offices to the FortiGate-5000 series fogdagnterprises and service providers, are basedroproprietary technology platform. This
platform includes our FortiASICs, which are speaxfly designed for accelerated processing of scand networking functions, and our
FortiOS operating system, which provides the fotindaor all of our security functions. Our Forti@ud security subscription services provide
end-customers with access to dynamic updates tapplication control, anti-malware, intrusion pretien, Web filtering and anti-spam
functionality based on intelligence gathered by dedicated FortiGuard Labs team. By combining rpldtproprietary security and networking
functions with our purposbuilt FortiASIC and FortiOS, our FortiGate UTM/NGF¥8lution delivers broad protection against dynaseicurity
threats while reducing the operational burden astiscassociated with managing multiple point presiuc

We complement our FortiGate product line with tletiManager product family, which enables end-comtcs to manage the system
configuration and security functions of multipler@ate devices from a centralized console, as agthe FortiAnalyzer product family, wh
enables collection, analysis and archiving of conséad log data generated by our products. Weddfso other product lines that provide
additional protection, such as: (i) FortiAP, secwieless access points, (ii) FortiWeb, securityWeb-based applications, (iii) FortiMalil,
multi-featured, high performance messaging secujity FortiDB, centrally managed database-speaiéicurity, (v) FortiClient, endpoint
security for desktops, laptops and mobile devicgbsthat is primarily used in conjunction with owriGate appliances, (vi) FortiScan,
endpoint vulnerability assessment and remediafion,FortiSwitch, Ethernet switches, (viii) FortiBlige, bypass appliances to help ensure
network availability, (ix) FortiAuthenticator, sedlle secure authentication for enterprise netwdrsortiBalancer, optimizing the availabil
and performance of mobile, cloud, and enterprig@iegtions, (xi) FortiCache, reducing the cost nflampact of cached internet content, (xii)
FortiDNS, providing secure DNS caching, (xiii) ADD0S, protection against denial of service attaaid (xiv) FortiVoice, business telephone
communication.

Additionally, we offer virtual appliances for thefGate, FortiManager, FortiAnalyzer, FortiWeb riddail, and FortiScan product
lines. These virtual appliances help secure netwdristructures with the same functionality astiaglitional physical appliances in their
respective product lines. They can be used in catijpn with traditional Fortinet appliances (sushFortiGate, FortiManager, and
FortiAnalyzer) to help ensure the visibility, maeagent, and protection of physical and virtual emwnents.

Since our inception through December 31, 2012 hawxee shipped over 1,100,000 appliances via moreXBz000 channel partners to
more than 150,000 end-customers worldwide, inclydimajority of the 2012 Fortune Global 100.

We were incorporated in Delaware in November 2@ principal executive office is located at 109eKRoad, Sunnyvale,
California 94086 and our telephone number at thedtion is (408) 235-7700.

Technology and Architecture

Our proprietary FortiASIC hardware architecturertkaS operating system and associated securitynaheorking functions combine
to form a platform that integrates security feasumad enables our products to perform sophisticsdedrity processing for networks with high
throughput requirements.

FortiASIC

Our FortiASIC family of Application-Specific Integted Circuits (“ASICs”), is comprised of three knef processors: FortiASIC
content processor (“CP"), the FortiASIC network gassor (“NP”), and the FortiASIC system-on-a-ctRdC").
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These custom ASICs are designed to enhance théstoated security processing capabilities impletadrin software by accelerating the
computation-intensive tasks such as firewall podiojorcement or IPS anomaly detection. This archite provides the flexibility of
implementing accelerated processing of new thretgation without requiring a new ASIC release. FoetiASIC CP is currently included in
most of our entry-level and all of our mid-rangel dmigh-end FortiGate appliances. The FortiASIC BlBurrently included in some of our mid-
range and high-end FortiGate appliances, delivetintyer accelerated firewall and VPN performanidee FortiASIC SOC is currently
included in our entry-level FortiGate-20 and -40durct families. During fiscal 2012, we also introdd our new FortiASIC-SoC2 processor,
which is currently being designed into our new &pples . FortiASIC-SoC2 is our second-generatiacgssor that combines general purpose
processing power with Fortinet ’ s custom techngltmprovide hardware-accelerated network secpetjormance for our FortiGate
appliances. It provides more than double the gépeoaessing capacity than its predecessor.

FortiOS

Our FortiOS operating system provides the foundafio the operation of all FortiGate appliancesnirthe core kernel functions to
the security processing feature sets. FortiOS gesvimultiple layers of security including a hardekernel layer providing protection for the
FortiGate system, a network security layer provgdéecurity for end-customers’ network infrastruegjrand application content protection
providing security for end-customers’ workstati@msl applications. FortiOS directs the operationgro€essors and ASICs as well as
providing system management functions such as card#iae and graphical user interfaces.

In the fourth quarter of fiscal 2012, we releadsallatest version of our FortiOS operating syst@hich brings advanced security,
control, and intelligence that organizations ofsitles need to protect themselves from today’'sistpated threats. These enhancements to
FortiOS include:

. A client reputation feature which delivers spegifictionable information that identifies comprontisgstems in real tim
. On-device behavior-based heuristic engine andd:based antinalware service

. Industry-validated antinalware protectiol

. User-based and devit@sed access and security policy enforcement failendevices

. Automatic adjustment of roleased policies for users and guests based ondacathta, and application profil

We make available updates to FortiOS through outiCare support services. FortiOS also enablesrambd integrated routing and
switching, allowing end-customers to deploy Fort&adevices within a wide variety of networks, adlwas providing a direct replacement
solution option for legacy switching and routingugmment. FortiOS implements a suite of commonlyduseiting protocols as well as address
translation technologies, allowing the FortiGatplemce to integrate and operate in a wide vaiétyetwork environments. Additional
features include Virtual Domain (“VDOM?”), capabiés and traffic queuing and shaping, enabling adhrators to set the appropriate
configurations and policies that meet their infrasture needs. FortiOS also provides capabiliesdgging of traffic for forensic analysis
purposes which are particularly important for regoity compliance initiatives like PCI DSS. Forti@@acket classification, queue disciplines,
policy enforcement, congestion management, and tthific optimization functionality are designealtielp control network traffic in order to
optimize performance.

Our FortiOS incorporates the following eight coeewwity and networking technologies:

. Firewall . Our firewall technology delivers high performanmezwork and application firewalling, including thbility to
enforce policies based on application behaviorament. Our technology identifies traffic patteimdependent of port or
protocol used, and links them to the use of speajfiplications, enabling visibility and control owapplication behavior
(explained in more detail below). By coupling apption intelligence with firewall technology, therfiGate platform is able
to deliver real-time security with integrated apption content level inspection, thereby simplifysecurity deployments.

. Virtual Private Network Our advanced VPN technology provides secure camuations between multiple networks and
hosts, through both secure socket layer (“SSL™), i@sec VPN technologies, leveraging our custonti&StC to provide
hardware acceleration for high-performance commaiitios and data privacy.
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. Application Control.Our application control technology allows our engstomers to define granular network-based
application policies in over 2,400 applicationgyding additional visibility and control over ajigation access, user
behavior within applications, and application caorite

. Anti-malware. Our antimalware technology provides protection against raedwincluding viruses, spyware and troj

. Intrusion Prevention System (IP. Our IPS technology provides protection againsteri and emerging network level
threats.

. Web Filtering. Our Web filtering automation technology workscomcert with our research team to collect, anaiymd

categorize websites to provide réiahe protection through website ratings and categtion. Our Web filtering technology
a pro-active defense feature that identifies kntngations of malware and blocks access to thesiimas sources.

. Anti-spam. We employ a variety of anti-spam techniques tecteand block spam. These techniques include dhagrvice
performing algorithmic validations of messages aggknown spam messages, sophisticated reputativics designed to
evaluate and track valid email sources and deaimgtintelligent image scanning to evaluate tHeditg of images and
dynamic heuristic rules to allow messages to bé&uated based on content within each message.

. WAN Acceleration Our storage-enabled and storage-ready FortiGgutiiaaces provide the ability to accelerate network
traffic across the wide area network by implementircombination of application content caching pratocol optimization
techniques.

In addition to the eight core security and netwogkiunctions mentioned above, we also incorpordtitianal technologies within
FortiGate appliances that differentiate our UTM/N&Bolution, including:

. Data Leakage Prevention (DLFOur DLP technology provides the ability to defindeis based on corporate policies, and
consequently detect and help prevent confidentitd fom being distributed outside of the corporatvork.

. Traffic optimizationOur traffic optimization technology combines qualif service techniques with traffic shaping to\pde
better service to selected network traffic basedustomer policies without causing interruptionstioer traffic.

. SSL inspectiorOur SSL inspection technology provides the abtlitglecrypt SSL application content for processing b
FortiOS. The ability to inspect encrypted SSL cahtnables our customers to ensure protection fnatware that would be
otherwise hidden from traditional security produetsd enforce the full complement of security aatiworking features
available within FortiOS.

. Vulnerability ManagementOur vulnerability management technology enatilesRortiGate platform to perform network
scans to discover systems on a network, identitiyerabilities and recommend steps for remediafidre FortiGate devices
can store the results of the scans locally, or seadesults from multiple FortiGate devices tceeatcal FortiAnalyzer for
aggregation and analysis.

. Wireless Controller Our wireless controller technology provides théity to deploy FortiAP wireless access pointsteate
a secure wireless network. FortiAP access poimiseiall wireless traffic to FortiGate or FortiWiplatforms, enabling end-
customers to use a single security platform to maral wired and wireless network traffic.

Products

Our core product offerings consist of our FortiGAEM/NGFW product family, along with our FortiManagcentral management ¢
FortiAnalyzer central logging and reporting prodfasnilies, both of which are typically purchased:tomplement a large FortiGate
deployment.
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FortiGate

Our flagship FortiGate physical and virtual apptias offer a broad set of security and networkimgfions, including firewall, VPN,
application control, antivirus, intrusion prevemtjdVeb filtering, anti-spam and WAN acceleratiofl. FortiGate models are based on our
proprietary operating system, FortiOS, and subistiynall FortiGate physical appliances include puoprietary FortiASICs to accelerate
content and network security features implementiginvFortiOS. FortiGate platforms can be centratignaged through both embedded Web
based and command line interfaces, as well asghréortiManager which provides a central managerasattitecture for thousands of
FortiGate physical and virtual appliances.

By combining multiple network security functionsoar purposesuilt security platform, the FortiGate provides iiguality protectiot
capabilities and deployment flexibility while redag the operational burden and costs associatédmatnaging multiple point products.
Through FortiGuard security subscription services, products enable end-customers to add securigtibnality as required by their evolving
business needs and the changing threat landscgpmirBhasing FortiGuard security subscription sssj end-customers obtain coverage and
access to regular updates for application corardiyirus, IPS, Web filtering and anti-spam funosdor their FortiGate appliances. With over
30 models in the FortiGate product line, FortiGatdesigned to address security requirements failsto mid-sized businesses, remote
offices, large enterprises, and service providers.

Each FortiGate model runs our FortiOS operatingesgsand substantially all FortiGate physical agpties include our FortiASIC C
The significant differences between each modettagerformance and scalability targets each misdigsigned to meet, while the security
features and associated services offered are corttimmunghout all models.

The FortiGate-20 through -100 series models ariged for perimeter protection for small- to nsited businesses, remote office:
large distributed organizations and as customenises equipment for service providers. Optionakleiss LAN (“WLAN"), integration is
available for the FortiGate-20, -40, -60 and -8(els, marketed as FortiWiFi, delivering additionatwork access and security for wireless
environments.

The FortiGate-200 through -800 series models asgded for perimeter deployment in mid-sized tgéaenterprise networks. These
products offer increased capacity and scalabil#sighed to provide high network performance whébvering the same broad security suitt
all FortiGate models. Additionally, the FortiGat@es-600 and -800 models provide hardware modulaaltgwing endeustomers the flexibilit
to customize solutions to their requirements.

The FortiGate-1000 through -5000 series modelseiehigh performance and scalable network secfuritgtionality for perimeter,
data center and core deployment in large enterprideservice provider networks. Additionally, mokthese products provide hardware
modularity, allowing end-customers the flexibility customize solutions to their requirements. Spnoeelucts within the FortiGate-3000 and -
5000 series leverage Advanced Mezzanine Card, o€ AkHustry standards for hardware modularizatisupport the advanced networking
requirements of large enterprises and service gensj including high-speed networking, WAN connétitj and network attached storage
connectivity. The FortiGate-3950B platform alsodeages our proprietary Fortinet Mezzanine Card ((FMthat provides hardware
modularity to give end-customers the ability to adiditional firewall and/or intrusion preventionrfs@mance, or increase the number of
interfaces, as their network security needs evdihe. FortiGate-5000 series, including our newlgaskd high performance security blade for
firewall, FortiGate-5001C, announced on Januai3043, is also compatible with the Advanced Telecamications Computing Architecture
(“ATCA"), standard, resulting in a flexible hardveaplatform for system modularity. This modularipatigives end-customers the ability to
deploy an initial FortiGate configuration with rodmgrow as their network security needs evolvee iRtlusion of network load balancing and
advanced switching functionality provides additibitexibility in how end€ustomers utilize the FortiGate modules within FogtiGate chassi
In addition, our FortiGate-5000 series ATCA bladas be utilized in other third-party vendors’ inttystandard ATCA chassis, allowing
FortiGate platforms to be deployed into a much widage of network solutions. Our FortiGate-5000eseappliances offer modular, chassis-
based architecture based on the ATCA and AMC imdwsandards. We brand a subset of our FortiGa@® 3dd -5000 series products as
FortiCarrier to reflect products specifically tatipg a subset of service providers. These prodadtsincremental security, networking and
management functionality often utilized in servzevider deployments.

FortiGate System Virtualization (VDOM)

In addition to providing network and content leseturity, our FortiOS operating system also ofégistem virtualization
capabilities—the ability to “divide&a security appliance into multiple, separately gioned and managed instances. This capabilityrieently
deployed in substantially all of our FortiGate piots as our virtual domain, or VDOM, feature, whadeninistrators have the ability to
segment a single FortiGate appliance platform mtdtiple FortiGate instances. Network
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security system virtualization, using our VDOM fexa, provides isolation between each virtual systggming administrators flexibility in
configuration and traffic management capabilitiesdach virtual instance.

Fortinet Management and Analysis Products
Our FortiManager and FortiAnalyzer physical anduat products are typically sold in conjunctioniwit large FortiGate deployment.

FortiManager.Our FortiManager family of products provides a cahianagement solution for our FortiGate produatduding the
wide variety of network and security features aftbwithin FortiOS. One FortiManager product is ¢dpaf effectively managing thousands
FortiGate units, and also provides central managefoe FortiClient software. FortiManager faciligstthe coordination of policy-based
provisioning, device configuration and operatingtsyn revision management, as well as network ggauonitoring and device control.

FortiAnalyzer.Our FortiAnalyzer family provides network loggirgpalyzing, and reporting products that securelyegmte content
and log data from our FortiGate devices and otleetifiet products as well as third-party devicesnable network logging, analysis and
reporting. Additional functions such as vulnerdpihissessments and traffic analysis provide additigalue for customers seeking to control
and monitor their network infrastructure and segublicies. A full range of content and log dataluding traffic, event, virus, attack, Web
content, and email data may be archived, filteratirmined for compliance or historical analysis osgs. Our FortiAnalyzer product family
comes with a suite of standard reports as wehasbility to customize reports.

We also offer other physical and virtual applianaed software that protect our end-customers frecuiisty threats to other critical
areas in the enterprise, such as messaging, Wel-bagplications and databases, and employees’ dersmr mobile devices as discussed
above in the business overview.

Services
FortiGuard Security Subscription Services

Security requirements are dynamic due to the catigtahanging nature of threats. Our FortiGuardd. global threat research team,
comprised of over 150 professionals, uses autonm@atembsses to identify emerging threats, collduisat samples, and replicates, reviews anc
characterizes attacks. Based on this researchewaap updates for virus signatures, attack dédimit, scanning engines, and other security
solution components to distribute to end-custortte@ugh our FortiGuard global distribution netwo@ur FortiGuard security subscription
services are designed to allow us to quickly delhew threat detection capabilities to end-custemarrldwide as new threats evolve. End-
customers purchase FortiGuard security subscrigionices in advance, typically for a one-year tedmobtain coverage and access to regula
updates for application control, antivirus, intarsiprevention, Web filtering, and amsjpam functions for our FortiGate products; antisjrid/ek
filtering and anti-spam functions for our FortiCltesoftware; antivirus and anti-spam functionsdor FortiMail products; vulnerability
management for our FortiGate, FortiAnalyzer andiBoan products, database functions for our FortépBliance, and web functions for our
Fortiweb appliances. We provide FortiGuard servidgfours a day, seven days a week.

FortiCare Technical Support Services

Our FortiCare services are our technical suppavices for the software, firmware and hardwareun groducts. In addition to our
standard support service offering, we offer a ptamservice that offers faster response times aditaled support oriented towards major
accounts.

For our standard technical support offering for products, channel partners often provide firselesupport to the end-customer,
especially for small and mid-sized end-customerd,vae typically provide second and third level soppo our end-customers. We also
provide knowledge management tools and custom&helg portals to help augment our support capidslin an efficient and scalable
manner. We provide technical support to partnedseard-customers 24 hours a day, seven days a Werlgh regional technical support
managers located worldwide.

Training Services

We offer training services to our end-customersarahnel partners through our training departmedtauthorized training partners.
We have also implemented a training certificatioogpam to ensure an understanding of our produatssarvices.
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Professional Services

We offer professional services to end-customersamily for large implementations where expert téchhresources are required. Our
professional services consultants help in the desigleployments of our products and work closeityhvendeustomer engineers, managers
other project team members to implement our pradactording to design, utilizing network analysisl$, attack simulation software and
scripts.

Customers

We sell our security solutions through channelmgg to end-customers of various sizes—from smalinesses to large enterprises
and service providers—and across a variety of imgissincluding telecommunications, governmentaficial services, retail, education,
technology, healthcare and manufacturing. An erslecner deployment may involve one of our appliararehousands, depending on our enc
customers’ size and security requirements. Sincénaeption through December 31, 2012 , we havepsd over 1,100,000 appliances via
more than 10,000 channel partners to more thard@B8@&nd-customers worldwide, including a majorityhe 2012 Fortune Global 100. For
additional information regarding our sales by costolocation, see Note 13 to our consolidated fir@rstatements in Part Il, Item 8 of this
Annual Report on Form 10-K.

During fiscal 2010 and 2011, no single custometisiributor accounted for 10% or more of total mwe. During fiscal 2012, one
distributor, Exclusive Networks Group, accounted¥®% of total revenue.

Sales and Marketing

We primarily sell our products and services direttl distributors that sell to resellers and ser\peoviders, that, in turn, sell to our
end-customers. In certain cases, we sell directhyovernment-focused resellers, very large semptiogiders and major systems integrator
partners who have large purchasing power and urdgstmer deployment demands. As of December 3R 26ur distribution channel
program had more than 10,000 channel partners wittd We work with many of the worlg'leading technology distributors, including Arr
Electronics, Inc., Ingram Micro Inc. and Tech D&@rporation.

We support our channel partners that include thstors and resellers with a team of experiencedrdlzaccount managers, sales
professionals and sales engineers who provide éssiplanning, joint marketing strategy, and pressahd operational sales support.
Additionally, our sales team often helps drive angport large enterprise and service provider ghtesigh a direct touch model. Our sales
professionals and engineers typically work alongsidr channel partners and directly engage withoeistbmers to address their unique
security and deployment requirements. Our salele dgc an initial end-customer purchase typicadpges from three to six months but can be
longer especially for large enterprises, serviaigiers and government customers. To support madby dispersed global channel and end-
customer base, we have sales offices in over 30tdes around the world.

Our marketing strategy is focused on building aamnid and driving end-customer demand for our scsolutions. We execute this
strategy by leveraging a combination of internatketing professionals and a network of regional giatbal channel partners. Our internal
marketing organization is responsible for brandprgduct marketing, channel marketing and salep@tiprograms. We focus our resources
on programs, tools and activities that can be kyed by partners worldwide to extend our marketiagh, such as sales tools and collateral,
product awards and technical certifications, trajniregional seminars and conferences, webinarsamolis other demand-generation
activities.

Manufacturing and Suppliers

We outsource the manufacturing of our security iappk products to a variety of contract manufactuaed original design
manufacturers. Our current manufacturing partmeghide Flextronics International Ltd., Micro-Statdrnational Co., Ltd., Adlink
Technology, Inc., Senao Networks, Inc., and a nurob&aiwan-based manufacturers. We submit purchbeders to our contract
manufacturers that describe the type and quantfiesir products to be manufactured, the delivexte dind other delivery terms. Once our
products are manufactured, they are sent to edtineheadquarters in Sunnyvale, California, or tplogistics partner in Taoyuan City, Taiwan,
where accessory packaging and quatibyirol testing are performed. We believe that@urtsing our manufacturing and a substantial porit
our logistics enables us to conserve capital, baettpist manufacturing volumes to meet change&imahd and more quickly deliver products,
while allowing us to focus resources on our com@getencies. Our proprietary FortiASICs, which dme key to the performance of our
appliances, are fabricated by contract manufactunefoundries operated by United Microelectror@@gporation (“UMC”) and Taiwan
Semiconductor Manufacturing Company Limited (“TSMN(Faraday Technology Corporation (using UMC's fory), Kawasaki
Microelectronics America, Inc. (“K-Micro”) (usingIMC's foundry) and Renesas Electronics CorporatiBenesas”) (using UMC's foundry)
manufacture our
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ASICs on a purchase order basis. Accordingly, ireynot obligated to continue to fulfill our suppgquirements, and the prices we are
charged for the fabrication of our ASICs could beréased on short notice.

The components included in our products are souroad various suppliers by us or more frequentlyolbly contract manufacturers.
Some of the components important to our businasjding specific types of central processing ufiids Intel Corporation (“Intel”), network
chips from Broadcom Corporation (“Broadcom”), Mdiviechnology Group Ltd. (“Marvell”) and Intel, argblid-state drives (silicon-based
storage device) from OCZ Technology Group, Inc. 8athsung Electronics Co., Ltd., are available feolimited or sole source of supply.

We have no long-term contracts related to the nstufing of our ASICs or other components that goege any capacity or pricing
terms.

For information regarding the geographical disbomsiet of our long-lived assets, see Note 13 to onsalidated financial statements
in Part Il, Item 8 of this Annual Report on Form-K0

Research and Development

We focus our research and development efforts waldging new products and systems, and adding eaturfes to existing products
and systems. Our development strategy is to idefg#tures, products and systems for both soft@acehardware that are, or are expected to
be, needed by our end-customers. Our successigndes developing, manufacturing and selling neveshanced products will depend on a
variety of factors, including the identification wfarket demand for new products, product selectiorgly implementation of product design
and development, product performance, effectiveufaaturing and assembly processes and sales ahatnar

As of December 31, 2012 , our research and devalaoporganization had headcount of 599 people pradotly in Canada, the
United States and China. Our research and develupempense was $81.1 million in fiscal 2012, $68ibion in fiscal 2011 an&49.8 million
in fiscal 2010.

Intellectual Property

We rely primarily on patent, trademark, copyrightidrade secrets laws, confidentiality proceduresa@ntractual provisions to
protect our technology. As of December 31, 2012 had 102 issued U.S. patents, 18 issued Chinésetpal issued Japanese patent, 86
patent applications pending for examination inltmited States, and 9 patent applications pendingXamination in China. We also license
software from third parties for inclusion in ouogucts, including open source software and othitwace available on commercially
reasonable terms.

Despite our efforts to protect our proprietary tgylunauthorized parties may attempt to copy aspgaiur products or obtain and use
information that we regard as proprietary. We gelheenter into confidentiality agreements with @mployees, consultants, vendors and
customers, and generally limit access to and Higion of our proprietary information. However, w&nnot assure you that the steps taken by
us will prevent misappropriation of our technologiyaddition, the laws of some foreign countriesndb protect our proprietary rights to as
great an extent as the laws of the United Statespeany foreign countries do not enforce these sdiligently as government agencies and
private parties in the United States.

Our industry is characterized by the existencelafge number of patents and frequent claims aladleict litigation regarding patent
and other intellectual property rights. From tiroditne third parties may assert patent, copyrigaiemark and other intellectual property
rights against us, our channel partners or ourcerstiemers. Successful claims of infringement byira party could prevent us from
distributing certain products or performing certa@ivices or require us to pay substantial dam@gelsiding treble damages if we are found to
have willfully infringed patents or copyrights) yaties or other fees. Even if third parties mafeoé license to their technology, the terms of
any offered license may not be acceptable andaihed to obtain a license or the costs associatttdany license could cause our business,
operating results or financial condition to be miatly and adversely affected. We typically indefgrour end-customers, distributors and
certain resellers against claims that our prodinétgrge the intellectual property of third parties

Seasonality

For information regarding seasonality, see the@eentitled “—Quarterly Results of Operations—Swwdity, Cyclicality and
Quarterly Revenue Trends” in Part I, Item 7 obtAinnual Report on Form 10-K.
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Competition

The markets for our products are extremely conipetdnd are characterized by rapid technologicahge. The principal competitive
factors in our markets include the following:

. product performance, features, effectivenessraperability and reliability;
. technological expertise;

. price of products and services and total costvarfership;

. brand recognition;

. customer service and support;

. sales and distribution capabilities;

. compliance with industry standards and certifarss;

. size and financial stability of operations; and

. breadth of product line.

Our competitors include networking companies suecliaco Systems, Inc. (“Cisco”) and Juniper Netwothkc. (“Juniper”), security
vendors such as Check Point Software Technologs(tICheck Point”), McAfee, Inc. (“McAfee”) (acqred by Intel), SonicWALL, Inc.
(“SonicWALL") (acquired by Dell Inc. (“Dell”)), andPalo Alto Networks, Inc. (“Palo Alto Networks”)nd other point solution security
vendors.

We believe we compete favorably based on our pitstperformance, reliability and breadth, our apito add and integrate new
networking and security features and our technohligixpertise. Several competitors are signifigalatiger, have greater financial, technical,
marketing, distribution, customer support and otlespurces, are more established than we are,aarddignificantly better brand recognition.
Some of these larger competitors have substanbadigder product offerings and leverage their i@tahips based on other products or
incorporate functionality into existing productsamimanner that discourages users from purchasingroducts. Based in part on these
competitive pressures, we may lower prices or gitdmadd incremental features and functionality.

Conditions in our markets could change rapidly sigadificantly as a result of technological advaneats or continuing market
consolidation. The development and market acceptahalternative technologies could decrease theadd for our products or render them
obsolete. Our competitors may introduce produdcsdhe less costly, provide superior performancachieve greater market acceptance than
our products. In addition, our larger competitoiteio have broader product lines and market foassirea better position to withstand any
significant reduction in capital spending by endtomers in these markets, and will therefore nassusceptible to downturns in a particular
market. The above competitive pressures are lilkeebontinue to impact our business. We may notithe #@ compete successfully in the futt
and competition may harm our business.

Employees
As of December 31, 2012 , our total headcount w@S4lpeople including contractors. We had 599 seaech and development, 701
in sales and marketing, 483 in services and supg®iin manufacturing operations, and 132 in a g@rand administrative capacity. As of
December 31, 2012 , our headcount was 469 peopieibinited States, 648 in Canada, 212 in Chind,id@rance, and 52h other countries
None of our U.S. employees are represented byaa labion with respect to his or her employment wigh however, our employees
France, Spain and Italy are represented by collettargaining agreements. We have not experientgdiark stoppages, and we consider oul
relations with our employees to be good.

Available | nformation
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Our web site is located at www.fortinet.com, and iowestor relations web site is located at httpv#stor.fortinet.com. The
information posted on our website is not incorpedlaty reference into this Annual Report on FornrKL@ur Annual Report on Form 10-K,
Quarterly Reports on Form 10-Q, Current ReportEam 8-K and amendments to reports filed or furedshursuant to Sections 13(a) and 15
(d) of the Securities Act, are available free odirfe on our investor relations web site as soarasonably practicable after we electronically
file such material with, or furnish it to, the SE@u may also access all of our public filings tigb the SEC’s website at www.sec.gov.
Further, a copy of this Annual Report on Form 1@sHKocated at the SEC’s Public Reference Room @tFL8treet, NE, Washington, D.C.
20549. Information on the operation of the Publafdkence Room can be obtained by calling the SEC380-SEC-0330.

We webcast our earnings calls and certain evenigant&ipate in or host with members of the investinrcommunity on our investor
relations web site. Additionally, we provide natdtions of news or announcements regarding oundiahperformance, including SEC filings,
investor events, press and earnings releasesrtasf par investor relations web site. The conteritthese web sites are not intended to be
incorporated by reference into this report or ig ather report or document we file.

ITEM 1A. Risk Factors

Investing in our common stock involves a high degrferisk. You should carefully consider the follmywrisks and all other
information contained in this Annual Report on Fat6iK, including our consolidated financial staterteeand the related notes, before
investing in our common stock. The risks and uag®ies described below are not the only ones we.fAdditional risks and uncertainties t
we are unaware of, or that we currently believe ap¢ material, also may become important factoet #ffect us. If any of the following risks
materialize, our business, financial condition aedults of operations could be materially harmedtHat case, the trading price of our
common stock could decline, and you may lose somlkaf your investment.

Risks Related to Our Business
Our quarterly operating results are likely to vary significantly and be unpredictable.

Our operating results have historically varied frpemiod to period, and we expect that they willtowne to do so as a result of a
number of factors, many of which are outside of @amtrol and may be difficult to predict, including

. the level of demand for our products and serv
. the timing of channel partner and enwgstomer order
. the timing of shipments, which may depend onyrfactors such as inventory levels and logistics, ability to ship new

products on schedule and to accurately forecashiiovy requirements, and potential delays in theufacturing process;
. inventory imbalances, such as those related topreducts and the end of life of existing prodt

. the mix of products sold, the mix of revenuen®n products and services and the degree to ywhittucts and services are
bundled and sold together for a package price;

. the budgeting cycles and purchasing practicesiothannel partners and eoastomers
. seasonal buying patterns of our enstomers
. the timing of revenue recognition for our salehjch may be affected by both the mix of sale®by“sell-in” versus our

“sell-through” channel partners, and by the exterwhich we bring on new distributors;

. the accuracy and timing of point of sale repaytby our sell-through distributors, which impagts ability to recognize
revenue;

. the level of perceived threats to network securityich may fluctuate from period to peri

. changes in endustomer, distributor or reseller requirements arkat need:
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. changes in the growth rate of the network secarity TM markets

. the timing and success of new product and sefmitoductions by us or our competitors or anyeotthange in the
competitive landscape of our industry, includingsolidation among our competitors or end-customers;

. deferral of orders from end-customers in anéitign of new products or product enhancements arcezliby us or our
competitors;
. increases or decreases in our expenses causatthyations in foreign currency exchange rates, sagraficant portion of ot

expenses are incurred and paid in currencies titaarthe U.S. dollar;

. decisions by potential end-customers to purchaseork security solutions from larger, more elshled security vendors or
from their primary network equipment vendors;

. price competition, and increased competitiveneggemeral in our marke

. changes in customer renewal rates for our senr

. changes in the payment terms of services contoadtee length of services contracts s

. increased expenses and any impact on results oditoges from any acquisition consumma

. inso!vency or credit difficulties confronting oaustomers, affecting their ability to purchaseay for our products and
services;

. disruptions in our channel or termination of odatienship with important channel partne

. insolvency or credit difficulties confronting ouek suppliers, which could disrupt our supply ct

. general economic conditions, both in our domesiit fareign markets; al

. future accounting pronouncements or changes irctounting policie

Any one of the factors above or the cumulativectftéd some of the factors referred to above maylt@s significant fluctuations in
our quarterly financial and other operating restuftsluding fluctuations in our key metrics. Thiariability and unpredictability could result in
our failing to meet our internal operating plartioe expectations of securities analysts or invedtrany period. If we fail to meet or exceed
such expectations for these or any other reasbasnarket price of our shares could fall substdytzand we could face costly lawsuits,
including securities class action suits. In additia significant percentage of our operating expefse fixed in nature and based on forecaste
revenue trends. Accordingly, in the event of re\eslortfalls, we are generally unable to mitigaterniegative impact on margins in the short
term.

Our hillings and revenue growth may slow or may not continue.

Billings and revenue growth may slow or declinedarumber of reasons, including a slowdown in dehfanour products or
services, an increase in competition, a decreageeigrowth of our overall market, softness in dadim certain geographies, or if we fail for
any reason to continue to capitalize on growth ojymities. We may not be able to sustain profiigbih future periods if we fail to increase
billings, revenue or deferred revenue, do not gmpately manage our cost structure, or encountanticipated liabilities. Any failure by us to
maintain profitability and continue our billingsdrevenue growth could cause the price of our comstock to materially decline.

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

As a result of customer-buying patterns and thereffof our sales force and channel partners td oreexceed quarterly quotas, we
have historically received a substantial portiomath quarter’s sales orders and generated a stiisportion of each quarterrevenue durin
the last two weeks of the quarter. For exampleawarage over the past eight quarters, our shipnaemisg the last two weeks of each quarter
accounted for approximately 35% of aggregate Ilgflifor each quarter. If expected revenue at theoéady quarter is delayed for any reason,
including the failure of anticipated purchase osdermaterialize, our logistics partners’ inabilityship products prior to quarter-end to fulfill
purchase orders received
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near the end of the quarter, our failure to managentory to meet demand, our inability to releases products on schedule, any failure of ou
systems related to order review and processingngidelays in shipments based on trade complisgggpdrements, our revenue for that quartel
could fall below our expectations or those of siims analysts and investors, resulting in a deciimour stock price.

We rely significantly on revenue from subscription and support services which may decline, and because we recognize revenue from
subscription and support services over the term of the relevant service period, downturns or upturnsin sales of subscription and support
services are not immediately reflected in full in our operating results.

Our subscription and support services revenue istarically accounted for a significant percentageur total revenue. Sales of new
or renewal subscription and support services cotgnraay decline and fluctuate as a result of a mirabfactors, including end-customers’
level of satisfaction with our products and sersjdbe prices of our products and services, theeprdf products and services offered by our
competitors or reductions in our customers’ spemtinels. If our sales of new or renewal subsasiptind support services contracts decline,
our revenue and revenue growth may decline antbasiness will suffer. In addition, in the eventrsfigant customers require payment terms
for subscription or support services in arrearfoshorter periods of time than annually, sucimasithly or quarterly, this may negatively
impact subscription and support billing. Furthersave recognize subscription and support servieesnue monthly over the term of the
relevant service period, which is typically one tyleat has been as long as five years. As a renulth of the subscription and support services
revenue we report each quarter is the recognitiateferred revenue from subscription and suppaktices contracts entered into during
previous quarters. Consequently, a decline in nekgreewed subscription or support services cordriacany one quarter will not be fully
reflected in revenue in that quarter but will néggly affect our revenue in future quarters. Acéoglly, the effect of significant downturns in
new or renewed sales of our subscriptions or sugeovices is not reflected in full in our staterseof operations until future periods. Our
subscription and support services revenue also snaklficult for us to rapidly increase our rewenthrough additional service sales in any
period, as revenue from new and renewal servicesaais must be recognized over the applicabldseperiod.

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

Managing our inventory is complex. Our channel pens may increase orders during periods of proshettages, cancel orders if
their inventory is too high, return products ordadvantage of price protection (if any is ava#atol the particular partner), or delay orders in
anticipation of new products. They also may adjlasir orders in response to the supply of our petaland the products of our competitors
are available to them and in response to seaslicaliftions in end-customer demand. Furthermotégitime required to manufacture certain
products or ship products increases for any redb@could result in inventory shortfalls. Managarhof our inventory is further complicated
by the significant number of different products anddels that we sell.

In addition, for those channel partners that hayets of return, inventory held by such channetmens affects our results of
operations. Our inventory management systems datédesupply chain visibility tools may be inadetgu enable us to effectively manage
inventory. Inventory management remains an aréacnfs as we balance the need to maintain inveméegls that are sufficient to ensure
competitive lead times against the risk of inveptoinsolescence because of rapidly changing techp@od customer requirements. If we
ultimately determine that we have excess inventwgymay have to reduce our prices and write-dowaritory, which in turn could result in
lower gross margins. Alternatively, insufficienvantory levels may lead to shortages that resudeiayed revenue or loss of sales
opportunities altogether as potential end-custorersto competitors’ products that are readilyikde. For example, we have experienced
inventory shortages in the past, for instance, dhasemore demand for certain products than we destésted. If we are unable to effectively
manage our inventory and that of our channel pestroair results of operations could be adversdictdd.

Werely on third-party channel partnersto generate substantially all of our revenue. If our partnersfail 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 will be
harmed.

Substantially all of our revenue is generated thhosales by our channel partners, which includeiligors and resellers. We depend
upon our channel partners to generate sales opjitiegiand manage the sales process. To the exdechannel partners are unsuccessful in
selling our products, or we are unable to enter amtangements with, and retain, a sufficient nunatbdigh quality channel partners in each of
the regions in which we sell products, and keemthsotivated to sell our products, our ability tdl ser products and operating results will be
harmed. The termination of our relationship witly argnificant channel partner may adversely impacrtsales and operating results.
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We provide sales channel partners with specifigrams to assist them in selling our products, betd can be no assurance that tl
programs will be effective. In addition, our chahpartners may be unsuccessful in marketing, sehind supporting our products and servi
Our channel partners generally do not have minirpunchase requirements. They may also market, sélsapport products and services that
are competitive with ours, and may devote moreuess to the marketing, sales and support of stmtiugts. They may also have incentives
to promote our competitorproducts to the detriment of our own. They may eessdling our products altogether. We cannot asgoumehat we
will retain these channel partners or that we héllable to secure additional or replacement partorethat existing channel partners will
continue to perform. The loss of one or more ofsignificant channel partners or the failure toaidtind ship a number of large orders each
quarter through them could harm our operating tssli addition, any new sales channel partnerneiuire extensive training and may take
several months or more to achieve productivity. €hannel partner sales structure could subjeat lesnsuits, potential liability and
reputational harm if, for example, any of our chelrrartners misrepresent the functionality of owdpicts or services to end-customers or oul
channel partners violate laws or our corporatecpesi If we fail to optimize our channel partnerdabor fail to manage existing sales chant
our business will be seriously harmed.

If we are not successful in continuing to execute our strategy to increase our salesto larger end-customers, our results of operations may
suffer.

An important part of our growth strategy is to m&se sales of our products to large enterprisescegroviders and governmental
entities. Sales to enterprises, service providedsgovernmental entities involve risks that may lm®present (or that are present to a lesser
extent) with sales to small-to-mid-sized entitiekese risks include:

. increased competition from competitors, sucl@so, Check Point, McAfee (acquired by Intel),d?Alto Networks, and
Juniper, that traditionally target enterprisesyier providers and governmental entities and they aiready have purchase
commitments from those end-customers;

. increased purchasing power and leverage heldrbg endesustomers in negotiating contractual arrangem

. more stringent requirements in our support sereontracts, including stricter support respoimed, and increased penalties
for any failure to meet support requirements; and

. longer sales cycles and the associated riskstitztantial time and resources may be spent oteatnl end-customer that
elects not to purchase our products and services.

Large enterprises, service providers and goverrashentities often undertake a significant evaluapoocess that results in a lengthy
sales cycle, in some cases over 12 months. Althaigghave a channel sales model, our sales repagisesttypically engage in direct
interaction with our distributors and resellereannection with sales to larger end-customers. tDuke lengthy nature, the size and scope, ar
stringent requirements of these evaluations, wiedyly provide evaluation products to these cust@m@/e may spend substantial time, effort
and money in our sales efforts without being susftéén producing any sales. If we are unsuccessfabnverting these evaluations into sales
we may experience an increased inventory of usedugsts and potentially increased write-offs. Iniidd, product purchases by enterprises,
service providers and governmental entities amguieatly subject to budget constraints, multiplerappls, and unplanned administrative,
processing and other delays. Finally, enterprisexsjice providers and governmental entities typidadve longer implementation cycles,
require greater product functionality and scal&p#ind a broader range of services, including aeséavices, demand that vendors take on a
larger share of risks, sometimes require acceptarmasions that can lead to a delay in revenuegeition, and expect greater payment
flexibility from vendors. All these factors can afidther risk to business conducted with thesearusts. If sales expected from a large end-
customer for a particular quarter are not realineithat quarter or at all, our business, operatésylts and financial condition could be
materially and adversely affected.

The average sales prices of our products may decrease, which may reduce our gross profits and adversely impact our financial resultsand
the trading price of our common stock.

The average sales prices for our products mayraefdr a variety of reasons, including competifiviging pressures, discounts we
offer, a change in our mix of products, anticipataf the introduction of new products or promotibpgrams. Competition continues to
increase in the market segments in which we pp#iej and we expect competition to further incréaglee future, thereby leading to increa
pricing pressures. Larger competitors with moreedie product offerings may reduce the price of petalthat compete with ours in order to
promote the sale of other products or may bundientivith other products. Additionally, although wicp our products and services
worldwide in U.S. dollars, currency fluctuationsdertain countries and regions may negatively ihpatual prices that partners and customel
are willing to pay in those
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countries and regions. Furthermore, we anticidsdethe average sales prices and gross profisuioproducts will decrease over product life
cycles. We cannot assure you that we will be sisfakim developing and introducing new offeringgiwénhanced functionality on a timely
basis, or that our product offerings, if introducedtll enable us to maintain our prices and grassifs at levels that will allow us to maintain
profitability.

Actual, possible or perceived defects or vulnerabilitiesin our products or services, the failure of our products or servicesto prevent a virus or
security breach, or misuse of our products could harm our reputation and divert resources.

Because our products and services are complexhéney contained and may contain defects or eratsatre not detected until after
their commercial release and deployment by ourotnets. Defects or vulnerabilities may impede ockloetwork traffic or cause our produ
or services to be vulnerable to electronic breakeincause them to fail to help secure networksaBge the techniques used by computer
hackers to access or sabotage networks changesfridgiand generally are not recognized until lawtchgainst a target, we may be unable to
anticipate these techniques. In addition, defecesmors in our FortiGuard subscription updateswrFortiGate appliances could result in a
failure of our FortiGuard services to effectivelydate end-customers’ FortiGate appliances andliideave customers vulnerable to attacks.
Furthermore, our solutions may also fail to detegirevent viruses, worms or similar threats due tmmber of reasons such as the evolving
nature of such threats and the continual emergehicew threats that we may fail to add to our Fautird databases in time to protect our end
customers’ networks. Our FortiGuard or FortiCardaenters and networks may also experience tealhfaitures and downtime, and may fail
to distribute appropriate updates, or fail to nthetincreased requirements of a growing customse.bany such technical failure, downtime
failures in general may temporarily or permanee#pose our end-customers’ networks, leaving thetiwvarks unprotected against the latest
security threats.

An actual, possible or perceived security breacinfection of the network of one of our end-custespeegardless of whether the
breach is attributable to the failure of our praduar services to prevent the security breach,ccadlersely affect the market's perception of
our security products and services. We may nobieeta correct any security flaws or vulnerabiltigromptly, or at all. Our products may also
be misused by end-customers or third parties whaimlaccess to our products. For example, our mtsdrould be used to censor private
access to certain information on the Internet. Susghof our products for censorship could resufteégative press coverage and negatively
affect our reputation, even if we take reasonal#asures to prevent any improper shipment of owtymts or if our products are provided by
an unauthorized third-party. Any actual, possibleperceived defects, errors or vulnerabilitiesum products, or misuse of our products, coulc
result in:

. expenditure of significant financial and proddetzelopment resources in efforts to analyze, cgrediminate or work-around
errors or defects or to address and eliminate vabikties;

. loss of existing or potential ermdistomers or channel partn

. delayed or lost revent

. delay or failure to attain market accepta

. negative publicity, which will harm our reputaticamc

. litigation, regulatory inquiries or investigatiotigat may be costly and harm our reputa

Our business and operations have experienced significant growth, and if we do not appropriately manage any future growth, or are unable to
improve our systems and processes, our operating resultswill be negatively affected.

We have a high volume business that has growntbedrast several years. We rely heavily on infoiaratechnology systems to help
manage critical functions such as order process@wgnue recognition, financial forecasts, inveyntamd supply chain management and trade
compliance reviews. However, we have been slovdtpiand implement certain automated functiong, kectronic Data Interchange, which
could have a negative impact on our business. ¥ample, a large part of our order processing raiethe manual processing of emails
internally and from our customers. Combined with f&ict that we may receive a majority of our orderthe last few weeks of any given
quarter, a significant interruption in our emaihsee or other systems could result in delayed ofdléiliment and decreased revenue for that
quarter. To manage any future growth effectivelg,must continue to improve and expand our inforomattechnology and financial
infrastructure, operating and administrative systamd controls, and continue to manage headcoapitatand processes in an efficient
manner. We may not be able to successfully implerneprovements to these systems and processetinrely or efficient manner. For
example, we are in the early stages of considenyggading our enterprise resource planning systeireay such
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change may cause disruption and additional costdtfition, our systems and processes may not prevetetect all errors, omissions or fraud.
Our failure to improve our systems and procesgetheir failure to operate in the intended manneay result in our inability to manage the
growth of our business and to accurately forecast@enue, expenses and earnings, or to preveairc®sses. Our productivity and the
quality of our products and services may be adWeedféected if we do not integrate and train ouwremployees quickly and effectively. Any
future growth would add complexity to our organiaatand require effective coordination throughouwt organization. Failure to manage any
future growth effectively could result in increasmabts and harm our results of operations.

If our estimates or judgments relating to our critical accounting policies are based on assumptions that change or prove to be incorrect, our
operating results could fall below expectations of securities analysts and investors, resulting in a decline in our stock price.

The preparation of financial statements in confeymiith generally accepted accounting principleguiees management to make
estimates and assumptions that affect the amoeptsted in the consolidated financial statementsemzompanying notes. We base our
estimates on historical experience and on varithsrassumptions that we believe to be reasonafuleruhe circumstances, as provided in
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations” in this AnnRabport on Form 10-K, the results of
which form the basis for making judgments aboutdeying values of assets and liabilities thatresereadily apparent from other sources.
Our operating results may be adversely affectediifassumptions change or if actual circumstanifées ffom those in our assumptions, wh
could cause our operating results to fall belowetkgectations of securities analysts and investessilting in a decline in our stock price.
Significant assumptions and estimates used in prepaur consolidated financial statements inclthdese related to revenue recognition,
stock-based compensation expense, valuation ohiowg warranty liabilities, and accounting for @dme taxes.

We offer retroactive price protection to certain of our major distributors, and if we fail to balance their inventory with end-customer demand
for our products, our allowance for price protection may be inadegquate, which could adversely affect our results of operations.

We provide certain of our major distributors witlige protection rights for inventories of our prathiheld by them. If we reduce the
list price of our products, certain distributorse#e refunds or credits from us that reduce thmepsf such products held in their inventory
based upon the new list price. Future credits farepprotection will depend on the percentage afgice reductions for the products in
inventory and our ability to manage the levels af major distributors’ inventories. If future pripeotection adjustments are higher than
expected, our future results of operations coulchbeerially and adversely affected.

If we are unable to hire, retain and motivate qualified personnel, our business will suffer.

Our future success depends, in part, on our alidityontinue to attract and retain highly skilleztgonnel. The loss of the services of
any of our key personnel, the inability to attractetain qualified personnel, or delays in hirnreguired personnel, particularly in engineering
and sales, may seriously harm our business, finhoondition and results of operations. From timérhe, we have experienced turnover in
our management-level personnel, including the reeignation of our Vice President of Sales forekivas. None of our key employees has
an employment agreement for a specific term, agdofour employees may terminate their employmeaing time. Our ability to continue to
attract and retain highly skilled personnel willdréical to our future success. Competition foghiy-skilled personnel is frequently intense,
especially in the locations where we have a subatgresence and need for highly-skilled persontied San Francisco Bay Area, Vancouver,
Canada and Beijing, China. We may not be successhitracting, assimilating or retaining qualifipdrsonnel to fulfill our current or future
needs. Also, to the extent we hire personnel frompetitors, we may be subject to allegations they have been improperly solicited or
divulged proprietary or other confidential infornwat.

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 continuedcasrand continuing contributions of our seniomagement to execute on our
business plan, and to identify and pursue new dppities and product innovations. Ken Goldman,foumer Vice President and Chief
Financial Officer, resigned from his position int@eer 2012. The loss of services of other membkssmior management, particularly Ken
Xie, our Co-founder, President and Chief Execu@ficer and Michael Xie, our Co-founder, Vice Padsit of Engineering and Chief
Technology Officer, and any of our senior saleslégs, could significantly delay or prevent the agbiment of our development and strategic
objectives. In addition, key personnel may be digtrd by activities unrelated to our business.|dbe of the services, or distraction, of our
senior management for any reason could adversfgtafur business, financial condition and resofitsperations.
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Adverse economic conditions or reduced information technology spending may adversely impact our business.

Our business depends on the overall demand fomiration technology and on the economic health ofcourent and prospective
customers. In addition, the purchase of our pradiscoften discretionary and may involve a sigaificcommitment of capital and other
resources. Weak global economic conditions, weak@mic conditions in certain geographies, or a ¢&dn in information technology
spending regardless of macro-economic conditiamsldcadversely impact our business, financial ciowliand results of operations in a
number of ways, including longer sales cycles, lopreces for our products and services, higherwaléefates among our distributors, reduced
unit sales and lower or no growth.

Because we depend on several third-party manufacturersto build our products, we are susceptible to manufacturing delays that could
prevent us from shipping customer orders on time, if at all, and may result in the loss of sales and customers, and third-party manufacturing
cost increases could result in lower gross margins.

We outsource the manufacturing of our security iappk products to a variety of contract manufantupartners and original design
manufacturing partners.

Our reliance on our third-party manufacturers regugur control over the manufacturing process, giRgaus to risks, including
reduced control over quality assurance, produdsasd product supply and timing. Any manufactudiguption by our third-party
manufacturers could impair our ability to fulfiltders. If we are unable to manage our relationshigisthese third-party manufacturers
effectively, or if these third-party manufacturesgperience delays, increased manufacturing leaéstimisruptions, capacity constraints or
quality control problems in their manufacturing oageons, or fail to meet our future requirementstfimely delivery, our ability to ship
products to our customers could be impaired andaosiness would be seriously harmed.

These manufacturers fulfill our supply requiremesmghe basis of individual purchase orders. Weehravlong-term contracts or
arrangements with certain of our thipdsty manufacturers that guarantee capacity, thération of particular payment terms or the egien
of credit limits. Accordingly, they are not obligatto continue to fulfill our supply requiremerdasid the prices we are charged for
manufacturing services could be increased on stotite. If we are required to change third-partynafacturers, our ability to meet our
scheduled product deliveries to our customers wbalddversely affected, which could cause thedbsales and existing or potential
customers, delayed revenue or an increase in &g wdiich could adversely affect our gross mardins. individual product lines are gener:
manufactured by only one manufacturing partner. production interruptions for any reason, such nataral disaster, epidemic, capacity
shortages, or quality problems, at one of our martufing partners would severely affect sales ofpsaduct lines manufactured by that
manufacturing partner. Furthermore manufacturingt oereases for any reason could result in lowesgmargins.

Our proprietary FortiASIC, which is the key to therformance of our appliances, is fabricated bytremh manufacturers in foundries
operated by UMC and TSMC. Faraday Technology Ceatpar (using UMC's foundry), K-Micro (using TSMCfeundry) and Renesas (using
UMC's foundry) manufacture our ASICs on a purchasker basis, and these foundries do not guaranteeapacity and could reject orders
from Faraday, K-Micro or Renesas or try to incrgaseing. Accordingly, the foundries are not obtigghto continue to fulfill our supply
requirements, and due to the long lead time timevafoundry would require, we could suffer tempgrarr long term inventory shortages of «
FortiASIC as well as increased costs. Our supplieag also prioritize orders by other companies tidér higher volumes of products. If any
of these suppliers materially delays its supplASfCs or specific product models to us, or requireso find an alternate supplier and we are
not able to do so on a timely and reasonable basithese foundries materially increase theicgs for fabrication of our ASICs or specific
product models, our business would be harmed.

In addition, our reliance on third-party manufaetgrand foundries limits our control over enviromtaé regulatory requirements such
as the hazardous substance content of our prodndttherefore our ability to ensure compliance whn European Union’s (“EU”) Restriction
of Hazardous Substances Directive (“RoH&1H other similar laws. It also exposes us to iflethat certain minerals and metals that origid
in the Democratic Republic of Congo or an adjoindoegintry, known as “conflict minerals,” are condnwithin our products. Under the
Dodd-Frank Wall Street Reform and Consumer Praiaddict of 2010, the SEC adopted new disclosureirements for public companies
using conflict minerals in their products. Undeggh rules, we are required to perform due diligediselose and report our efforts to prevent
the sourcing of such conflict minerals. As a resfithese new rules, we expect to incur additi@aests to comply with the disclosure
requirements, including costs related to deterngitie source of any of the conflict minerals thatyrbe used in our products. Moreover, the
implementation of these new requirements could e affect the sourcing, availability, and prigiof materials used in the manufacture of
our products.
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Because some of the key componentsin our products come from limited sources of supply, we are susceptible to supply shortages, long lead
times for components, and supply changes, each of which could disrupt or delay our scheduled product deliveriesto our customers, result in
inventory shortage, and may result in the loss of sales and customers, and increased component costs may result in lower gross margins.

We and our contract manufacturers currently purelsaveral key parts and components used in thefawuare of our products from
limited sources of supply. We are therefore sulijethe risk of shortages and long lead times énsipply of these components and the risk
that component suppliers discontinue or modify congmts used in our products. We have in the pgsreenced, and are currently
experiencing, shortages and long lead times fdaaitecomponents. Certain of our limited source congnts for particular appliances and
suppliers of those components include: specifiesypf central processing units from Intel, Advanktidro Devices, Inc., RMI/Netlogic
Corporation and VIA Technologies, Inc., networkghfrom Broadcom, Marvell and Intel, and hard dsift®@m Western Digital Technologies,
Inc. The introduction by component suppliers of n@ssions of their products, particularly if notiaipated by us or our contract
manufacturers, could require us to expend sigmificasources to incorporate these new componetat®ur products. In addition, if these
suppliers were to discontinue production of a neagspart or component, we would be required teagsignificant resources and time in
locating and integrating replacement parts or campts from another vendor. Qualifying additiongdliers for limited source parts or
components can be time-consuming and expensive.

Our manufacturing partners have experienced loag fienes for the purchase of components incorpdiiate our products. Lead
times for components may be adversely impactedbipfs outside of our control, such as naturalstiésa and other factors. Our reliance on a
limited number of suppliers involves several addhiél risks, including:

. a potential inability to obtain an adequate supdlyequired parts or components when requ
. financial or other difficulties faced by our supgsh

. infringement or misappropriation of our intelledtpaoperty

. price increase

. failure of a component to meet environmental oeotiegulatory requiremen

. failure to meet delivery obligations in a timel\sFaon; an

. failure in component qualit

The occurrence of any of these would be disrupgtves and could seriously harm our business. Atgriinption or delay in the supg
of any of these parts or components, or the irtghidi obtain these parts or components from altersaurces at acceptable prices and within
reasonable amount of time, would harm our abibtynieet our scheduled product deliveries to ouribigiors, resellers and erdistomers. Th
could harm our relationships with our channel pendrand end-customers and could cause delayspmsht of our products and adversely
affect our results of operations. In addition, @ased component costs could result in lower gr@sgins.

We are exposed to fluctuationsin currency exchange rates, which could negatively affect our financial condition and results of operations.

A majority of our operating expenses is incurretsile the United States. These expenses are deatzuliim foreign currencies and
are subject to fluctuations due to changes in §oreurrency exchange rates, particularly changésaicuro and Canadian dollar (“CAD”) .
For example, during the second and third quarte?®dl, we were affected by the weakening of th®. dollar against the CAD and the Euro
(“EUR"), which caused our operating expenses tosiase. Although we have been hedging currency exesselating to certain balance shee
accounts and have periodically entered into cash fledges relating to certain operating expensesiiad outside of the United States, if we
stop hedging against any of these risks or if ttenapts to hedge against these currency expostgemasuccessful, our financial condition
and results of operations could be adversely aftedh addition, our sales contracts are primat@gominated in U.S. dollars and therefore
substantially all of our revenue is not subjedioi@ign currency risk. However, a strengtheninghef U.S. dollar could increase the real cost o
our products to our customers outside of the Uriitedes, which could also adversely affect ourrii@ condition and results of operations.
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We generate a majority of revenue from sales to distributors, resellers and end-customers outside of the United States, and we are therefore
subject to a number of risks associated with international sales and operations.

We market and sell our products throughout the dvarid have established sales offices in many pétte world. Therefore, we are
subject to risks associated with having worldwigerations. We are also subject to a number of tighkisally associated with international
sales and operations, including:

. economic or political instability in foreign marks

. greater difficulty in enforcing contracts, accourgseivable collection and longer collection pesi

. changes in regulatory requireme

. difficulties and costs of staffing and managingefign operation:

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

. costs of compliance with foreign policies, lasral regulations and the risks and costs of non-tange with such policies,

laws and regulations;

. costs of complying with U.S. laws and regulasidor foreign operations, including the Foreign i@Qpt Practices Act, import
and export control laws, tariffs, trade barriers] @conomic sanctions;

. other regulatory or contractual limitations ar ability to sell our products in certain foreigrarkets, and the risks and costs
of non-compliance;

. heightened risks of unfair or corrupt businesstiras in certain geographies and of improper ardtdent sales arrangeme
that may impact financial results and result inatsnents of financial statements and irregularitiefinancial statements;

. the potential for political unrest, terrorism, hiiés or war
. management communication and integration problewsiting from cultural differences and geograplgpedrsion; an
. multiple and possibly overlapping tax structu

Product and service sales may be subject to fogogernmental regulations, which vary substantifxtyn country to country.

Further, we may be unable to keep up-to-date witinges in government requirements as they chaagetime to time. Failure to comply
with these regulations could result in adverseat$féo our business. In many foreign countries @dmmon for others to engage in business
practices that are prohibited by our internal geand procedures or U.S. regulations applicabiest Although we implemented policies and
procedures designed to ensure compliance with faeseand policies, there can be no assurancealhaitour employees, contractors, channe
partners and agents will comply with these laws alities. Violations of laws or key control poks by our employees, contractors, channel
partners or agents could result in delays in reggraognition, financial reporting misstatemeritse$, penalties, or the prohibition of the
importation or exportation of our products and gsrs and could have a material adverse effect obasiness and results of operations.

We are subject to governmental export and import controlsthat could subject usto liability or impair our ability to competein international
markets.

Because we incorporate encryption technology intoppoducts, certain of our products are subjett.®. export controls and may be
exported outside the U.S. only with the requirepagklicense or through an export license excepfiorne were to fail to comply with U.S.
export licensing, U.S. Customs regulations and impegulations, U.S. economic sanctions and othantries’ import and export laws, we
could be subject to substantial civil and crimipahalties, including fines for the company and ineeation for responsible employees and
managers, and the possible loss of export or ingrariieges. In addition, if our channel partnead fo obtain appropriate import, export or re-
export licenses or permits, we may also be adweesédcted through reputational harm and penal@saining the necessary export license
a particular sale may be time-consuming and mayltrasthe delay or loss of sales opportunities.
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Furthermore, U.S. export control laws and econasaitctions prohibit the shipment of certain prodtts.S. embargoed or
sanctioned countries, governments and persons. theegh we take precautions to prevent our profioot being shipped to U.S. sanctions
targets, our products could be shipped to thoggtaby our channel partners, despite such precauthAny such shipment could have negativ
consequences including government investigatiodgpanalties and reputational harm. In additionioter countries regulate the import of
certain encryption technology, including importpéting/licensing requirements, and have enacted ldat could limit our ability to
distribute our products or could limit our custosiability to implement our products in those coieg. Changes in our products or changes il
export and import regulations may create delaykérintroduction of our products in internationadnkets, prevent our customers with
international operations from deploying our produgibbally or, in some cases, prevent the exparnport of our products to certain countr
governments or persons altogether. Any changeporéxr import regulations, economic sanctionsetated legislation, shift in the
enforcement or scope of existing regulations, @ngfe in the countries, governments, persons ontéapies targeted by such regulations,
could result in decreased use of our products biyy our decreased ability to export or sell ouvgurcts to, existing or potential customers with
international operations. Any decreased use oponalucts or limitation on our ability to export ®gll our products would likely adversely
affect our business, financial condition and ressaftoperations.

If wefail to comply with environmental requirements, our business, financial condition, operating results and reputation could be adversely
affected.

We are subject to various environmental laws agdlegions including laws governing the hazardousenia content of our products
and laws relating to the recycling of electricafl atectronic equipment. The laws and regulationstich we are subject include the EU, Rc
and the EU Waste Electrical and Electronic Equipni@rective (“WEEE Directive™)as well as the implementing legislation of the EEnniel
states. Similar laws and regulations have beeregassare pending in China, South Korea, NorwayJaphn and may be enacted in other
regions, including in the United States, and we arenay in the future be, subject to these lavesragulations.

The EU RoHS and the similar laws of other jurisdics ban the use of certain hazardous materiats @sitead, mercury and cadmium
in the manufacture of electrical equipment, inahgdour products. We have incurred costs to comjitly these laws, including research and
development costs, costs associated with assuringupply of compliant components and costs agsalcigith writing off noncompliant
inventory. We expect to incur more of these casthé future. With respect to the EU RoHS, we amdocompetitors rely on an exemption for
lead in network infrastructure equipment. It is §ibke this exemption will be revoked in the neawufa. If this exemption is revoked, if there
other changes to these laws (or their interpratato if new similar laws are passed in other gidsons, we may be required to reengineer ou
products to use components compatible with theg@lagons. This reengineering and component suiistit could result in additional costs to
us or disrupt our operations or logistics.

The EU has also adopted the WEEE Directive, whicjuires electronic goods producers to be respanfblthe collection, recycling
and treatment of such products. Although curreotly EU international channel partners are resptm$i the requirements of this directive
the importer of record in most of the European ¢oes in which we sell our products, changes ieriptetation of the regulations may cause u
to incur costs or have additional regulatory regimients in the future to meet in order to comphhwtliis directive, or with any similar laws
adopted in other jurisdictions.

Our failure to comply with these and future envir@ntal rules and regulations could result in redwsades of our products, increased
costs, substantial product inventory write-offguttional damage, penalties and other sanctions.

A portion of our revenue is generated by sales to governmental entities, which are subject to a number of challenges and risks.

Sales to U.S. and foreign federal, state and lgoaérnmental agency end-customers have accountedprtion of our revenue in
past periods, and we may in the future increasstalgovernmental entities. Sales to governmentities are subject to a number of risks.
Selling to governmental entities can be highly cetitjye, expensive and time consuming, often reqgisignificant upfront time and expense

without any assurance that we will win a sale.

Government demand, sales, and payment for our ptedind services may be negatively impacted by numseactors and
requirements unique to selling to government agenauch as:

. public sector budgetary cycl
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. funding authorizations and requirements unigqugdvernment agencies, with funding or purchasétlyictions or delays
adversely affecting public sector demand for owdprcts,

. geopolitical matters, ai
. rules and regulations applicable to certain govermrsale:

The rules and regulations applicable to governmal@s may also negatively impact sales to non-govental entities. To date we
have had limited traction in sales to U.S. fedgmlernment agencies, and any future sales to gmeantal entities is uncertain. All of our sales
to governmental entities have been made indire¢latlyugh our distribution channel. Governmentalte@gimay have contractual or other legal
rights to terminate contracts with our distributarel resellers for convenience or due to a defantt,any such termination may adversely
impact our future results of operations. For exaniblithe distributor receives a significant pontiof its revenue from sales to such
governmental entity, the financial health of thstidbutor could be substantially harmed, which dowtgatively affect our future sales to such
distributor. Governments routinely investigate andit government contractors’ administrative preessand any unfavorable audit could
result in the government refusing to continue bgyanr products and services, a reduction of revendi@es or civil or criminal liability if the
audit uncovers improper or illegal activities. Asiych penalties could adversely impact our restiltgperations in a material way. Finally,
purchases by the U.S. government may require ogptaiducts to be manufactured in the United Statelsother high cost manufacturing
locations, and we may not manufacture all prodirctscations that meet the requirements of the gdsernment.

False detection of viruses or security breaches or false identification of spam or spyware could adversely affect our business.

Our antivirus and our intrusion prevention servioesy falsely detect viruses or other threats thatat actually exist. This risk is
heightened by the inclusion of a “heuristiésature in our products, which attempts to identifyises and other threats not based on any ki
signatures but based on characteristics or anosrthléd may indicate that a particular item is aalhrWhen our end-customers enable the
heuristics feature in our products, the risk o§ély identifying viruses and other threats siguifitty increases. These false positives, while
typical in the industry, may impair the perceivetiability of our products and may therefore adesrsmpact market acceptance of our
products. Also, our anti-spam and antispyware sesvinay falsely identify emails or programs as urte@ spam or potentially unwanted
programs, or alternatively fail to properly idegtifnwanted emails or programs, particularly as spamails or spyware are often designed to
circumvent anti-spam or spyware products. Partiesse emails or programs are blocked by our produaisseek redress against us for
labeling them as spammers or spyware, or for ieter with their business. In addition, false idiécation of emails or programs as unwanted
spam or potentially unwanted programs may redueatioption of our products. If our system restiiictsortant files or applications based on
falsely identifying them as malware or some otlemithat should be restricted, this could advera#figct end-customers’ systems and cause
material system failures. Any such false identifiwa of important files or applications could resal negative publicity, loss of end-customers
and sales, increased costs to remedy any probladrcastly litigation.

If our internal network system is compromised by computer hackers, public perception of our products and services will be harmed.

We will not succeed unless the marketplace is denfi that we provide effective network securitytpotion. Because we provide
network security products, we may be a more attrat¢arget for attacks by computer hackers. Althoug have not experienced significant
damages from unauthorized access by a third p&dyranternal network, if an actual or perceiveddxh of network security occurs in our
internal systems it could adversely affect the maperception of our products and services. Inteddisuch a security breach could impair
ability to operate our business, including ouriabtb provide subscription and support servicesuoend-customers. If this happens, our
revenue could decline and our business could suffer

Our ability to sell our productsis dependent on the quality of our technical support services, and our failureto offer high quality technical
support services would have a material adverse effect on our sales and results of operations.

Once our products are deployed within our end-euets’ networks, our end-customers depend on otinteal support services, as
well as the support of our channel partners, tolvesany issues relating to our products. If wewr channel partners do not effectively assist
our customers in deploying our products, succedgiping our customers quickly resolve post-deplegtissues, and provide effective
ongoing support, our ability to sell additional ducts and services to existing customers woulddveraely affected and our reputation with
potential customers could be damaged. Many enserpservice provider and governmental entity emstomers require higher levels of sup
than smaller end-
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customers. If we fail to meet the requirementseflarger end-customers, it may be more diffiauktecute on our strategy to increase our
penetration with larger end-customers.

As a result, our failure to maintain high qualitypport services would have a material adverse teffeour business, financial
condition and results of operations.

Changesin our provision for income taxes or adverse outcomes resulting from examination of our income tax returns could adversely affect

our results.

Our provision for income taxes is subject to vditgtend could be adversely affected by severaidia; many of which are outside of
our control, including:

earnings being lower than anticipated in coestthat have lower tax rates and higher than gatiedl in countries that have
higher tax rates;

changes in the valuation of our deferred tax assaddiabilities
expiration of, or lapses in the research and dewedémnt tax credit law

transfer pricing adjustments including the effefcacquisitions on our intercompany researchdewkelopment and legal
structure;

an increase in non-deductible expenses for taggses, including certain stock-based compensatipense, write-offs of
acquired in-process research and development napaiiment of goodwill;

a decrease in the stock option exercises by outog®@s in some of our foreign subsidiaries thatearse an adverse trans
pricing adjustment;

tax costs related to intercompany realignm

tax assessments resulting from income tax aodigy related tax interest or penalties thatasignificantly affect our
income tax provision for the period in which thétleenent takes place;

a change in our decision to indefinitely reinvestfgn earning:
changes in accounting principles
changes in tax laws and regulations includingsgiale changes in the United States to the taxafi@arnings of our foreign

subsidiaries, and the deductibility of expenseashatiable to foreign income, or the foreign taxditeules, or changes to the
U.S. income tax rate, which would necessitate altation of our deferred tax assets and liabilities

Significant judgment is required to determine theognition and measurement attribute prescribélderFinancial Accounting
Standards Board (“FASB”) standard. In addition, stendard applies to all income tax positions,udiig the potential recovery of previously
paid taxes, which if settled unfavorably could agdedy impact our provision for income taxes or éiddial paidin capital. Further, as a resuli
certain of our ongoing employment and capital itwesnt actions and commitments, our income in aefftaieign countries is subject to
reduced tax rates and in some cases is wholly exiorp tax. Our failure to meet these commitmemislid adversely impact our provision for
income taxes. In addition, we are subject to th@inoaous examination of our income tax returnsh®y Internal Revenue Service (“IRS”) and
other tax authorities. We regularly assess thditiked of adverse outcomes resulting from thesenéxations to determine the adequacy of
provision for income taxes. There can be no assertimat the outcomes from these continuous examirsvill not have an adverse effect on
our results of operations.

Although we currently do not have a valuation alowe, we may in the future be required to estaloligh We will continue to assess
the need for a valuation allowance on the defetagdasset by evaluating both positive and negaweence that may exist.

Forecasting our estimated annual effective tax rate is complex and subject to uncertainty, and there may be material differences between our
forecasted and actual tax rates.
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Forecasts of our income tax position and effedtierate are complex and subject to uncertaintabse our income tax position for
each year combines the effects of a mix of pref#med and losses incurred by us in various tasdiations with a broad range of income tax
rates, as well as changes in the valuation of daldax assets and liabilities, the impact of uagiaccounting rules and changes to these rules
and tax laws, the results of examinations by variax authorities, and the impact of any acquisjtlmusiness combination or other
reorganization or financing transaction. To forécas global tax rate, we estimate our pa®-profits and losses by jurisdiction and foreaast
tax expense by jurisdiction. If the mix of proféad losses, our ability to use tax credits, oratife tax rates by jurisdiction is different than
those estimated, our actual tax rate could be ma#ifedifferent than forecasted, which could havaaterial impact on our results of business,
financial condition and results of operations.

As a multinational corporation, we conduct our bass in many countries and are subject to taxatiomany jurisdictions. The
taxation of our business is subject to the appboadf multiple and sometimes conflicting tax laarsd regulations as well as multinational tax
conventions. Our effective tax rate is highly degemt upon the geographic distribution of our wotltevearnings or losses, the tax regulations
and tax holidays in each geographic region, théahility of tax credits and carryforwards, and #ifgectiveness of our tax planning strategies
The application of tax laws and regulations is sabjo legal and factual interpretation, judgmerd ancertainty. Tax laws themselves are
subject to change as a result of changes in fismaly, changes in legislation, and the evolutibmegulations and court rulings. Consequently,
taxing authorities may impose tax assessmentsdgnjents against us that could materially impacttaxtiability and/or our effective income
tax rate.

In addition, we may be subject to examination afioaome tax returns by the IRS and other tax aitibe. If tax authorities challen
the relative mix of U.S. and international incoroer future effective income tax rates could be askly affected. While we regularly assess
the likelihood of adverse outcomes from such exations and the adequacy of our provision for inceaxes, there can be no assurance that
such provision is sufficient and that a determorathy a tax authority will not have an adversedafta our business, financial condition and
results of operations.

Our inability to acquire and integrate other businesses, products or technologies could seriously harm our competitive position.

In order to remain competitive, we may seek to aegadditional businesses, products, or technofogieal intellectual property, such
as patents. If we identify an appropriate acquisitandidate, we may not be successful in negagakie terms of the acquisition, financing
acquisition, or effectively integrating the acqditeusiness, product, technology or intellectuapprty into our existing business and
operations. We may have difficulty incorporatingjaiced technologies, intellectual property or pragduvith our existing product lines and
maintaining uniform standards, controls, procedares policies. Our due diligence may fail to idgnéll of the problems, liabilities or other
shortcomings or challenges of an acquired busimpesduct or technology, including issues with ilgefual property, product quality or prod
architecture, regulatory compliance practices, meeerecognition or other accounting practices gplegee or customer issues. In addition,
acquisitions we are able to complete may not bestige to earnings and may not result in any syieergr other benefits we had expected to
achieve, which could result in write-offs that ablble substantial. Acquisitions during a quarter meesylt in increased operating expenses anc
adversely affect our results of operations for fhexiod or future periods compared to the reshhs we have previously forecasted or achie
Further, completing a potential acquisition anégnating acquired businesses, products, technalagimtellectual property could significan
divert management time and resources.

Our businessis subject to therisks of warranty claims, product returns, product liability and product defects.

Our products are very complex and, despite tegtiiag to their release, have contained and mayatonindetected defects or errors,
especially when first introduced or when new versiare released. Product errors have affecteddtiermance of our products and could
delay the development or release of new productewrversions of products, adversely affect ountagon and our end-customers’
willingness to buy products from us, and adverséfigct market acceptance or perception of our prtsdAny such errors or delays in relea:
new products or new versions of products or aliegatof unsatisfactory performance could caus® lsse revenue or market share, increase
our service costs, cause us to incur substantids o redesigning the products, cause us to igedisant end-customers, subject us to liability
for damages and divert our resources from othéstasy one of which could materially and adverséfgct our business, results of operation:
and financial condition. Our products must sucadhlsinteroperate with products from other venddks.a result, when problems occur in a
network, it may be difficult to identify the souscef these problems. The occurrence of hardwaresaftédare errors, whether or not caused by
our products, could delay or reduce market acceptahour products, and have an adverse effectiobusiness and financial performance,
and any necessary revisions may cause us to incur
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significant expenses. The occurrence of any suchl@ms could harm our business, financial conditiod results of operations.

Although we have limitation of liability provisioria our standard terms and conditions of sale, thay not fully or effectively prote
us from claims as a result of federal, state oalléawvs or ordinances or unfavorable judicial diecis in the United States or other countries.
The sale and support of our products also entaifigk of product liability claims. We maintain urance to protect against certain claims
associated with the use of our products, but caurnce coverage may not adequately cover any elsé@rted against us. In addition, even
claims that ultimately are unsuccessful could rteisubur expenditure of funds in litigation and éivmanagement’s time and other resources.

Our businessis subject to therisks of earthquakes, fire, power outages, floods and other catastrophic events, and to interruption by manmade
problems such ascivil unrest and terrorism.

A significant natural disaster, such as an eartkgufire, a flood, or significant power outage abhhve a material adverse impact on
our business, operating results and financial damdiOur corporate headquarters are located iisreFrancisco Bay Area, a region known
for seismic activity. In addition, natural disasteould affect our manufacturing vendors, suppliefegistics providers’ ability to perform
services such as obtaining product components amlifacturing products on a timely basis and asgistith shipments on a timely basis. In
the event our or our service providers’ informatieahnology systems or manufacturing or logisthuitees are hindered by any of the events
discussed above, shipments could be delayed, iresuitmissing financial targets, such as revemeshipment targets, for a particular
quarter. In addition, regional instability, actstefrorism and other gewmslitical unrest could cause disruptions in ouribess or the business
our manufacturers, logistics providers, partnergral-customers or the economy as a whole. Givetypical concentration of sales at each
quarter end, any disruption in the business ofnroamufacturers, logistics providers, partners or@mstomers that impacts sales at the end of
our quarter could have a significant adverse impaabur quarterly results. All of the aforementidmesks may be augmented if the disaster
recovery plans for us and our suppliers prove tmadequate. To the extent that any of the abosaltein delays or cancellations of customer
orders, or the delay in the manufacture, deployrmeshipment of our products, our business, finslnmndition and results of operations
would be adversely affected.

Risks Related to Our Industry

The network security market israpidly evolving and the complex technology incorporated in our products makes them difficult to develop. If
we do not accurately predict, prepare for and respond promptly to technological and market developments and changing end-customer needs,
our competitive position and prospects will be harmed.

The network security market is expected to contitauevolve rapidly. Moreover, many of our end-cuséos operate in markets
characterized by rapidly changing technologiestamginess plans, which require them to add numaretygork access points and adapt
increasingly complex enterprise networks, incorfipgaa variety of hardware, software applicatiamserating systems and networking
protocols. In addition, computer hackers and othdrs try to attack networks employ increasinglyispicated techniques to gain access to
and attack systems and networks. The technologurimproducts is especially complex because it needffectively identify and respond to
new and increasingly sophisticated methods of lattabile minimizing the impact on network perfornean Additionally, some of our new
products and enhancements may require us to demelefhardware architectures and ASICs that invobraplex, expensive and time
consuming research and development processes.uglthithe market expects rapid introduction of neadpcts or product enhancements to
respond to new threats, the development of thesdupts is difficult and the timetable for commelciease and availability is uncertain and
there can be long time periods between releaseaailhbility of new products. We have in the pastl may in the future experience
unanticipated delays in the availability of newguots and services and fail to meet previously anoed timetables for such availability. If
do not quickly respond to the rapidly changing agdrous needs of our end-customers by developitigraleasing and making available on a
timely basis new products and services or enhancesntieat can respond adequately to new securigatiy our competitive position and
business prospects will be harmed.

Our URL database for our Web filtering service may fail to keep pace with the rapid growth of URLs and may not categorize websitesin
accordance with our end-customers’ expectations.

The success of our Web filtering service dependherbreadth and accuracy of our URL databaseoAgh our URL database
currently catalogs millions of unique URLS, it caimts only a portion of the URLSs for all of the wigbs that are available on the Internet. In
addition, the total number of URLs and softwareli@pfions is growing rapidly, and we expect thipidagrowth to continue in the future.
Accordingly, we must identify and categorize comtiem our security risk categories at an extremralyid rate. Our database and technologies
may not be able to keep pace with the growth imilmaber of websites, especially the growing amadicontent utilizing foreign languages
and the increasing sophistication of malicious
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code and the delivery mechanisms associated withae, phishing and other hazards associated hdthrternet. Further, the ongoing
evolution of the Internet and computing environnsentill require us to continually improve the furotality, features and reliability of our W
filtering function. Any failure of our databaseski®ep pace with the rapid growth and technologibange of the Internet will impair the
market acceptance of our products, which in tudhtveirm our business, financial condition and ressaf operations.

In addition, our Web filtering service may not hesessful in accurately categorizing Internet gopliaation content to meet our end-
customers’ expectations. We rely upon a combinatfceutomated filtering technology and human reviewategorize websites and software
applications in our proprietary databases. Our@rmstemers may not agree with our determinationsghdicular URLs should be included or
not included in specific categories of our datababeaddition, it is possible that our filteringopesses may place material that is objectionab
or that presents a security risk in categoriesdahaigenerally unrestricted by our customers’ mgeand computer access policies, which coulc
result in such material not being blocked fromrleéwork. Conversely, we may miscategorize website$ that access is denied to websites
containing information that is important or valuabd our customers. Any miscategorization couldltés customer dissatisfaction and harm
our reputation. Any failure to effectively categmriand filter websites according to our end-custshand channel partners’ expectations will
impair the growth of our business.

If our new products and product enhancements do not achieve sufficient market acceptance, our results of operations and competitive
position will suffer.

We spend substantial amounts of time and monegsmarch and develop new products and enhancedn®xsi our existing products
to incorporate additional features, improved fumrility or other enhancements in order to meetastomers’ rapidly evolving demands for
network security in our highly competitive industé@/hen we develop a new product or an enhancedbwen$ an existing product, we typica
incur expenses and expend resources upfront toatigmomote and sell the new offering. Thereforeemwe develop and introduce new or
enhanced products, they must achieve high levaisaoket acceptance in order to justify the amodiouo investment in developing and
bringing them to market.

Our new products or product enhancements coulddaittain sufficient market acceptance for marasoms, including:
. delays in releasing our new products or enhancesierihe marke

. failure to accurately predict market demand in eohproduct functionality and to supply produdtattmeet this demand ir
timely fashion;

. failure of our sales force and partners to focusahing new product

. inability to interoperate effectively with thetworks or applications of our prospective eudtomers

. inability to protect against new types of attack$ezhniques used by hacki

. defects, vulnerabilities, errors or failures or geyceived possible defects, vulnerabilities, ermrfailures
. negative publicity about their performance or effeness

. introduction or anticipated introduction of competiproducts by our competitc

. poor business conditions for our exwstomers, causing them to delay IT purchi

. easing of regulatory requirements around secuaity

. reluctance of customers to purchase products incatipg open source softwe

If our new products or enhancements do not achaeeguate acceptance in the market, our compegitisition will be impaired, our
revenue will be diminished and the effect on ougraging results may be particularly acute becafifiecosignificant research, development,
marketing, sales and other expenses we incurrednnection with the new product or enhancement.
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Unless we continue to develop better market awareness of our company and our products, our revenue may not continue to grow.

Increased market awareness of our capabilitiepasdlcts is essential to our continued growth amdsaccess in all of our markets,
particularly for the large enterprise, service jidev and governmental entities markets. We havetidésilly had relatively low spending on
certain marketing activities, and, if our marketprggrams are not successful in creating marketavess of our company and products, our
business, financial condition and results of openatwill be adversely affected, and we will notddde to achieve sustained growth.

Demand for UTM products may be limited by market perception that UTM products are inferior to network security solutions from multiple
vendors.

Sales of most of our products depend on increasetadd for UTM products. If the UTM market failsgmow as we anticipate, our
business will be seriously harmed. Target custommeng view UTM “all-in-one” solutions as inferior 8ecurity solutions from multiple
vendors because of, among other things, their pgarethat UTM products provide security functidnesm only a single vendor and do not
allow users to choose “best-of-breed” defenses fmamng the wide range of dedicated security apjdics available. Target customers might
also perceive that, by combining multiple secufiiyctions into a single platform, UTM solutions ate a “single point of failure” in their
networks, which means that an error, vulnerabdityailure of the UTM product may place the entiswork at risk. In addition, the market
perception that UTM solutions may be suitable dolysmall and medium sized businesses because @Eks ithe performance capabilities
functionality of other solutions may harm our sake$arge enterprise, service provider, and govemtal entity end-customers. If the foregoing
concerns and perceptions become prevalent, evkar# is no factual basis for these concerns arwbptons, or if other issues arise with the
UTM market in general, demand for UTM products coog severely limited, which would limit our growdind harm our business, financial
condition and results of operations. Further a sssful and publicized targeted attack against whother well known UTM vendor exposin
“single point of failure” could significantly incesse these concerns and perceptions and may harnusiness and results of operations.

We face intense competition in our market and we may lack sufficient financial or other resourcesto maintain or improve our competitive
position.

The market for network security products is intépsempetitive, and we expect competition to intBnis the future. Our competita
include networking companies such as Cisco andéunsecurity vendors such as Check Point, McAdeg\ired by Intel), SonicWALL
(acquired by Dell) and Palo Alto Networks, and otpeint solution security vendors.

Many of our existing and potential competitors grgabstantial competitive advantages such as:

. greater name recognition and longer operating hést

. larger sales and marketing budgets and reso

. broader distribution and established relatiopshwith distribution partners and endstomers
. access to larger customer ba

. greater customer support resour

. greater resources to make acquisiti

. lower labor and development costs;

. substantially greater financial, technical and otiesource:

In addition, some of our larger competitors haviessantially broader product offerings and levertiggr relationships based on other
products or incorporate functionality into existipgpducts in a manner that discourages users froohpsing our products. These larger
competitors often have broader product lines andketdiocus and are in a better position to withdtany significant reduction in capital
spending by end-customers in these markets. Therdftese competitors will not be as susceptiblotenturns in a particular market. Also,
many of our smaller competitors that specializprioviding protection from a single type of netwascurity threat are often able to deliver
these specialized network security products tartaeket more quickly than we can. Some of our smabenpetitors are using third-party chips
designed to
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accelerate performance. Conditions in our markettdcchange rapidly and significantly as a restiteohnological advancements or
continuing market consolidation. Our current anteptial competitors may also establish cooperatl&ionships among themselves or with
third parties that may further enhance their resesirin addition, current or potential competitoray be acquired by third parties with greater
available resources, such as Juniper’s acquisitidtetScreen Technologies Inc., Intel's acquisitidiMcAfee, Check Point’'s acquisition of
Nokia Corporatior” security appliance business and Dell’s acquisitid SonicWALL. As a result of such acquisitionsy @current or potential
competitors might be able to adapt more quicklgaw technologies and customer needs, devote grestaurces to the promotion or sale of
their products and services, initiate or withstantstantial price competition, take advantage qbisition or other opportunities more readily
or develop and expand their product and serviceriofjs more quickly than we do. In addition, oumgetitors may bundle products and
services competitive with ours with other produatsl services. Customers may accept these bundiddgis and services rather than
separately purchasing our products and services t®budget constraints or economic downturns,rérgéions may be more willing to
incrementally add solutions to their existing netiveecurity infrastructure from competitors thaméplace it with our solutions. These
competitive pressures in our market or our faitloreompete effectively may result in price reductipfewer customer orders, reduced revenu
and gross margins and loss of market share.

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

Large, well-established providers of networkingipment such as Cisco and Juniper offer, and matiragnto introduce, network
security features that compete with our produdtbeein stand-alone security products or as aol#i features in their network infrastructure
products. The inclusion of, or the announcemeitroitent to include, functionality perceived togimilar to that offered by our security
solutions in networking products that are alreaelgegally accepted as necessary components of reawnaritecture may have an adverse
effect on our ability to market and sell our progué¢urthermore, even if the functionality offetednetwork infrastructure providers is more
limited than our products, a significant numbecoe$tomers may elect to accept such limited funetignin lieu of adding appliances from an
additional vendor such as us. Many organizationg lravested substantial personnel and financialiess to design and operate their
networks and have established deep relationshighsothier providers of networking products, whichymaake them reluctant to add new
components to their networks, particularly fromestkiendors such as us. In addition, an organiZatixisting vendors or new vendors with a
broad product offering may be able to offer conicessthat we are not able to match because wertlyrefer only network security products
and have fewer resources than many of our competifoorganizations are reluctant to add additieredwork infrastructure from new vendors
or otherwise decide to work with their existing ders, our business, financial condition and resaflisperations will be adversely affected.

Risks Related to Intellectual Property
Our proprietary rights may be difficult to enforce, which could enable othersto copy or use aspects of our products without compensating us.

We rely primarily on patent, trademark, copyrightidrade secrets laws, confidentiality proceduresa@ntractual provisions to
protect our technology. Valid patents may not idsom our pending applications, and the claims évally allowed on any patents may not be
sufficiently broad to protect our technology or guots. Any issued patents may be challenged, &®ld or circumvented, and any rights
granted under these patents may not actually pecattquate defensive protection or competitive rtdges to us. Patent applications in the
United States are typically not published untilegist 18 months after filing, or, in some casesanall, and publications of discoveries in
industry-related literature lag behind actual dis@es. We cannot be certain that we were thetfirghake the inventions claimed in our
pending patent applications or that we were the for file for patent protection. Additionally, tipeocess of obtaining patent protection is
expensive and time-consuming, and we may not betalprosecute all necessary or desirable pat@licapons at a reasonable cost or in a
timely manner. In addition, recent changes to ttemt laws in the United States may bring into tjaeghe validity of certain software patents
and may make it more difficult and costly to pragegpatent applications. As a result, we may nalide to obtain adequate patent protection
or effectively enforce our issued patents.

Despite our efforts to protect our proprietary tgylunauthorized parties may attempt to copy aspgaiur products or obtain and use
information that we regard as proprietary. We gelheenter into confidentiality or license agreensawith our employees, consultants, ven
and customers, and generally limit access to astdlalition of our proprietary information. Howevere cannot assure you that the steps take
by us will prevent misappropriation of our techrgfoPolicing unauthorized use of our technologpmducts is difficult. In addition, the laws
of some foreign countries do not protect our pretariy rights to as great an extent as the lawseotinited States, and many foreign countries
do not enforce these laws as diligently as goventragencies and private parties in the United St&mm time to time, legal action by us
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may be necessary to enforce our patents and ottedlectual property rights, to protect our tradersts, to determine the validity and scope of
the proprietary rights of others or to defend agiagfaims of infringement or invalidity. Such litijon could result in substantial costs and
diversion of resources and could negatively affectbusiness, operating results and financial ¢@rdilf we are unable to protect our
proprietary rights (including aspects of our softevand products protected other than by patentsjigive may find ourselves at a competitive
disadvantage to others who need not incur theiadditexpense, time and effort required to crefa¢einnovative products that have enabled u
to be successful to date.

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

Our products contain software modules licensedstbyuthird-party authors under “open source” li@nsncluding the GNU Public
License, the GNU Lesser Public License (LGPL),BISD License, the Apache License and others. Froma to time, there have been claims
against companies that distribute or use open sa@aftware in their products and services, asggttiat open source software infringes the
claimants’ intellectual property rights. We coulel §ubject to suits by parties claiming infringemefintellectual property rights in what we
believe to be licensed open source software. Udalatribution of open source software may entegbger risks than use of third-party
commercial software, as open source licensors ghynelo not provide warranties or other contracpuaitections regarding infringement
claims or the quality of the code. Some open soliceases contain requirements that we make avaikdurce code for modifications or
derivative works we create based upon the typgeh®ource software we use. If we combine our ety software with open source
software in a certain manner, we could, under gedpen source licenses, be required to releassdiinee code of our proprietary software to
the public. This would allow our competitors toates similar products with lower development effontl time and ultimately could result in a
loss of product sales for us.

Although we monitor our use of open source softwaravoid subjecting our products to conditionsdeenot intend, the terms of
many open source licenses have not been interpogtethited States courts, and there is a riskitihege licenses could be construed in a way
that could impose unanticipated conditions or retsbins on our ability to commercialize our prodadn this event, we could be required to
seek licenses from third parties to continue offgiour products, to make generally available, irse code form, our proprietary code, to re-
engineer our products, or to discontinue the shtmioproducts if re-engineering could not be acptished on a timely basis, any of which
could adversely affect our business, operatingltsand financial condition.

Claims by others that we infringe their proprietary technology or other litigation matters could harm our business.

Patent and other intellectual property disputescaremon in the network security industry. Thirdtjger have asserted and may in the
future assert claims of infringement of intelledtpeoperty rights against us. They may also asserh claims against our end-customers or
channel partners whom we typically indemnify agaataims that our products infringe the intelledtproperty rights of third parties. As the
number of products and competitors in our marketeiases and overlaps occur, infringement claimsin@gase. Any claim of infringement
by a third-party, even those without merit, coudaise us to incur substantial costs defending agthi@slaim and could distract our
management from our business. In addition, litmatnay involve patent holding companies or otheeask patent owners who have no
relevant product revenue and against whom our aatenps may therefore provide little or no deteresoicprotection.

Although third parties may offer a license to thtechnology, the terms of any offered license matybe acceptable, and the failure to
obtain a license or the costs associated with iaepde could cause our business, financial comdéid results of operations to be materially
and adversely affected. In addition, some licemsag be non-exclusive, and therefore our competitag have access to the same technolog
licensed to us.

Alternatively, we may be required to develop nofringing technology, which could require significaime, effort and expense and
may ultimately not be successful. Furthermore,aeassful claimant could secure a judgment or we agage to a settlement that prevents us
from distributing certain products or performingteén services or that requires us to pay substhdémages (including treble damages if we
are found to have willfully infringed such claimanpatents or copyrights), royalties or other feasy of these events could seriously harm ou
business, financial condition and results of openat

From time to time we are subject to lawsuits claignpatent infringement, and there are lawsuitsyitag patent infringement curren
pending, as discussed in the section entitled “LBgaceedings” in Part |, Item 3 of this Annual Regpon Form 10-K. We are also subject to
other litigation in addition to patent infringemeaniaims, such as employment-related litigation disgputes, general commercial litigation, and
other forms of litigation and disputes, includinngekholder litigation. If we are unsuccessful ifataling any such claims, our operating result
and financial condition and results may be
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materially and adversely affected. For examplenveg be required to pay substantial damages and t@uprevented from selling certain of
our products. Litigation, with or without merit, wld negatively impact our business, reputation, gaids in a material fashion. In addition to
the lawsuits described in “Legal Proceedings,” savather non-practicing patent holding companiggehsent us letters proposing that we
license certain of their patents, and given this tlwe proliferation of lawsuits in our industry aoither similar industries by both non-practicing
entities and operating entities, we expect thatwllebe sued for patent infringement in the futuregardless of the merits of any such lawsuits
The cost to defend such lawsuits and any advessdt iia such lawsuits could have a material adveffeet on our results of operations and
financial condition.

We rely on the availability of third-party licenses.

Many of our products include software or otherlietgtual property licensed from third parties. layrbe necessary in the future to
renew licenses relating to various aspects of thesgucts or to seek new licenses for existingew products. There can be no assurance tha
the necessary licenses would be available on alolepterms, if at all. The inability to obtain art licenses or other rights or to obtain such
licenses or rights on favorable terms, or the rieezhgage in litigation regarding these matters|dcoesult in delays in product releases until
equivalent technology can be identified, licensedeveloped, if at all, and integrated into ourdarcts and may have a material adverse effec
on our business, operating results, and finanoaflition. Moreover, the inclusion in our producfssoftware or other intellectual property
licensed from third parties on a nonexclusive besidd limit our ability to differentiate our prodts from those of our competitors.

Risks Related to Ownership of our Common Stock

As a public company, we are subject to compliance initiatives that will require substantial time from our management and result in
significantly increased costs that may adver sely affect our operating results and financial condition.

The Sarbanes-Oxley Act of 2002, the Dodd-Frank \8aket Reform and Consumer Protection Act of 2@%Qyell as other rules
implemented by the SEC and The NASDAQ Stock Mairikepose various requirements on public companies,iding requiring changes in
corporate governance practices. These and propospdrate governance laws and regulations undesideration may further increase our
compliance costs. If compliance with these variegal and regulatory requirements diverts our mansmnt's attention from other business
concerns, it could have a material adverse effieaius business, financial condition and resultspErations. The Sarbanes-Oxley Act requires
among other things, that we assess the effectigasfesur internal control over financial reportiagnually and disclosure controls and
procedures quarterly. We completed our evaluatfauointernal controls over financial reporting fescal 2012 as required by Section 404 of
the Sarbanes-Oxley Act of 2002. Although our assess, testing and evaluation resulted in our caicluthat as of December 31, 2012, our
internal controls over financial reporting wereegtive, we cannot predict the outcome of our tgsitin2013 or future periods. If our internal
controls or disclosure controls are ineffectivduture periods, our business and reputation coelddrmed. We may incur additional expenses
and commitment of management’s time in connectidgh further evaluations, both of which could maddlyi increase our operating expenses
and accordingly reduce our operating results.

Changesin financial accounting standards may cause adver se unexpected fluctuations and affect our reported results of operations.

A change in accounting standards or practices anglng interpretations of existing accounting proncements, such as changes to
standards related to the increased use of faievalkeasure, financial instruments, and the potergdlirement that U.S. registrants prepare
financial statements in accordance with Internaidtinancial Reporting Standards (“IFRS”), could/éa significant effect on our reported
financial results or the way we conduct our businéfisve do not ensure that our systems and preses® aligned with the new standards, we
could encounter difficulties generating quarteriyg @nnual financial statements in a timely manwéich would have an adverse effect on our
business and our ability to meet our reportinggailons.

If securities or industry analysts stop publishing research or publish inaccurate or unfavorable research about our business, our stock price
and trading volume could decline.

The trading market for our common stock will depémgart on the research and reports that secaigtiéndustry analysts publish
about us or our business. If we do not maintairmadte research coverage or if one or more of théysts who covers us downgrades our s
or publishes inaccurate or unfavorable researchtataa business, our stock price would likely deelilf one or more of these analysts ceases
coverage of our company or fails to publish reportsis regularly, demand for our stock could desgewhich could cause our stock price anc
trading volume to decline.
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The trading price of our common stock islikely to be volatile.

The market price of our common stock is subjeetitte fluctuations in response to, among other thitige risk factors described in
this periodic report, and other factors such asonsror fluctuations in the valuation of companiesceived by investors to be comparable tc
For example, in the year ended December 31, 28&%rice of our common stock ranged from $17.842®.44.

Furthermore, the stock markets have experiencee prd volume fluctuations that have affected amdicue to affect the market
prices of equity securities of many companies. €fkgtuations often have been unrelated or digmtagnate to the operating performance of
those companies. These broad market and industtufitions, as well as general economic, politiati market conditions, such as recess
interest rate changes or international currenastdiations, may negatively affect the market pritewwr common stock.

In the past, many companies that have experienakdility in the market price of their stock havedn subject to securities class
action litigation. We may be the target of thiseygf litigation in the future. Securities litigati@gainst us could result in substantial costs and
divert our management’s attention from other bussreoncerns, which could seriously harm our busines

Our failureto raise additional capital or generate the significant capital necessary to expand our operations and invest in new products could
reduce our ability to compete and could harm our business.

We expect that our existing cash and cash equitsaleifi be sufficient to meet our anticipated casleds for at least the next 12
months. If we need to raise additional funds infthare, we may not be able to obtain additionddtae equity financing on favorable terms, if
at all. If we raise additional equity financing,ratockholders may experience significant dilutidriheir ownership interests and the per-share
value of our common stock could decline. Furtheemdrwe engage in debt financing, the holderseaiftdvould have priority over the holders
of common stock and we may be required to accepistéhat restrict our ability to incur additionatiebtedness. We may also be required to
take other actions that would otherwise be in titerésts of the stockholders and force us to maistzecified liquidity or other ratios, any of
which could harm our business, operating resultsfamancial condition. If we need additional capaad cannot raise it on acceptable terms,
we may not be able to, among other things:

. develop or enhance our products and sen

. continue to expand our sales and marketing anérelsand development organizatic
. acquire complementary technologies, products oinbase:

. expand operations, in the United States or inteynally;

. hire, train and retain employees

. respond to competitive pressures or unanticipaiading capital requiremen

Our failure to do any of these things could sediphgrm our business, financial condition and ressaf operations.

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

Our certificate of incorporation, bylaws and Delagvkaw contain provisions that could have the egftéaendering more difficult,
delaying or preventing an acquisition deemed umdbls by our board of directors. Our corporate goarce documents include provisions:

. providing for a classified board of directorsagle members serve staggered thyres-terms

. authorizing “blank check” preferred stock, whiobuld be issued by the board without stockholg@raval and may contain
voting, liquidation, dividend and other rights stipeto our common stock;

. limiting the liability of, and providing indemnifation to, our directors and office
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. limiting the ability of our stockholders to call dibring business before special meeti

. requiring advance notice of stockholder prope$ai business to be conducted at meetings oftoakisolders and for
nominations of candidates for election to our bazrdirectors;

. controlling the procedures for the conduct and dalieg of board and stockholder meetings;

. providing the board of directors with the exgreswer to postpone previously scheduled annuatingseand to cancel
previously scheduled special meetings.

These provisions, alone or together, could delgyrevent hostile takeovers and changes in controhanges in our management.

As a Delaware corporation, we are also subjectdgigions of Delaware law, including Section 203lté# Delaware General
Corporation law, which prevents some stockholdeidihg more than 15% of our outstanding commonkstomm engaging in certain business
combinations without approval of the holders ofiastantial majority of all of our outstanding commstock.

Any provision of our certificate of incorporatiom bylaws or Delaware law that has the effect ohgiglg or deterring a change in
control could limit the opportunity for our stockders to receive a premium for their shares ofammmon stock, and could also affect the
price that some investors are willing to pay for common stock.

ITEM 1B. Unresolved Staff Comments
Not applicable.
ITEM 2.  Properties

Our corporate headquarters are located at 1090 Riad, Sunnyvale, California in an office consigtof
approximately 107,000 square feet. The lease ferdtfice expires in September 2013. In August2Me purchased real property including
land and buildings comprising 441,265 and 164,@fthee feet, respectively, in Sunnyvale, Califorfia,approximately $14.5 million. We are
in the process of evaluating uses for this property

In addition to our headquarters, we lease appraeind 4,000 square feet of data center space éo@leof approximately 71,000
square feet of office space in two buildings inBalyy, Canada under various leases that expire20dl§y, approximately 24,000 square feet of
office space in Ottawa, Canada under a lease tipires in February 2015, approximately 19,000 sgtdieet of office space in Sophia, France
under a lease that expires in December 2013, gnbamately 26,000 square feet of office spacedijiBg, China under a lease that expire
August 2013. We also lease sales and support sfiicAustralia, Austria, Belgium, Egypt, Germanyrg Kong, India, Indonesia, Israel, It
Japan, Korea, Malaysia, Mexico, the Netherlandsy Kealand, Philippines, Poland, Russia, Saudi AaBingapore, Spain, Sweden,
Switzerland, Taiwan, Thailand, Turkey, United A&atmirates, and the United Kingdom. We believe thatexisting properties are sufficient
and suitable for the conduct of our business.

ITEM 3. Legal Proceedings

In August 2009, Enhanced Security Research, LLCSaalirity Research Holdings LLC (collectively “ESR& non-practicing entity,
filed a complaint against us in the United Statesdriat Court for the District of Delaware allegimgfringement by us and other defendants of
two patents. The plaintiffs are claiming unspedifiamages and requesting an injunction againstltbged infringement. In June 2010, the
Court granted our motion to stay pending the ouiofireexamination proceedings in the U.S. Patedflaademark Office (“PTO") on both
asserted patents. The PTO rejected all of the slainthe patents in the suit and ESR appealeddhidt to the Board of Patent Appeals and
Interferences (“BPAI"). In August 2012, the BPAImpleted its review of both reexamination proceesliragd, after the BPAI's review, all
claims of the asserted ESR patents remain rejelctédictober 2012, ESR filed an additional appeahefBPAI decision with the United States
Court of Appeal for the Federal Circuit. That agpseatill pending.

In April 2010, an individual, a former stockhold&rFortinet, filed a class action lawsuit againstclaiming unspecified damages in
the California Superior Court for the County of LAsgeles alleging violation of various California@orations Code sections and related tor
claims alleging misrepresentation and breach ofcfary duty regarding the 2009 repurchase by Fertfi shares of its stock while we were a
privately-held company. In September 2010, the €gramted our
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motion to transfer the case to the California SigpeZourt for Santa Clara County and the plairt#f filed several amended complaints in the
Superior Court to add individual defendants, amatiigr amendments. The Superior Court set a trial fda December 2012, but we settled
this matter and paid $1.0 million in November 204:2d the settlement was approved by the court.

In July 2010, Network Protection Sciences, LLC ('SR, a non-practicing entity, filed a complaintthre United States District Court
for the Eastern District of Texas alleging paterfitingement by us and other defendants. NPS isahgj unspecified damages, including treble
damages for willful infringement, and requestsrgariction against such alleged infringement. In &aber 2011, the United States District
Court for the Eastern District of Texas ordereddhse to be transferred to the Northern Distric€alifornia. In June 2012, the United States
District Court for the Northern District of Califoia dismissed the other defendants for misjoinaled, the case is proceeding with Fortinet as
the sole defendant. This case is currently schddolea jury trial starting in September 2013.

In June 2012, we received a letter from SRI Intgéonal (“SRI”) claiming that we infringed certairR$ patents. Subsequently, we filed a
complaint in the United States District Court foe tNorthern District of California seeking declargtrelief and a judgment that the SRI
patents were invalid, unenforceable and not infrthQy any of our products or services. The capeoiseeding in District Court.

We do not currently believe that any of the foregditigation matters will have a material advee$ct on our business.

ITEM 4. Mine Safety Disclosure
Not applicable.
Part Il
ITEM 5. Market for Registrant’ s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securitie
Our common stock is traded on The NASDAQ Globak8eMarket under the symbol “FTNT.” The followinghle sets forth, for the

time periods indicated, the high and low closinigsgrice of our common stock, adjusted to reflbettwo-for-one split effective June 1, 2011,
as reported on The NASDAQ Global Select Market.

2012 2011
High ($) Low ($) High ($) Low ($)
Fourth Quarter 24.8( 17.81 25.7¢ 16.5:
Third Quarter 27.6¢ 20.9: 28.17 16.2¢
Second Quarter 28.4¢ 20.41 27.2¢ 18.9¢
First Quarter 27.8: 19.9( 22.0¢ 16.5¢

Holders of Record

As of February 20, 2013, there were 81 holdergodrd of our common stock. A substantially greatenber of holders of our
common stock are “street name” or beneficial hadethose shares are held by banks, brokers andfothecial institutions.

Dividends

We have never declared or paid cash dividends onagital stock. We intend to retain all availahlads and any future earnings to
support the operation of and to finance the groavitt development of our business. We do not antipaying any cash dividends in the
foreseeable future. Any future determination tol@ieccash dividends will be made at the discretibour board of directors and will depenc
our financial condition, operating results, capreEduirements, general business conditions and &db#ors that our board of directors may
deem relevant.

Stock Performance Graph
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This performance graph shall not be deemed “filéa’ purposes of Section 18 of the Exchange Adhaarporated by reference into
any filing of Fortinet under the Securities Acti®33, as amended (the “Securities Agt or the Exchange Act, except as shall be express|
forth by specific reference in such filir

The following graph shows a comparison from Noveni& 2009 through December 31, 2012 , of the catiwd total return for our
common stock, the NASDAQ Composite Index, and tASNAQ Computer Index. Such returns are based dorigal results and are not
intended to suggest future performance. Data fer NASDAQ Composite Index and The NASDAQ Computelebassume reinvestment of
dividends. We have never declared or paid casldeds on our capital stock nor do we anticipaténmesny such cash dividends in the
foreseeable future.

COMPARISON OF CUMULATIVE TOTAL RETURN*
Among Fortinet, Inc., The NASDAQ Composite Index ad
The NASDAQ Computer Index
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—_—Fortinet ——NASDAQ Composite —@*NASDAQ Computer

11/09 12/09 03/10 06/10 09/10 12/10 03/11 06/11 09/11 12/11 03/12 06/12 09/12 12/12
Fortinet, Inc. $10C $10€ $10€ $ 99 $15C $19t¢ $26€ $32&8 $20z $268 $33% $27¢ $29C $25¢
NASDAQ Composite $10C $10€ $11z $ 98 $11C $124 $13C $12¢ $11: $121 $144 $137 $14c $141
NASDAQ Computer $10C $107 $11C $ 98 $111 $127 $131 $12¢ $11¢ $127 $157 $14t $154 $14c

* $100 invested on 11/18/09 in stock or index, urgthg reinvestment of dividends.
Sales of Unregistered Securities

None.
Purchases of Equity Securities by the Issuer and Affiliated Purchasers

None.
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ITEM 6. Selected Financial Data

You should read the following selected consoliddtistbrical financial data below in conjunction wihe section titled
“Management’s Discussion and Analysis of Finan€@ahdition and Results of Operations” and the cadatdd financial statements, related
notes and other financial information included efisere in this Annual Report on Form 10-K. The sidddinancial data in this section is not
intended to replace the financial statements andadified in its entirety by the consolidated ficgal statements and related notes thereto
included elsewhere in this Annual Report on ForrK10

We made the decision in the first quarter of fix@09 to change our financial reporting periodsiffiscal to calendar basis. This
change was implemented in the third quarter o&fi2009 upon completion of required system chamgesordingly, commencing in the third
quarter of fiscal 2009, we began operating andnteqpfinancial results on a calendar quarter agarybasis. Our third quarter of fiscal 2009
ended on September 30, 2009, and our fiscal yeed 80ded on December 31, 2009. This transitiortirae@ffect of increasing the number of
days in our twelve months ended December 31, 2§@8ur days. Prior to the third quarter of fisc@0B, our interim fiscal quarters ended on
the Sunday closest to March 31, June 30 and Septe3fbof each year.

Fiscal Year"
2012 2011 2010 2009 2008
($ amounts in 000's, except per share amounts)

Consolidated Statement of Operations Data:

Total revenue 533,63¢ 433,57t 324,69t 252,11! 211,79:
Operating income 100,47 88,90 55,34: 25,33« 4,92
Net income 66,83¢ 62,49 41,24! 60,17¢ 7,363
Net income per share

Basic 0.4z 0.41 0.2¢ 0.97 0.1¢

Diluted 0.4C 0.3¢ 0.2¢ 0.3¢ 0.1¢
Weighted-average shares outstanding:

Basic 158,07- 152,58: 140,72t 52,66¢ 40,03¢

Diluted 166,32! 163,78: 156,40t 130,43t 53,28
Q) Our fiscal years ended on December 31, 20D2cember 31, 2011, December 31, 20D@cember 31, 2009 and December 28, -

As of Fiscal Year End
2012 2011 2010 2009 2008
($ amounts in 000's)

Consolidated Balance Sheet Data:

Cash, cash equivalents and investments 739,58t 538,68 387,46( 260,31« 124,191
Total assets 975,49 734,74 545,42. 387,21. 199,10!
Convertible preferred stock — — — — 94,36¢
Total stockholders’ equity (deficit) 510,93: 358,35 232,45: 142,45. (5,229)

ITEM 7. Management’s Discussion and Analysis dfinancial Condition and Results of Operations

In addition to historical information, this AnnuRleport on Form 10-K contains forward-looking stagens within the meaning of
Section 27A of the Securities Act and Section Z1keoExchange Act. These statements include, aotbeg things, statements concerning
expectations regarding:

. variability in sales in certain product categori'em year to year and between quarte
. expected impact of sales of certain produ
. continued sales into large enterprises and serpiowiders;
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. mix of billings between products and servic

. mix of service sales containing mujgar support and subscription contrac

. the significance of stodiased compensation as an expel

. the proportion of our revenue that consists of praduct and service revenues and future trends retpect to services

revenue as we renew existing services contracteapdnd our customer base;

. the impact of our product innovation strate:
. trends in revenue, costs of revenue, and grossime
. trends in our operating expenses, including pergbonsts, research and development expense, sademarketing expense

and general and administrative expense;
. our effective tax rate; an
. the sufficiency of our existing cash and investsxemtneet our cash needs for at least the nextdithms;

as well as other statements regarding our futurerapions, financial condition and prospects andibass strategies. These forward-
looking statements are subject to certain risks ancertainties that could cause our actual restdtsliffer materially from those reflected in
the forward-looking statements. Factors that catddse or contribute to such differences include aoe not limited to, those discussed in this
Annual Report on Form -K and, in particular, the risks discussed under Heading “Risk Factors” in Part I, Item 1A of tidsinual Report
on Form 10-K and those discussed in other documeatile with the SEC. We undertake no obligatmretise or publicly release the results
of any revision to these forward-looking stateme@isen these risks and uncertainties, readerscatgtioned not to place undue reliance on
such forward-looking statements.

Business Overview

We provide network security solutions, which endiriead, integrated and high performance prote@gainst dynamic security
threats while simplifying the IT security infrastture for enterprises, service providers and gavemntal entities worldwide. Since inception
through December 31, 2012 , we had shipped ov@01000 appliances via more than 10,000 channaig@ato more than 150,000 end-
customers worldwide, including a majority of thel20~ortune Global 100.

Our core UTM/NGFW product line of FortiGate physiaad virtual appliances ships with a set of seégwand networking capabilitie
including firewall, VPN, application control, aniius, intrusion prevention, Web filtering, anti-spand WAN acceleration functionality. We
derive a substantial majority of product sales fimum FortiGate appliances, which range from theiGate-20, designed for small businesses,
to the FortiGate-5000 series for large enterprigdecommunications carriers, and service providets UTM/NGFW solution also includes
our FortiGuard security subscription services, Wwhéad-customers can subscribe to in order to obizirss to dynamic updates to intrusion
prevention, application control, antivirus, Weltdiing, vulnerability management and anti-spam fienality included in our appliances. End-
customers can also choose to purchase FortiCdreitat support services for our products. End-qusts also often use FortiManager and
FortiAnalyzer products in conjunction with a Foréiteé deployment to provide centralized managemeatysis and reporting capabilities. We
complement our core FortiGate product line witheothppliances and software that offer additionatgmtion from security threats to other
critical areas of the enterprise, such as messagilelp application firewalls, databases, protectigainst denial of service attacks (DDoS) and
endpoint security for employee computers and malgldces. Sales of these complementary produces gi@wn in recent quarters, although
these products still represent less than 10% ofaiat revenue. During fiscal 2012, we announcednew FortiOS 5.0 operating system.
FortiOS 5.0 is our fifth generation security opematsystem, and this release brings more than &#80features to our FortiGate product line
addition, we announced version 5.0 operating sysfemour FortiManager, FortiAnalyzer, and ForteBit products, to address the need for
increasingly sophisticated management and anadf$ie network infrastructure and endpoint devicegarious environments. During fiscal
2012, we also announced our new FortiASIC-SoC2qa®ar. FortiASIC-SoC2 is our second-generationge®sar that combines general
purpose processing power with Fortinet ’ s custeammology to provide hardware-accelerated netweckisty performance for our FortiGate
appliances. It provides more than double the gépeoaessing capacity than its predecessor. Duraegl 2012 , we expanded and enhanced
our FortiGate UTM/NGFW and FortiAP secure wirelassess product lines. We also introduced softwased virtual appliances for many
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of our FortiGate and FortiManager product linesiclithelp secure the end-customer’s cloud-basedanktinfrastructures with the same
functionality as the traditional physical appliariceheir respective product lines.

Financial Highlights

*  We recorded total revenue of $533.6 millionistél 2012. This represents an increase of 23%@alf2012, compared to fiscal 2011.
Revenue included $3.7 million and $2.6 million frdne sales of previously-acquired patents in fi@€dl2 and 2011, respectively.
Product revenue was $248.9 million , an increasbet in fiscal 2012, compared to fiscal 2011. Smrwirevenue was $274.0 million
in fiscal 2012, an increase of 24% in fiscal 20d@npared to fiscal 2011.

»  We generated cash flows from operating actizitie$183.9 million in fiscal 2012, an increase3886compared to fiscal 201

» Cash, cash equivalents and investments were.&n38ion as of December 31, 2012, an increas&200.9 million from December
31, 2011.

» Deferred revenue was $363.2 million as of Decen®1, 2012, an increase of $68.4 millfoom December 31, 201

Fiscal 2012 was our third full year as a public pamy, following our initial public offering in Noweber 2009. We believe the greater
visibility and brand recognition derived from beiagpublic company, combined with success in seliingnterprise and service provider
customers and new product introductions, servembagibutors to the growth in our business durisgdl 2012.

We continue to invest in research and developneestréngthen our technology leadership positionkaeiigve continued product
innovation has strengthened our technology advaraag resulted in market share gains, as eviddmc#te recent introduction of several
noteworthy new FortiGate appliance models, sudh@$G-100D, FG-800C, FG-3240C and FG-5101C. Duisggal 2012 , we also made a
significant investment in sales and marketing toéase brand awareness and grow our global satesdad distribution channels to grow our
global presence both geographically and by industgment. As a result, we experienced increasdd/diesmes driven by traction in
enterprise data center deployments and large eigembeals, with particular strength in the reflancial and telecommunication sectors.

The number of deals involving sales greater thal0FI00 was 718 in fiscal 2012, compared to i6iscal 2011. The number of de
involving sales greater than $250,000 was 241sicefi2012, compared to 167 in fiscal 2011. The remobdeals of involving sales greater
than $500,000 was 81 in fiscal 2012, compared tm 3iscal 2011. We expect some variability in tmstric, and remain focused on investing
in our sales and research and development resauroeder to expand our reach into new high-growetticals and emerging markets, and
meet increasing customer expectations about thigygaad functionality of our products, as we cong to sell to large customers, such as
enterprise and service providers. While we haveggpced some success selling into certain verticsiomer segments, such as service
providers and enterprise, we have experiencedrassson selling into other verticals such as th& Uederal government and there can be no
assurance we will be successful selling into cenartical customer segments.

Sales of FortiGate products have generally beeambell across entry-level (FortiGate-20 to -10Gsgrimid-range (FortiGate-200 to -
800 series) and high-end (FortiGate-1000 to -5@02s) models with each product category represgpproximately one-third of FortiGate
sales, with some degree of variability from yeayear and between quarters over the three-yeasgperided December 31, 2012. The
percentage of our FortiGate related billings fréma mid-range category increased from 31% in fi264ll to 33% in fiscal 2012, while the
high-end category decreased from 37% to 35% , whdeentry-level category remained flat year oveary See “—Key Metrics” below for
more information on billings and “—Other Non-GAAEncial Measures” for a discussion of the limdas of non-GAAP financial
measures.

In fiscal 2012, operating expenses increased by @di¥tpared to fiscal 2011. The increase was prigndriven by additional
headcount to support our growth as we continuedvest in the development of new products and edmam sales coverage. We also incurrec
$1.3 million of litigation settlement expense iadal 2012. Of this amount, we recorded $1.0 milasra general and administrative expense
and $0.3 million as a sales and marketing expérfsese increases were partially offset by favor&dneign currency exchange rates comparec
to fiscal 2011. We also experienced improvemenfgaauctivity and efficiencies in our overall headot as our annualized fiscal 2012
revenue per employee, defined as annual revenigediby average headcount, reached $303,000, op$&97,000 for fiscal 2011. Headcao
increased to 1,954 as of December 31, 2012 fro®31a5 of December 31, 2011. Our accelerated pagieiind continued in fiscal 2012,
particularly in support, sales and marketing arsetaech and development.
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Our Business Model

Our sales strategy is based on a distribution matiekeby we primarily sell our products and servideectly to distributors who sell
to resellers and service providers, who, in tuetl,te our end-customers. In certain cases, wedigttly to governmenfiscused resellers, lart
service providers and major systems integrators, fidve significant purchasing power and uniqueatnst deployment requirements.
Typically, FortiGuard security subscription seng@nd FortiCare technical support services arehased along with our physical and virtual
appliances. We invoice at the time of our saldliertotal price of the products and subscriptioth support services, and the invoice generally
becomes payable within 30 to 90 days. We generadiggnize product revenue up-front based on tloeatiéd revenue value and defer revenu
for the sale of new and renewal subscription amgpstt services contracts. We recognize the relsgedces revenue over the service period,
which is typically one year from the date the emdtomer registers for these services (the datelochvihe services can first be used by the
customer), although it can be as long as five yeakes of new and renewal services increase derrdd revenue balance, which contributes
significantly to our positive cash flow from opeaats.

Key Metrics

We monitor the key financial metrics set forth lvelim help us evaluate growth trends, establish btgjgneasure the effectiveness of
our sales and marketing efforts, and assess opeahtfficiencies. Our total deferred revenue iasegl by $68.4 million from $294.8 millias
of December 31, 2011 to $363.2 million as of Deceng@i, 2012 . Revenue recognized plus the chandeferred revenue from the beginning
to the end of the period is a useful metric thahaggement identifies as billings. Billings for sees drive deferred revenue, which is an
important indicator of the health and visibility @fir business, and has historically representedjarity of the revenue that we recognize in a
typical quarter. We ended fiscal 2012 with $739ilion in cash, cash equivalents and investmentsteave had positive cash flow from
operations every fiscal year since 2005. We disoessnue, gross margin, and the components of tipgiacome and margin below under
“—Components of Operating Results,” and we disausscash, cash equivalents, and investments urdéiduidity and Capital Resources.”
Deferred revenue and cash flow from operationgla®ussed immediately below the following table.

Fiscal Year or as of Fiscal Year End

2012 2011 2010
($ amounts in 000’s)
Revenue 533,63¢ 433,57t 324,69t
Gross margin 72% 74% 74%
Operating incomé& 100,47! 88,90 55,34:
Operating margin 19% 21% 17%
Total deferred revenue 363,18! 294,83: 252,63:
Increase in total deferred revenue 68,35: 42,20 50,70:
Cash, cash equivalents and investments 739,58¢ 538,68" 387,46(
Cash provided by operating activities 183,86t 132,84. 103,38
Free cash flow’ 161,78 135,21¢ 99,60:
(2) Includes:
Stock-based compensation expense 30,69( 19,01t 9,31¢
Patent settlement income 1,912 1,911 —

(2) See “ —Cash flow from operations” below forefidition of free cash flow.

Deferred revenueOur deferred revenue consists of amounts that hega invoiced but that have not yet been recograsedvenue.
The majority of our deferred revenue balance co:sisthe unamortized portion of services revemaefsubscription and support service
contracts. We monitor our deferred revenue bal&ecause it represents a significant portion ofmeeeo be recognized in future periods. We
define billings as revenue recognized during agekepius the change in deferred revenue from thenbaty to the end of the period. The
following table reflects the calculation of billiags discussed in the paragraph above. For a disousf the limitations of noGAAP financial
measures, see “—Other Non-GAAP Financial MeasureB3w.
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Fiscal Year
2012 2011 2010
($ amounts in 000’s)
Billings:
Revenue 533,63¢ 433,57¢ 324,69t
Increase in deferred revenue 68,35: 42,20: 50,70:
Total billings (Non-GAAP) 601,99: 475,77t 375,39

Cash flow from operation¥Ve monitor cash flow from operations as a measticeipoverall business performance. Our cash flow
from operations is driven in large part by advapagments for both new and renewal contracts fos@iition and support services, consisten
with our billings for the period. Monitoring caslod from operations and free cash flow enableownalyze our financial performance
excluding the non-cash effects of certain item$iagdepreciation, amortization and stock-basedeosation expenses, thereby allowing us
to better understand and manage the cash needs bfisiness. Free cash flow, an alternative non-BAiAancial measure of liquidity, is
defined as net cash provided by operating acts/léss capital expenditures. For a discussioneofithitations of non-GAAP financial
measures, see “—Other Non-GAAP Financial Measurekiw.

Fiscal Year
2012 2011 2010
($ amounts in 000’s)

Free Cash Flow:

Net cash provided by operating activities 183,86¢ 132,84. 103,38:
Less purchases of property and equipment (22,089 (3,629 (3,77¢)
Free cash flow (Non-GAAP) 161,78 129,21 99,60:

Other Non-GAAP Financial Measures

To supplement our consolidated financial statempresented in accordance with U.S. generally aedeptcounting principles{'S.
GAAP”), we consider certain financial measures #ratnot prepared in accordance with U.S. GAARuiting billings and free cash flow
discussed above as well as non-GAAP gross margitGAAP operating income, non-GAAP operating margion-GAAP operating
expenses, and non-GAAP net income. These non-GAdsiadial measures are not based on any standanmgiegtdology prescribed by
GAAP and are not necessarily comparable to simikaaisures presented by other companies.

We use these non-GAAP financial measures interiiral@nalyzing our financial results and believeythee useful to investors, as a
supplement to GAAP measures, in evaluating our imggoperational performance and enhancing an duemderstanding of our past financial
performance, as they help illustrate underlyingdsein our business that could otherwise be malsikete effect of the expenses that we
exclude in these non-GAAP financial measures. feuntiore, we use many of these measures to establigiets and operational goals for
managing our business and evaluating our performaffe also believe that the use of these non-GAwdh€ial measures provides an
additional tool for investors to use in comparing cecurring core business operating results oudtipte periods with other companies in our
industry, many of which present similar non-GAARdincial measures to investors.

These norsAAP financial measures should not be considerésbilation from, or as a substitute for, finandrdbrmation prepared i
accordance with GAAP. There are a number of linutet related to the use of these non-GAAP finanoi@hsures versus the nearest GAAP
equivalent of these financial measures. First,gmes-GAAP financial measures exclude certain réogirnon-cash charges such as stock-
based compensation expense, offset by patentraetitincome. Stock-based compensation expenseekas &nd will continue to be for the
foreseeable future, a significant recurring expéngsrir business and is an important part of ouplegees’ overall compensation. Second, the
expenses that we exclude in our calculation ofamEnGAAP financial measures may differ from the expsn#eany, that our peer compar
may exclude when they report their results of ofema. We compensate for these limitations by gty the nearest GAAP equivalents of
these non-GAAP financial measures and describiegellGAAP equivalents in the section entitled “—HRssnf Operations” below.
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Non-GAAP gross margin is gross margin as reporteduwr consolidated statements of operations, ekulutthe impact of stock-based
compensation expense, which is a non-cash chare GMAP operating income is operating income, asred on our consolidated
statements of operations, excluding the impactaifksbased compensation expense and the incomeos&ed from a patent settlement. Non-
GAAP operating margin is non-GAAP operating incotineéded by revenue. The following tables recon@l&AP gross margin, operating
income, and operating margin to non-GAAP gross margpn-GAAP operating income, and non-GAAP opa@thargin for fiscal 2012 ,

2011 and 2010 .

Fiscal Year
2012 2011 2010
% of % of % of
Amount ($) Revenue Amount ($) Revenue Amount ($) Revenue
($ amounts in 000’s)
Total revenue 533,63¢ 433,57t 324,69t
GAAP gross profit and margin 386,21¢ 72 319,97¢ 74 239,49( 74
Stock-based compensation expense 4,06¢ 1 1,97: — 1,03( —
Non-GAAP gross profit and margin 390,28t 73 321,95: 74 240,52( 74
GAAP operating income and margin 100,47 19 88,90: 21 55,34 17
Stock-based compensation expense:
Cost of revenue 4,06¢ 1 1,97¢ — 1,03( —
Research and development 9,22¢ 1 4,691 1 2,33¢ 1
Sales and marketing 12,79: 2 9,32t 3 3,81( 1
General and administrative 4,60z 1 3,02¢ — 2,13¢ 1
Total stock-based compensation expense 30,69( 5 19,01¢ 4 9,31¢ 3
Patent settlement income (1,919 — (1,91 (1) — —
Non-GAAP operating income and margin 129,250 24 106,00¢ 24 64,65¢ 20

Non-GAAP operating expenses exclude the impactoaksbased compensation expense and the incomeafimatent settlement. The
following tables reconcile GAAP operating experngeson-GAAP operating expenses for fiscal 20121,1228nd 2010 .
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Fiscal Year
2012 2011 2010
% of % of % of
Amount ($) Revenue Amount ($) Revenue Amount ($) Revenue

($ amounts in 000's)
Operating Expenses:
Research and development expenses:

GAAP research and development expens 81,07¢ 15 63,577 15 49,80: 15

Stock-based compensation expense (9,226 (@D} (4,69 Q) (2,339 Q)

Non-GAAP research and development

expenses 71,85: 14 58,88¢ 14 47,46 14
Sales and marketing expenses:

GAAP sales and marketing expenses 179,15 33 145,53. 34 111,96¢ 34

Stock-based compensation expense (12,799 2 (9,325 €)] (3,810 Q)

Non-GAAP sales and marketing expense 166,36: 31 136,20° 31 108,15t 33
General and administrative expenses:

GAAP general and administrative expens 25,51 5 21,96¢ 4 22,38( 8

Stock-based compensation expense (4,602 (€N} (3,026 — (2,136 (1)

Patent settlement income 1,912 — 1,911 1 — —

Non-GAAP general and administrative

expenses 22,82 4 20,85( 5 20,24« 7
Total operating expenses:

GAAP operating expenses 285,74 53 231,07- 53 184,14¢ 57

Stock-based compensation expense (26,627) (4) (17,047 4 (8,285 (©)]

Patent settlement income 1,91- — 1,911 1 — —

Non-GAAP operating expenses 261,03! 49 215,94: 5C 175,86 54

Non-GAAP net income is net income, as reportediinamnsolidated statements of operations, excluttisgmpact of stock-based
compensation expense and income from a patergrsettit. The following tables reconcile GAAP net imgoas reported on our consolidated
statements of operations to non-GAAP net incomdigoal 2012 , 2011 and 2010 .

Fiscal Year
2012 2011 2010
($ and share amounts in 000’s, except per share aomis)
Net Income:

GAAP net income 66,83¢ 62,49: 41,24¢
Stock-based compensation expefise 30,69( 19,01¢ 9,31¢
Patent settlement inconfie (1,919 (1,91)) —
Provision for income taxe$ 38,16( 29,58 15,09¢
Non-GAAP income before provision for income taxes 133,77: 109,17 65,65¢
Tax adjustmen? (45,487 (36,029 (21,010

Non-GAAP net income 88,29. 73,14¢ 44,64¢

Non-GAAP net income per share—diluted 0.5t 0.45 0.2¢

Shares used in per share calculation—diluted 166,32¢ 163,78 156,40t

Q) Stock-based compensation expense is added®&KAP net income to reconcile to nGAAP income before taxe
2) The patent settlement income is removed froRd\B net income to reconcile to n@BAAP income before taxe
3) Provision for income taxes is our GAAP prowisthat must be added to GAAP net income to ret®iteinonGAAP income before taxe
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4) Non-GAAP financial information is adjusted to achigte overall effective tax rates of 34%, 33%, an#3an a pro forma basis, which could differ frore tBAAP tax
rate, for fiscal 2012, 2011, and 2010, respectively

Components of Operating Results

Revenue

We derive our revenue from sales of our productssamscription and support services. In fiscal 20d@d recognized our revenue in
accordance with the new revenue recognition acaugiguiidance which is discussed in further detafH-Critical Accounting Policies and
Estimates—Revenue Recognition” below. Accordinth®new accounting standards, revenue is recogmbed persuasive evidence of an
arrangement exists, delivery has occurred, the psiixed or determinable and collection is prdbab

Our total revenue is comprised of the following:

Product revenu. Product revenue is generated from sales of quiiaaqzes. The substantial majority of our prodestenue
has been generated by our FortiGate line of apmisnand we do not expect this to change in tresémable future. Product
revenue also includes revenue derived from sal&é®diManager, FortiAnalyzer, FortiSwitch, FortiNarortiDB, FortiWeb,
FortiAP, FortiScan, FortiCarrier, FortiBalancer ré@ache, FortiVoice, FortiBridge, FortiDDoS, F@NS, and
FortiAuthenticator appliances, and our FortiCliend virtual domain, or VDOM, software. For arrangeis which include
end-customer acceptance criteria, revenue is rézagjupon acceptance. We recognize product revensales to
distributors that have no general right of retund direct sales to end-customers upon shipmeng athother revenue
recognition criteria have been met. Certain distobs that stock our products are granted stockiont rights as well as
rebates for sales of our products. The arrangefeerfor this group of distributors is not fixed atheterminable when
products are shipped and revenue is thereforeréefand recognized upon sell-through. As a pergentétotal revenue, we
expect our product revenue may vary from quartegttarter based on seasonal and cyclical factocsisied below under “—
Quarterly Results of Operations” but generally mayain at relatively comparable levels or decliredestly over time, as
services revenue becomes a larger portion of osinbss as our customers renew existing servicasaotg and we expand
our customer base.

Services revenueServices revenue is generated primarily fromiEarie technical support services for software upslat
maintenance releases and patches, Internet acceshnical content, telephone and Internet adeetghnical support
personnel and hardware support, and FortiGuardiggsubscription services related to applicatiomtcol, antivirus,
intrusion prevention, Web filtering, argpam and vulnerability management updates. We reoegevenue from subscripti
and support services over the service performaadeg Our typical contractual support and subsicnipterm is one year
from the date of registration, although we do offarti-year support and subscription contracts.alée generate a small
portion of our revenue from professional serviced aining services, and we recognize this revexsune services are
provided. As a percentage of total revenue, we @xpér services revenue to remain at comparabkddewr increase as our
customers renew existing service contracts andxwarel our customer base. Our services revenue lgmate depends
significantly on the growth of our customer basd #re renewal of service contracts by our currestamers.

Ratable and other reveni. Ratable and other revenue is generated from shlms products and services in cases where th
fair value of the services being provided cannosdygarated from the value of the entire sale.édsdltases, the value of the
entire sale is deferred and recognized ratably theeservice performance period. See “—Critical dwtting Policies and
Estimates—Revenue Recognition.” Ratable and othermue was formerly referred to as Ratable prododtservices
revenue. In fiscal 2012 and 2011, this categorjudes a $3.7 million and a $2.6 million sale ofyioeisly-acquired patents,
respectively. In fiscal 2012 and 2011 , ratable aifner revenue represented 2% and 4% of total teyaespectively. Over
time we expect this category to continue to dediune to the current revenue recognition rules, hitow us to use best
estimate of selling price (“BESP”) in our allocatiof arrangement consideration when vendor-spegifjective evidence
(“VSOE") is not available.

Our total cost of revenue is comprised of the folitg:

Cost of product revenueA substantial majority of the cost of producteaue consists of thirgarty manufacturing costs. C
cost of product revenue also includes productrigstosts, write-offs for excess
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and obsolete inventory, royalty payments, amoitnaand any impairment of applicable acquired igtale assets, warranty
costs, shipping and allocated facilities costsslsteased compensation expense, and personnelasssisiated with logistics
and quality control. Personnel costs include dasted personnel costs such as salaries, bendfitsoanses. Royalties refle
amounts related to the litigation with Trend Midncorporated, which was settled in December 2011.

. Cost of services revenu€ost of services revenue is primarily comprisedash-based personnel costs associated with our
FortiGuard Labs team and our technical supporfggsional services and training teams, as welkasatiation, supplies,
data center, data communications, facility-relatests and stock-based compensation expense. Wet@yrecost of services
revenue will increase in absolute dollars but renta@imparable as a percentage of revenue as wagernt invest in
subscription and support services to meet the nefedlgr growing customer base and service levgbeeted by our enterpri
customers.

. Cost of ratable and other revenu€ost of ratable and other revenue is comprisgdapily of deferred product costs and
services-related costs.

Gross profit. Gross profit as a percentage of revenue, or gnasgin, has been and will continue to be affetted variety of factors,
including the average sales price of our prodwaig,excess inventory writeffs, product costs, the mix of products sold drelrmix of revenu
between products and services. We believe our hegoss margin for the near term will remain atdkls comparable to that achieved in fiscal
2012.

Services revenue has historically increased asceptage of total revenue since inception, andtteisd has had a positive effect on
our total gross margin given the higher servicesgmargins compared to product gross marginsnBtiscal 2012 service margins decrea
slightly from fiscal 2011 as we made the decisminiest in support services infrastructure thdkt aliow us to both expand our base of
enterprise customers and to support future growthtdgher service levels to our existing enterpcisstomers.

Operating expensedOur operating expenses consist of research arelafament, sales and marketing and general andrégtnaitive
expenses. Personnel costs are the most significamponent of operating expenses and consist oflzaséd personnel costs such as salaries,
benefits, bonuses, and sales commissions. Theyralsmle non-cash charges, specifically, stock-h@asepensation expense. We expect
personnel costs to continue to increase in absdhlitars as we hire new employees.

. Research and developm¢. Research and development expense consists dsirnhdash-based personnel costs. Additional
research and development expenses include ASIGyestem prototypes and certification-related expgndepreciation of
capital equipment, facility-related expenses andlsbased compensation expenses. The majorityraiesearch and
development is focused on both software developmedthe ongoing development of our hardware piatfaVe record all
research and development expenses as incurregatdgceapital equipment which is depreciated dirae. Our developme
teams are primarily located in Canada, China, hadJnited States.

. Sales and marketingSales and marketing expense is the largest coempaxfi our operating expenses and primarily cossist
of cash-based personnel costs including salangflismnd commissions. Additional sales and manmkegixpenses include
stock-based compensation expense, promotional tied marketing expenses, travel, depreciation pitabequipment and
facility-related expenses. We intend to hire addii personnel focused on sales and marketinggrahd our sales and
marketing efforts worldwide in order to increase presence in new geographic markets and entengeitieals, add new
customers and increase penetration within ouriegistustomer base.

. General and administrativeGeneral and administrative expense consistsabfzased personnel costs as well as profess
fees, stock-based compensation expense, deprecidteapital equipment and software, and facilglated expenses.
General and administrative personnel include oacetive, finance, human resources, informationrietdgy and legal
organizations. Our professional fees principallgsist of outside legal, auditing, accounting, infation technology and
other consulting costs.

Interest incomelnterest income consists of income earned on cslr,a@sh equivalents and investments. We haverisity investe

our cash in money market funds, commercial papeparate debt securities, municipal bonds, cedtiéie of deposit and term deposits, and
U.S. government and agency debt securities.
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Other expense, neDther expense, net consists primarily of foredgohange and related hedging gains and lossedgha@echange
gains and losses relate to foreign currency exahasgneasurement. The hedging gains and losseslated to our settled balance sheet
hedges.

Provision for income taxe®Ve are subject to tax in the United States as agetither tax jurisdictions or countries in which @aaduc
business. Earnings from our non-U.S. activitiessatlgiect to income taxes in the local country wrdoh generally lower than U.S. tax rates,
and may be subject to U.S. income taxes. Our éfetax rate differs from the U.S. statutory raterarily due to foreign income subject to
different tax rates than the U.S., research anéldpment tax credits, withholding taxes, nondedletstock-based compensation expense an
adjustments related to our intercompany transfiein.

The income tax provision for fiscal 2012 was corsgdi primarily of domestic income taxes, foreigrome taxes and withholding
taxes. Our effective tax rate approximates the t&&eral statutory tax rates plus the impact akdtaxes, research and development tax credi
(when applicable), withholding tax, nondeductilieck-based compensation expense, foreign inconmjedaub lower tax than the U.S., and
adjustments related to intercompany transfer pgicin

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial caaditind results of operations are based upon panéial statements, which have
been prepared in accordance with U.S. GAAP. Thdseiples require us to make estimates and judgsniatt affect the reported amounts of
assets, liabilities, revenue and expenses, cashaitm related disclosure of contingent assetsiabdities. Our estimates include those related
to revenue recognition, stotdased compensation expense, valuation of inventaagranty liabilities and accounting for incomedaxWe bas
our estimates on historical experience and on uaraiher assumptions that we believe to be reatmnaber the circumstances. Actual results
may differ from these estimates. To the extent tthatte are material differences between these asgrand our actual results, our future
financial statements will be affected.

We believe that of our significant accounting pes; which are described in Note 1 to our constdiddinancial statements included
in Part Il, Item 8 of this Annual Report on FormKQthe following accounting policies involve a gter degree of judgment and complexity.
Accordingly, we believe these are the most critiodully understand and evaluate our financialdibon and results of operations.

Revenue Recognition

In October 2009, the FASB amended the accountamgsirds for multiple deliverable revenue arrangeasienprovide guidance on
how the deliverables in an arrangement should parated and eliminates the use of the residualedeffhe new accounting standards also
require an entity to allocate revenue using thatirad selling price method. The new accountingdaats establish a hierarchy of evidence to
determine the stand-alone selling price of a dedible based on VSOE, third party evidence (“TPRAY the BESP. If VSOE is available, it
would be used to determine the selling price otlvdrable. If VSOE is not available, the entitywia determine whether TPE is available. If
so, TPE must be used to determine the selling pifidd°E is not available, then the BESP would bedi The new accounting standards
amended industry specific revenue accounting gaigléor software and software related transactiorextlude from its scope tangible
products containing software components and notwaoé components that function together to deliierproduct’s essential functionality.

This guidance did not generally change the uni@cobunting for our revenue transactions. Most switware products and services
qualify as separate units of accounting becausehthee value to the customer on a standalone badisur revenue arrangements generall
not include a right of return relative to deliveqg@ducts.

The majority of our products are hardware appliarmantaining software components that function ttegreto provide the essential
functionality of the product. Therefore, our hardevappliances are considered non-software delilesamnd are no longer within the scope of
industry-specific software revenue recognition guicke.

Our product revenue also includes software prodietismay operate on the hardware appliances,rbuta considered essential to
the functionality of the hardware and continue écshibject to the industry-specific software reveraeognition guidance. Certain of our
software, when sold with our appliances, is considessential to its functionality and as a resuito longer accounted for under industry-
specific software revenue recognition guidance. e\ey, this same software, if sold separately, (®anted for under industry-specific
software revenue recognition guidance.
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For all transactions originating or materially migell after December 31, 2010, we recognize revémaecordance with the new
accounting standards. Certain arrangements wittipteutleliverables may continue to have softwarlésdeables that are subject to industry-
specific software revenue recognition guidancen@with non-software deliverables that are suliig¢he new accounting standards. When a
sales arrangement contains multiple elements, asittardware appliances, software, customer supeoiices, and/or professional services
allocate revenue to each element based on thenadotéoned selling price hierarchy. In multiple efatharrangements where software is more
than-incidental, revenue is allocated to each stpamit of accounting for each of the non-softw@gbverables and to the software
deliverables as a group using the relative sepinces of each of the deliverables in the arrangebased on the selling price hierarchy in the
new revenue recognition accounting guidance.

VSOE of fair value for elements of an arrangemsiisised upon the normal pricing and discountingtipes for those services when
sold separately. In determining VSOE, we requieg thsubstantial majority of the selling pricesdaservice fall within a reasonably narrow
pricing range, generally evidenced by a substantggbrity of such historical stand-alone transawtiéalling within a reasonably narrow range
of the median rates. In addition, we consider msgmments, geographies, customer classificatiowsother variables in determining VSOE.

We are typically not able to determine TPE for products or services. TPE is determined based mpettor prices for similar
deliverables when sold separately. Generally, odtogmarket strategy differs from that of our peers andofferings contain a significant le'
of differentiation such that the comparable pricirigoroducts with similar functionality cannot bbtained. Furthermore, we are unable to
reliably determine what similar competitor produstlling prices are on a stand-alone basis.

For our hardware appliances, we use BESP as dingsptice. For our support and other servicesgemerally use VSOE as our
selling price. When we are unable to establisHlmgeprice using VSOE for our support and othawems, we use BESP in our allocation of
arrangement consideration. The objective of BESP @etermine the price at which we would transasale if the product or service were solc
on a stand-alone basis. We determine BESP forduptmr service by considering multiple factorduing, but not limited to, cost of
products, gross margin objectives, pricing prasticeographies, customer classes and distributianrzls. We review our BESP estimates or
a quarterly basis to coincide with our VSOE revigwcess.

We recognize revenue for our software sales baseddustry-specific software revenue recognitioidgance. Under industry-specific
software revenue recognition guidance, we usegbidual method to recognize revenue when a pradyreement includes one or more
elements to be delivered and VSOE of fair valueafbundelivered elements exists. If evidence effir value of one or more undelivered
elements does not exist, all revenue is generallgroed and recognized when delivery of those etdésneccurs or when fair value can be
established. When the undelivered element for whietdo not have VSOE of fair value is support, rexefor the entire arrangement is
recognized ratably over the support period.

We derive revenue from sales of products, includipgliances and software, and services, includibgaiption, support and other
services. Our appliances include operating syst#tware that is integrated into the appliance hamwand is deemed essential to its
functionality. As a result, we account for revemuaccordance with the new revenue recognition atting guidance and all related
interpretations.

Revenue is recognized when all of the followingeria have been met:

. Persuasive evidence of an arrangement existslifig)] contracts or purchase orders are generadlg tssdetermine the
existence of an arrangement.

. Delivery has occurred. Delivery occurs when wiéilf an order and title and risk of loss has béemsferred or upon delivery
of the service contract registration code.

. The fee is fixed or determinable. We assesslvenghe fee is fixed or determinable based on #yenent terms associated
with the transaction. In the event payment terrfferdirom our standard business practices, the deesleemed to be not
fixed or determinable and revenue is recognizedwvthe payments become due, provided the remaimitegia for revenue
recognition have been met.

. Collectability is probable. We assess collediigtihased primarily on creditworthiness as detewi by credit checks and
analysis, as well as payment history. Payment tgengrally range from 30 to 90 days from invoicteda
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For arrangements which include end-customer aceegteriteria, revenue is recognized upon acceptaileerecognize product
revenue on sales to distributors that have no génight of return and direct sales to end-cust@mgon shipment, once all other revenue
recognition criteria have been met. Certain distobs that stock our products are granted stockiout rights as well as rebates for sales of ou
products. The arrangement fee for this group dfidigtors is not fixed and determinable when prddace shipped and revenue is therefore
deferred and recognized upon sell-through. Suliathnall of our products have been sold in combiprawith services, which consist of
subscriptions and/or support. Subscription servizeside access to our antivirus, intrusion preienmtweb filtering, and anti-spam
functionality. Support services include rights tespecified software upgrades, maintenance releagbpatches, telephone and Internet acces
to technical support personnel, and hardware stppor

The subscription and support services start onl#tte the customer registers the appliance. Themestis then entitled to service for
the stated contractual period beginning on thestegfion date.

We offer certain sales incentives to channel pastii&/'e reduce revenue for estimates of sales ieaurd allowances. Additionally, in
limited circumstances we may permit end-custondisstibutors and resellers to return our produstibject to varying limitations, for a refund
within a reasonably short period from the datewthase. We estimate and record reserves for isakestives and sales returns based on
historical experience.

As of December 31, 2012, our allowance for sa@srns was $2.3 million compared to $2.4 millioro&®ecember 31, 2011 . If our
allowance for sales returns had increased by 10%0.@ million , our net revenue would have decedasy $0.2 million in fiscal 2012 .

Stock-Based Compensation Expense

Employees Stock Optiond/e estimate the fair value of employee stock ogtiasing the Black-Scholes-Merton (“Black-Scholes”)
pricing model. For all employee stock options, weagnize expense over the requisite service pesod) the straight-line method. Our option
pricing model requires the input of highly subjeetassumptions, including the expected stock pridatility, expected term, and forfeiture
rate. Any changes in these highly subjective assiompcould significantly impact stock-based congagion expense.

Employee Stock Purchase PlaMe estimate the fair value of the rights to acqstoek under our employee stock purchase plan
(“ESPP”) using the Black-Scholes pricing model. ®&PP provides for consecutive six-month offeriegqals and we use our own historical
volatility data in the valuation of ESPP shares.

Restricted Stock Unit¥Ve account for the fair value of restricted stooksi(“RSUs”) awarded to employees and membersiof o
board of directors using the closing market priteld common stock on the date of grant. RSUs ayalple in shares of our common stock as
the periodic vesting requirements are satisfiedJ®®ill vest over a four-year period from the datgrant if the employees, n@mployees, «
directors, as applicable, remain with us for theatlan of the vesting period.

Valuation of Inventory

Inventory is recorded at the lower of cost (usimg first-in, first-out method) or market, after gie appropriate consideration to
obsolescence and inventory in excess of anticigfatede demand. In assessing the ultimate recoilityatf inventory, we are required to me
estimates regarding future customer demand, thadiof new product introductions, economic trendd enarket conditions. If the actual
product demand is significantly lower than foreedstve could be required to record additional inegnwrite-downs which would be charged
to cost of product revenue. Any write-downs coudgtdnan adverse impact on our gross margins andaiiify.

Warranty Liabilities

We generally provide a one-year warranty on hardvpaoducts and a 90-day warranty on software. Aipian for estimated future
costs related to warranty activities is chargedast of product revenue based upon historical profdulure rates and historical costs incurred
in correcting product failures. If we experienceirerease in warranty claims compared with ourdnisal experience, or if the cost of servic
warranty claims is greater than expected, our gmegjin could be adversely affected.

Accounting for Income Taxes
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We record income taxes using the asset and lwaliléthod, which requires the recognition of defeniax assets and liabilities for the
expected future tax consequences of events thatteen recognized in our financial statementsordaurns. In estimating future tax
consequences, generally all expected future ewthés than enactments or changes in the tax laates are considered. Valuation allowance
are provided when necessary to reduce deferregstsets to the amount expected to be realized.

We operate in various tax jurisdictions and argesttlio audit by various tax authorities. We pravfdr tax contingencies whenever it
is deemed more likely than not that a tax assebbas impaired or a tax liability has been incufigrdevents such as tax claims or changes in
tax laws. Tax contingencies are based upon thelinieal merits, relevant tax law and the spec#ict$ and circumstances as of each reporting
period. Changes in facts and circumstances cosldtria material changes to the amounts recordeduoh tax contingencies.

We account for uncertain tax positions in accordanith U.S. GAAP, which defines the confidence ldghat a tax position must me
in order to be recognized in the financial statetsiefihe tax effects of a position are recognizdg it is “more likely than not” to be
sustained based solely on its technical meritS #seareporting date. We consider many factors wdaluating and estimating our tax
positions and tax benefits, which may require gid@adjustments and which may not accurately grdiei actual outcomes.

As part of the process of preparing our consolifiteancial statements, we are required to estimatdaxes in each of the
jurisdictions in which we operate. We estimate aktwrrent tax exposure together with assessingaeany differences resulting from differi
treatment of items, such as accruals and allowamgesurrently deductible for tax purposes. Theaffergnces result in deferred tax assets,
which are included in our consolidated balance tshée general, deferred tax assets representeftdnrbenefits to be received when certain
expenses previously recognized in our consolidstaments of operations become deductible expemsies applicable income tax laws, or
loss or credit carryforwards are utilized.

In assessing the realizability of deferred tax sseanagement considers whether it is more litedy not that some portion or all of
the deferred tax assets will be realized. The aitéwealization of deferred tax assets is depengmort the generation of future taxable income
during the periods in which those temporary diffees become deductible. We continue to asses®#tkefar a valuation allowance on the
deferred tax assets by evaluating both positivereagditive evidence that may exist. Any adjustmetié net deferred tax asset valuation
allowance would be recorded in the income staterfugrihe period that the adjustment is determirebet required.

We make estimates and judgments about our futdedlta income that are based on assumptions thabasistent with our plans and
estimates. Should the actual amounts differ fromestimates, the amount of our tax expense antitie® could be materially impacted.

Results of Operations

The following tables set forth our results of opienas for the periods presented and as a percenfamg total revenue for those
periods. The period-to-period comparison of finahgésults is not necessarily indicative of finahcesults to be achieved in future periods.
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Fiscal Year

2012 2011 2010

($ amounts in 000’s)
Consolidated Statement of Operations Data:

Revenue:

Product 248,94¢ 197,40¢ 135,14(

Services 274,04: 220,26¢ 172,04t

Ratable and other revenue 10,64¢ 15,90( 17,51(
Total revenue 533,63¢ 433,57¢ 324,69t
Cost of revenue

Product 93,97 73,20: 51,94«

Services 50,68: 35,48t 26,96"

Ratable and other revenue 2,767 4,911 6,29t
Total cost of revenues 147,42( 113,59¢ 85,20t
Gross profit:

Product 154,97 124,20° 83,19¢

Services 223,36 184,78 145,07¢

Ratable and other revenue 7,881 10,98¢ 11,21
Total gross profit 386,21¢ 319,97¢ 239,49(
Operating expenses:

Research and development 81,07¢ 63,577 49,80:

Sales and marketing 179,15! 145,53. 111,96¢

General and administrative 25,51 21,96¢ 22,38(
Total operating expenses 285,74« 231,07- 184,14¢
Operating income 100,47! 88,90: 55,34:
Interest income 5,00¢ 3,52: 1,81¢
Other expense, net (485) (3549) (815)
Income before income taxes 104,99¢ 92,07 56,34:
Provision for income taxes 38,16( 29,58: 15,09¢
Net income 66,83¢ 62,49: 41,24!
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Fiscal Year
2012 2011 2010
(as % of revenue)

Revenue:

Product 47 45 42

Services 51 51 53

Ratable and other revenue 2 4
Total revenue 10C 10C 10C
Total cost of revenue 28 26 26
Total gross profit 72 74 74
Operating expenses:

Research and development 15 15 15

Sales and marketing 33 34 34

General and administrative 5 4 8
Total operating expenses 53 53 57
Operating income 19 21 17
Interest income 1 1 1
Other expense, net — — —
Income before income taxes 20 22 18
Provision for income taxes 7 7
Net income 13 15 13

Fiscal Years 2012 and 2011

Revenue
Fiscal Year
2012 2011
% of % of
Amount ($) Revenue Amount ($) Revenue Change % Change
($ amounts in 000’s)
Revenue:
Product 248,94¢ 47 197,40¢ 45 51,54( 26
Services 274,04. 51 220,26¢ 51 53,77¢ 24
Ratable and other revenue 10,64¢ 2 15,90( 4 (5,252 (33
Total revenue 533,63 100 433,57t 100 100,06: 23
Revenue by geography:
Americas 217,05¢ 41 172,49: 40 44,56: 26
Europe, Middle East and Africa
(“EMEA") 184,17" 35 152,38! 35 31,79( 21
Asia Pacific and Japan (“APAC” 132,40t 24 108,69 25 23,71 22
Total revenue 533,63¢ 100 433,57¢ 100 100,06: 23

Total revenue increased by $100.1 million , or 23#6fiscal 2012 compared to fiscal 2011 . The Aices region contributed the
largest portion of our revenue growth on a peraggtaasis, while the EMEA and APAC regions both destrated growth of over 20%.
Product revenue increased by $51.5 million , or 2@%mpared to fiscal 2011 . The increase in prooexenue was primarily driven by greater
sales volume in our FortiGate product family duentmeased demand across all product categorigsdio entry-level and mid-range products
for smaller enterprises and branch deploymentsitdigh-end products for large enterprise and sergrovider customers. Services revenue
increased by $53.8 million , or 24% , in fiscal 2@bmpared to fiscal 2011 due to the recognitiore@énue from our growing deferred
revenue balance consisting of subscription and@tgontracts sold to a larger customer base. Eloeedse in ratable and other revenue of
$5.3 million was primarily due to the continuingctiee in amortization of ratable revenue. Ratalvle ather revenue for fiscal
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2012 included a $3.7 million sale of previously-aiced patents, which was an increase from a $2lléomsale of previously-acquired patents
in fiscal 2011. Excluding the decline in ratablel ather revenue, product and services revenue caaliogether increased by 25% compared
to fiscal 2011.

Cost of revenue and gross margin

Fiscal Year
2012 2011 Change % Change
($ amounts in 000's)

Cost of revenue:

Product 93,97: 73,20: 20,77( 28

Services 50,68: 35,48t 15,19¢ 43

Ratable and other revenue 2,767 4,911 (2,149 (44
Total cost of revenue 147,42( 113,59¢ 33,82 3C
Gross margin (%):

Product 62.2 62.¢ (0.6)

Services 81.t 83.¢ (2.9

Ratable and other revenue 74.C 69.1 4.¢
Total gross margin 72.2 73.¢ (1.9

Total gross margin decreased by 1.4 percentagespaifiscal 2012 compared to fiscal 2011 , as Ipstduct and services gross
margins declined. Product gross margin decreas@&d@percentage points in fiscal 2012 comparedst@f 2011 primarily related to a higher
guantity of mid-range products purchased by a laetgl customer with lower than average gross mardVe also experienced the impact
from cost increases related to higher materialscosturred to support higher density storage reguénts for our recent release of FortioOS
5.0, our next generation operating system. Frore trtime, we have experienced sales of previagslgrved inventory. During fiscal 2012,
we experienced a positive impact to gross margihi@fpercentage points due to the sale of fullgmesd inventory compared to a positive
impact to gross margin of 0.4 percentage pointhérprior year. Services gross margin decreaseétidbpercentage points during fiscal 2012
primarily due to our continued investments in aghinical support organization to accommodate oparding customer base and higher
service level expectations from our enterpriseamsts. In addition, we experienced growth in owfggsional consulting services which have
lower gross margins than our support and subsontusinesses. Cost of services revenue incregsgtid?2 million primarily due to an $8.6
million increase in cash-based personnel costsectta headcount increases, a $1.9 million increastock-based compensation expense, a
$1.8 million increase in costs associated with el support contracts, a $0.7 million increasectupancy-related costs, a $0.5 million
increase in professional services expenses, andillién increase in travel expenses, and a $1.lianiincrease in depreciation and other
expenses.

Operating expenses

Fiscal Year
2012 2011

% of % of
Amount (3$) Revenue Amount ($) Revenue Change % Change

($ amounts in 000’s)

Operating expenses:

Research and development 81,07¢ 15 63,577 15 17,50: 28
Sales and marketing 179,15! 33 145,53. 34 33,62 23
General and administrative 25,51 5 21,96¢ 4 3,54¢ 16
Total operating expenses 285,74 53 231,07: 53 94,67( 24

Research and development expense

Research and development expense increased by ®illfoh , or 28% , in fiscal 2012 compared to 82011 primarily due to an
increase of $9.3 million in cash-based personngtiscas a result of increased headcount to sugpddvelopment of new products and
continued enhancements of our existing productadtition, we incurred higher stock-
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based compensation expense of $4.5 million, prodieetlopment expenses of $1.2 million, depreciagigmense of $0.9 million, supplies
expense of $0.6 million, occupancy-related costB0o# million, and other expenses of $0.5 millidhe increase in research and developmen
expense was partially offset by a 2% year-over-ymaease in the U.S. dollar exchange rate agtiesCAD, as a majority of our research and
development personnel are located in Canada. \@adrib continue to invest in our research and dgwveént organization but expect researct
and development expense as a percentage of ret@nemain at comparable levels in fiscal 2013.

Sales and marketing expense

Sales and marketing expense increased by $33@mjlbr 23% , in fiscal 2012 compared to fiscal 2Q primarily due to an increase
of $21.6 million in cash-based personnel costs@santinued to increase our sales headcount im twasxpand our global footprint. In
addition, we incurred increases in stock-based emsation expense of $3.5 million, marketing-rela®rpenses of $3.2 million, depreciation
expenses of $1.6 million, occupancy-related cos8& million, travel expenses of $1.0 millionpglies expense of $0.4 million, and other
expenses of $1.2 million. As a percentage of regenales and marketing expenses remained flat aseederated the investment in our sales
force during the past year to support future growtte increase in sales and marketing expense avéally offset by a 9% year-over-year
increase in the U.S. dollar exchange rate agdiesEtiro. We intend to continue to make investmientair sales resources and infrastructure,
which are critical to support sustainable growthdxpect sales and marketing expense as a pereenitagvenue to remain at comparable
levels in fiscal 2013.

General and administrative expense

General and administrative expense increased fyrilion , or 16% , in fiscal 2012 compared tacBs2011 . Stock-based
compensation expense increased by $1.6 millioncast-based personnel costs increased by $0.7 milficaddition, we incurred $1.0 million
of litigation settlement expense. We expect geremdladministrative expense as a percentage afiuevi® remain at comparable levels in
fiscal 2013.

I nterest income and other expense, net

Fiscal Year
2012 2011 Change % Change
($ amounts in 000's)
Interest income 5,00¢ 3,52¢ 1,48: 42
Other expense, net (48%) (359 (137 37

The $1.5 million increase in interest income irdis2012 compared to fiscal 2011 was primarily thumterest earned on higher
invested balances of cash, cash equivalents aedtiments. The change in other expense, net, fral 2012 when compared to fiscal 2011,
was the result of higher foreign exchange losses.

Provision for income taxes

Fiscal Year
2012 2011 Change % Change
($ amounts in 000's)
Provision for income taxes 38,16( 29,58 8,57¢ 29
Effective tax rate (%) 3€ 32 4 —

Our effective tax rate was 36% for fiscal 2012 mpared with an effective tax rate of 32% for fise@lL1 . The provision for income
taxes for fiscal 2012 was comprised primarily afdeal, state and foreign income taxes as well@gitiusion of stock option benefits, which
affected the transfer pricing calculations betwsaeme of our foreign subsidiaries. The 2011 effectax rate was impacted by the inclusion of
stock option benefits, which affected the trangfécing calculations between some of our foreigbsidiaries, as well as research and
development tax credit. The increase in the prowi$or income taxes for fiscal 2012 compared todi®011 was primarily due to an increase
in profits subject to U.S. tax, a decrease in stumion benefits, and their corresponding impactientransfer pricing calculations between
some of our foreign subsidiaries, and the redudtidd.S. Federal Research and Development Tax Citeattiwas reinstated in fiscal 2013, but
not recognized in fiscal 2012.
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During January 2013, the U.S. Federal ResearctDarndlopment Tax Credit was reinstated retroactivelfjscal 2012. The U.S.
Federal Research and Development Tax Credit bewitifibe recorded in the first quarter of fiscall&) which is the period of enactment. The
State of California will be conducting an auditaefr income tax returns for fiscal 2010 and fisdal 2. We do not currently expect a material
impact on our results of operations to arise froia audit that would have a detrimental impact obnincome tax liability.

Fiscal Years 2011 and 2010

Revenue
Fiscal Year
2011 2010
% of % of
Amount (3$) Revenue Amount ($) Revenue Change % Change
($ amounts in 000’s)
Revenue:
Product 197,40¢ 45 135,14( 42 62,26¢ 4€
Services 220,26¢ 51 172,04¢ 53 48,22 28
Ratable and other revenue 15,90( 4 17,51( 5 (1,610 9
Total revenue 433,57t 100 324,69¢ 100 108,88 34
Revenue by Geography:
Americas 172,49 40 123,96: 38 48,53 39
EMEA 152,38! 35 121,60 38 30,78 25
APAC 108,69 25 79,13: 24 29,56¢ 37
Total revenue 433,57¢ 100 324,69¢ 100 108,88 34

Total revenue increased by $108.9 million, or 3#¥iscal 2011 compared to fiscal 2010. The adoptibthe new revenue
recognition rules, described in Note 1of our coitksted financial statements in Part I, Item 8l tAnnual Report on Form 10-K, contributed
to $20.0 million of the increase, primarily withspeect to product revenue. The Americas and APA@nsgontributed the largest portion of
our revenue growth on a percentage basis. Produehue increased by $62.3 million, or 46%, compé&odiscal 2010. The increase in prod
revenue was primarily driven by greater sales valand higher average sales prices in our Forti@a@uct family due to increased demand
for our high-end products from enterprise and serprovider customers. The impact of adopting & revenue recognition rules referenced
above also contributed to the increase in produetmue. Services revenue increased by $48.2 mithioa8%, in fiscal 2011 compared to fis
2010 due to the recognition of revenue from oureased focus on contract renewals and our growéfigriced revenue balance consisting of
subscription and support contracts sold to a lacgetomer base. Ratable and other revenue wasridicdh lower due to the impact of no
longer deferring ratable revenue as a result oati@ye-mentioned adoption of new revenue recognitites, offset by a $2.6 million sale of
previously-acquired patents.

Cost of revenue and gross margin
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Fiscal Year
2011 2010 Change % Change
($ amounts in 000's)

Cost of revenue:

Product 73,20: 51,94« 21,25° 41

Services 35,48¢ 26,96 8,51¢ 32

Ratable and other revenue 4,911 6,29¢ (1,389 (22
Total cost of revenue 113,59¢ 85,20¢ 28,39: 33
Gross margin (%):

Product 62.¢ 61.€ .8

Services 83.¢ 84.: (0.9

Ratable and other revenue 69.1 64.C 5.1
Total gross margin 73.¢ 73.¢ —

Total gross margin remained consistent in fiscdll2€ompared to fiscal 2010. Product gross margireased by 1.3 percentage po
in fiscal 2011 compared to fiscal 2010 primarilyedo a greater mix of our high-end products. Frionetto time, we have experienced sales of
previously reserved inventory. During fiscal 20l experienced a positive impact of 0.4 percenpagets in our product gross margin due to
the sale of fully reserved inventory compared pmsitive impact of 0.7 percentage points in fi2@l0. Services gross margin was relatively
flat as we continued to make investments in oupsup professional services and FortiGuard globalisty organizations at a rate slightly
greater than the increase in revenue in order psaae service capabilities. Cost of services reeanareased by $8.5 million primarily due 1
$6.1 million increase in cash-based personnel ¢ekited to headcount increases, a $0.9 millioreame in stock-based compensation expens
a $0.8 million increase in warranty and other eggsrand a $0.7 million increase in professionalices costs. Ratable and other revenue ¢
margin increased by 5.1 percentage points as # tdsu$2.6 million sale of previously-acquiredgats during fiscal 2011, which had a direct
positive impact to gross margins.

Operating expenses

Fiscal Year
2011 2010

% of % of
Amount (3$) Revenue Amount ($) Revenue Change % Change

($ amounts in 000’s)

Operating expenses:

Research and development 63,577 15 49,80: 15 13,77¢ 28
Sales and marketing 145,53. 34 111,96¢ 34 33,56+ 3C
General and administrative 21,96¢ 4 22,38( 8 (41%) 2
Total operating expenses 231,07« 53 184,14¢ 57 46,92t 25

Research and development expense

Research and development expense increased by ®ilBod, or 28%, in fiscal 2011 compared to fis€8l10 primarily due to an
increase in cash-based personnel costs and stsekiobampensation expense. Cash-based personrelraefised by $9.7 million as a result
of increased headcount to support continued enhaenis of our existing products. Stock-based congiemsexpense increased by $2.4
million primarily due to the increase in headcoant! stock price, and the introduction of the ES#Pfscal 2011. In addition, we incurred
increases in product development expenses, sutbragcurring engineering, testing and certification$®.8 million, depreciation expense
$0.6 million, occupancyelated costs of $0.2 million and other expense®0df million. The increase in the CAD exchange edainst the U.
dollar also significantly contributed to the incsean research and development expenses by $2i6mil

Sales and marketing expense

Sales and marketing expense increased by $33.i@midr 30%, in fiscal 2011 compared to fiscal 2@s0ve continued to increase
sales headcount in order to expand our global foutpgCash-based personnel costs increased by
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$21.3 million primarily as a result of increasedtieount. Stock-based compensation expense incrbgsksl5 million primarily due to the
increase in headcount and stock price, and thedattion of the ESPP in fiscal 2011. In additiow, wcurred increases in marketing-related
expenses of $2.9 million and travel of $1.5 milllorsupport our overall revenue growth of 34%. Wse dad a combined $1.6 million increase
in depreciation and other expenses and a $0.8milticrease in occupancy-related costs. As a pergerof revenue, sales and marketing
expenses decreased by 0.9 percentage points theleverage achieved from the investment in ol@ssarce in fiscal 2011, as evidenced by
revenue growth of 34% exceeding sales and marketipgnses growth of 30%.

General and administrative expense

In fiscal 2011, general and administrative expategeased by $0.4 million, or 2%, compared to fi26d0. Cash-based personnel
costs increased by $1.5 million, stock-based cormsgion expense increased by $0.9 million and ocoupeelated costs and other expenses
increased by a combined $0.1 million, partiallyseffby $2.0 million in royalties received from agu# settlement and a $1.0 million decrease

in legal expenses compared to fiscal 2010.

I nterest income and other expense, net

Fiscal Year
2011 2010 Change % Change
($ amounts in 000's)
Interest income 3,52 1,81¢ 1,70¢ 94
Other expense, net (359 (815) 461 (57

The $1.7 million increase in interest income irdis2011 compared to fiscal 2010 was primarily thumterest earned on higher
invested balances of cash, cash equivalents aedtiments. The change in other expense, net, frad #2011 when compared to fiscal 2010
the result of lower foreign exchange losses irafi@011.

Provision for income taxes

Fiscal Year
2011 2010 Change % Change
($ amounts in 000's)
Provision for income taxes 29,58: 15,09¢ 14,48t 96.0
Effective tax rate (%) 32 27 5 —

Our effective tax rate was 32% for fiscal 2011, paned with an effective tax rate of 27% for fis@lL0. The provision for income
taxes for fiscal 2011 was comprised primarily afdeal, state and foreign income taxes. The 20 ¥k tax rate was impacted by the
inclusion of stock option benefits, which affectbd transfer pricing calculations between someunfforeign subsidiaries, as well as the
reinstated U.S. Federal Research and DevelopmenEheit. The increase in the provision for incataees for fiscal 2011 compared to fiscal
2010 was primarily due to an increase in profitsjsct to U.S. tax.
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Quarterly Results of Operations

The following table sets forth our unaudited qudytstatements of operations data for the lasttdighal quarters. The information 1
each of these quarters has been prepared on tlebsmis as the audited annual financial statenieeitgled elsewhere in this annual report
and, in the opinion of management, includes allistdjients, which includes only normal recurring atijients, necessary for the fair
presentation of the results of operations for thegéds. This data should be read in conjunctigh aur audited consolidated financial
statements and related notes included elsewhénésiannual report. These quarterly operating tesuk not necessarily indicative of our
operating results for any future period.

Three Months Ended

Mar 31, Jun 30, Sept 30, Dec 31, Mar 31, Jun 30, Sept 30, Dec 31,
2011 2011 2011 2011 2012 2012 2012 2012

($ amounts in 000's, except per share amounts)

Consolidated Statements o
Operations Data:

Revenue:
Product 40,16¢ 46,687 53,09: 57,46: 53,20« 61,69: 63,027 71,02¢
Services 48,68t 52,67 57,83t 61,07¢ 62,13¢ 65,41z 69,78: 76,71:
Ratable and other
revenue’ 4,41¢ 3,66¢ 5,49¢ 2,32; 1,90¢ 1,85¢ 3,45¢ 3,42¢
Total revenue 93,26¢ 103,02: 116,42t 120,86: 117,24 128,96 136,26¢ 151,16:
Cost of revenue:
Product” 14,07¢ 16,59: 20,60¢ 21,92¢ 19,067 23,93t 23,99t 26,97
Services’ 7,781 8,59¢ 9,43¢ 9,671 11,21 12,467 13,16¢ 13,83¢
Ratable and other
revenue 1,56( 1,371 1,09t 88¢ 763 72t 647 632
Total cost of revenue 23,41¢ 26,55¢ 31,13¢ 32,48¢ 31,04: 37,12% 37,80¢ 41,44
Total gross profit 69,85( 76,46¢ 85,28’ 88,37t 86,20« 91,83t 98,46( 109,72(

Operating expenses:
Research and

developmenf 14,42 15,94: 16,83« 16,37¢ 19,661 20,38¢ 20,49¢ 20,52t

Sales and marketing 32,71¢ 35,89¢ 36,93« 39,98¢ 42,03¢ 44,25¢ 44,74 48,11°

General and

administrative” 5,26¢ 5,84¢ 5,35¢ 5,492 5,78¢ 6,23¢ 7,44¢ 6,03¢
Total operating expenses 52,40¢ 57,68¢ 59,12: 61,85t 67,48¢ 70,88t 72,69( 74,68(
Operating incomé& 17,44* 18,77¢ 26,16( 26,52( 18,71¢ 20,95( 25,77( 35,04(
Interest income 793 863 904 962 1,08t 1,20z 1,31¢ 1,40(
Other (expense) income, net (95) (207) 60 (112 (72) 73 (317) (270
Income before income taxe 18,14: 19,43t 27,124 27,37 19,72¢ 22,22¢ 26,77 36,27(
Provision for income taxes 4,55¢ 4,941 9,20 10,87 5,55¢€ 8,27¢ 9,56¢ 14,76:
Net income” 13,58 14,49 17,917 16,49¢ 14,17: 13,95( 17,20¢ 21,50

Net income per share
attributable to common

stockholders’:
Basic 0.0¢ 0.1C 0.12 0.11 0.0¢ 0.0¢ 0.11 0.1
Diluted 0.0¢ 0.0¢ 0.11 0.1C 0.0¢ 0.0¢ 0.1C 0.1:
1) Ratable and other revenue included the sdlpsewiouslyacquired patents of $2.6 million, $1.8 million &tl9 million for the three months ended Septembef811

September 30, 2012 and December 31, 2012, reselyctiv
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2 Includes stockased compensation expense and patent settlerasenteras follow:

Three Months Ended

Mar 31, Jun 30, Sept 30, Dec 31, Mar 31, Jun 30, Sept 30, Dec 31,
2011 2011 2011 2011 2012 2012 2012 2012%
($ amounts in 000’s)
Cost of product revenue 22 43 64 54 64 88 85 96
Cost of services revenue 19¢€ 362 564 66€ 74E 941 1,01¢ 1,03
Research and
development 452 98t 1,51¢ 1,737 1,957 2,292 2,52t 2,452
Sales and marketing 1,90 1,681 2,70¢ 3,03¢ 3,44 3,47¢ 3,87¢ 1,99¢
General and
administrative 497 79¢ 882 84¢ 1,03 1,05¢ 1,32 1,18¢
Total stock-based compensation
expense 3,07 3,87( 5,73¢ 6,341 7,24¢€ 7,852 8,83( 6,762
Patent settlement incom 477 47¢ 47¢ 47¢ 47¢ 47¢€ 47¢ 47¢
Total stock based compensation
expense and patent settlement )
income 3,547 4,34¢ 6,212 6,81¢ 7,72¢ 8,33( 9,30¢ 7,24(
3) During the three months ended December 312,20@ recorded a $1.5 million non-recurring cumugabut-of-period adjustment to reflect a true-efated to

forfeitures of stock awards granted to employedshi® amount, $0.9 million and $0.6 million werdated to fiscal 2011 and the first three quanéfiscal 2012,
respectively. The adjustment resulted in lowerlstoesed compensation expense and higher operatingie and net income during the three months eDéedmber
31, 2012. We believe the impact of the adjustm&nbi material to the current or prior fiscal pdgo

4) See Note 7 to our consolidated financial statets in Part |1, Item 8 of this Annual Report aia 10K.
Seasonality, Cyclicality and Quarterly Revenue Trends

Our quarterly results reflect seasonality in tHe s& our products, subscriptions and servicegiemeral, a pattern of increased
customer buying at year-end has positively impastdds activity in the fourth quarter. In the figsiarter we generally experience lower
sequential billings and product revenues, whichltesn lower product revenue. In the third quartee generally experience lower revenue in
Europe compared to the second quarter due to rdde@®omic activity in Europe during the summer thenbut this may not always be the
case. Similarly, our gross margins and operatiagrime have been affected by these historical trbadause expenses are relatively fixed ir
near-term. Although these seasonal factors are @mimthe technology sector, historical patternsusth not be considered a reliable indicator
of our future sales activity or performance. Oruarterly basis, we have usually generated the ritywirour product revenue in the final
month of each quarter and a significant amounhénlast two weeks of a quarter. We believe thauis to customer buying patterns typical in
this industry.

Our total quarterly revenue over the past eighttgusihas increased sequentially in each quartapgxhe first quarter of fiscal 2012
which was down slightly. Product revenue in altleé quarters of fiscal 2012 was higher as comptréde same periods in fiscal 2011 , which
we believe was due in part to the investments ntader sales organization, continued product intionveand improvements in overall
corporate IT spending.
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Three Months Ended

Mar 31, Jun 30, Sept 30, Dec 31, Mar 31, Jun 30, Sept 30, Dec 31,
2011 2011 2011 2011 2012 2012 2012 2012

($ amounts in 000’s)

Consolidated Statements o
Operations Data:

Revenue:
Product 40,16¢ 46,68 53,09 57,46 53,20« 61,69: 63,021 71,02t
Services 48,68¢ 52,67 57,83t 61,07¢ 62,13¢ 65,41: 69,78: 76,71
Ratable and other
revenue 4,41¢ 3,66¢ 5,49¢ 2,32 1,90¢ 1,85¢ 3,45¢ 3,42¢
Total revenue 93,26¢ 103,02: 116,42t 120,86: 117,24 128,96: 136,26¢ 151,16:

As a percentage of revenue
Revenue (%):

Product 43 45 45 47 45 48 46 47

Services 52 51 50 51 53 51 51 51

Ratable and other

revenue 5 4 5 2 2 1 3 2
Total revenue 10C 10C 10C 10C 10C 10C 10C 10C

Quarterly Gross Margin Trend

Total gross margin has fluctuated on a quartersisjarimarily due to shifts in the mix of salesveeén products and services. Produc
gross margin varies based on the types of prodttisand the average selling prices of our prodiBgsvices gross margins were lower in ¢
quarter of fiscal 2012 compared to the same quaftéscal 2011 as we made investments in our stppganizations at a rate slightly greater
than the increase in services revenue.

Three Months Ended

Mar 31, Jun 30, Sept 30, Dec 31, Mar 31, Jun 30, Sept 30, Dec 31,
2011 2011 2011 2011 2012 2012 2012 2012
Gross Margin by
Component of Revenue:
Gross margin (%):
Product 65 64 61 62 64 61 62 62
Services 84 84 84 84 82 81 81 82
Ratable and other
revenue 65 63 80 62 60 61 81 82
Total gross margin 75 74 73 73 74 71 72 73

Three Months Ended

Mar 31, Jun 30, Sept 30, Dec 31, Mar 31, Jun 30, Sept 30, Dec 31,
2011 2011 2011 2011 2012 2012 2012 2012

Reconciliation of GAAP to
non-GAAP gross margin:
GAAP gross margin (%) 75 74 73 73 74 71 72 73

Stock-based

compensation expen: — 1 1 1 — 1 1 —
Non-GAAP gross margin 75 75 74 74 74 72 73 73

54




Table of Contents

Liquidity and Capital Resources

Cash and cash equivalents

Investments

Total cash, cash equivalents and investments
Working capital

Cash provided by operating activities

Cash used in investing activities

Cash provided by financing activities

Effect of exchange rates on cash and cash equigalen

Net increase (decrease) in cash and cash equisalent

As of Fiscal Year End

2012 2011 2010
($ amounts in 000's)
122,97! 71,99( 66,85¢
616,61: 466,69 320,60:
739,58t 538,68 387,46
249,97( 256,70t 201,77t
Fiscal Year
2012 2011 2010
($ amounts in 000's)
183,86¢ 132,84 103,38:
(182,71) (166,820 (283,710
50,15¢ 39,797 34,01¢
(32€) (682) 70¢
50,98t 5,131 (145,599

As of December 31, 2012, our cash, cash equivalant investments of $739.6 million were heldWorking-capital purposes and
were invested primarily in money market funds, caneial paper, corporate debt securities, munidiyoalds, certificates of deposit and term
deposits and U.S. government and agency debt §esuAs of December 31, 2012, $26.6 million of oash was held by our international
subsidiaries and is therefore not immediately awdd to fund domestic operations unless the casdpagriated. While we do not intend to do
so, should this amount be repatriated, it woulduigect to U.S. federal income tax which would beiplly offset by foreign tax credits. We
do not enter into investments for trading or spativi purposes. We believe that our existing cashcash equivalents will be sufficient to
meet our anticipated cash needs for at least thiel2emonths. Our future capital requirements dépend on many factors including our
growth rate, the timing and extent of spendingupp®rt development efforts, the expansion of satesmarketing activities, the introductior
new and enhanced products and services offeringsdsts to ensure access to adequate manufactapagity and the continuing market
acceptance of our products. In the event that mddit financing is required from outside sources,may not be able to raise it on terms
acceptable to us or at all. If we are unable teeraidditional capital when desired, our busingssrating results and financial condition would

be adversely affected.

Net income

Adjustments for non-cash chardeés

Net income before non-cash charges

Increase in deferred revenue

Increase in income taxes payable

Increase in accrued payroll and compensation
Increase in accounts payable and accrued liakilitiet
Decrease in other assets

Decrease (increase) in prepaid expenses and attrent assets
Increase in accounts receivable—net

Increase in inventory

Increase in deferred tax assets

Net cash provided by operating activities

Fiscal Year
2012 2011 2010
($ amounts in 000's)
66,83¢ 62,49: 41,24¢
44,02¢ 18,71 16,59:
110,86« 81,20« 57,83¢
68,29: 42,17 50,70:
28,26¢ 35,96¢ 16,01°
4,59¢ 4,77: 5,46¢
1,26% 8,56¢ 4,80(
2,47( 227 25k
791 (2,915 (3,68%)
(12,120 (23,24¢) (17,789
(112,309 (6,039 (5,94¢€)
(9,259 (7,879 (4,279
183,86¢ 132,84 103,38:
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1) Non-cash charges consist of stock-based compensag@mse, depreciation and amortization, amortizadfanvestment premiums, an excess tax benefit vom
employee stock option plans, and other non-casfisiteet. For additional information regarding snoh-cash charges, see our consolidated statenfezdstoflows in
Part Il, Item 8 of this Annual Report on Form 10-K.

Operating Activities

In fiscal 2012 , operating activities provided $IBaillion in cash as a result of our billings gtbwprofitability, and the ability to
successfully manage our working capital. Net incavas $66.8 million , increased by non-cash adjustmef $44.0 million and sources of
cash of $105.7 million partially offset by usescash of $32.7 million from changes in operatinge&sand liabilities. Non-cash adjustments
consist of stock-based compensation expense of $8illion , amortization of investment premiums%if3.0 million , depreciation and
amortization of $11.6 million , and other non-céems, net, of $0.9 million , partially offset by axcess tax benefit from employee stock
option plans of $12.1 million . Sources of casheualated to a $68.3 million increase in defermdenue which was attributable primarily to
increased sales of our subscription and supporices;, which have yet to be recognized in incon&2&3 million increase in income tax
payable, due to our continued profitability anditijmof tax payments, a $4.6 million increase inraed payroll and compensation primarily
related to increased headcount and employer tekated to the exercise of stock options, a $2.5aniblecrease in other assets, a $1.3 million
increase in accounts payable and accrued lialiligéated to timing of payments, and a $0.8 milliecrease in prepaid expenses and other
current assets. Uses of cash were related to & $#iiltion increase in accounts receivable due édberall growth of our business and a six
day decrease (from 79 to 73 days) in days salestamding due to stronger collections experien&,1a3 million increase in inventory
primarily to support new product releases combinwil the overall growth of our business, and a $8ilfion increase in deferred tax assets.
Days sales outstanding is calculated as the rhgading accounts receivable, net of allowancesddd by average daily sales.

In fiscal 2011, operating activities provided $I3gillion in cash as a result of our strong perfante primarily driven by billings
growth, profitability, and the ability to succesfunanage our working capital. Net income was $68illion, increased by non-cash
adjustments of $18.7 million and sources of cashadf5 million partially offset by uses of cash$39.8 million from changes in operating
assets and liabilities. Non-cash adjustments cbas&ockbased compensation expense of $19.0 million, amatidin of investment premiun
of $12.5 million, and depreciation and amortizatxdr$7.0 million, partially offset by an excess taenefit from employee stock option plans
$19.8 million. Sources of cash were related to 234nillion increase in deferred revenue which atisbutable primarily to increased sales of
our subscription and support services, which hatdg/be recognized in income, a $36.0 million &e in income tax payable, due to our
continued profitability and timing of tax paymenas, $8.6 million increase in accrued liabilitieglarcounts payable related to timing of
payments, a $4.7 million increase in accrued pagwral compensation primarily related to increaseaidcount and employer taxes related to
the exercise of stock options, and a $0.2 millieardase in other assets. Uses of cash were rédede$23.2 million increase in accounts
receivable due to the overall growth of our bussnegh days sales outstanding remaining relatiflaky(from 80 to 79 days), a $7.9 million
increase in deferred tax assets, a $6.0 millioregse in inventory primarily to support new prodwteases combined with the overall growth
of our business, and a $2.9 million increase ipait expenses and current other assets.

In fiscal 2010, operating activities provided $illion in cash as a result of our strong perfante primarily driven by billings
growth, profitability, and the ability to succedbfumanage our working capital. Net income was 34tillion, increased by non-cash
adjustments of $16.6 million and sources of cashi7at0 million, partially offset by uses of cash$8f1.4 million from changes in operating
assets and liabilities. Non-cash adjustments coob&ock-based compensation expense of $9.3amjlamortization of investment premiums
of $7.3 million, and depreciation and amortizatadr$5.7 million, partially offset by an excess tzenefit from employee stock option plans of
$5.7 million. Sources of cash were related to aB&dllion increase in deferred revenue which wiistautable primarily to increased sales of
our subscription and support services, which hatdg/be recognized in income, an $16.0 milliorré@ase in income tax payable, due to our
continued profitability and timing of tax paymen&s$5.5 million increase in accrued payroll and pensation primarily related to increased
headcount and employer taxes related to the exen€istock options, a $4.8 million increase in aedrliabilities and accounts payable related
to timing of payments, and a $0.3 million decreasether assets. Uses of cash were related to & $iiflion increase in accounts receivable
due to the overall growth of our business with dsgles outstanding remaining relatively flat (fréito 80 days), a $5.9 million increase in
inventory primarily to support new product releasethe latter part of the year combined with therall growth of our business, a $4.2 mill
increase in deferred tax assets, and a $3.7 miticrease in prepaid expenses and other assets.

Investing Activities

In fiscal 2012 , our investing activities consist@@narily of purchases and sales of investmemtd,ta a much lesser extent, capital
expenditures. The $182.7 million of cash used kgsting activities was due to net purchases ofstments of
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$159.4 million , purchases of property and equipneéi$22.1 million (including $14.5 million to punase land and building to support the
growth in our business operations) and acquisitfon$1.2 million .

In fiscal 2011, our investing activities consispanarily of purchases and sales of investmentd,tara much lesser extent, capital
expenditures. The $166.8 million of cash used begsting activities was due to net purchases ofstments of $160.6 million, purchases of
property and equipment of $3.6 million, and an @itjan for $2.6 million.

In fiscal 2010, our investing activities consispanarily of purchases and sales of investmentd,tara much lesser extent, capital
expenditures. The $283.7 million of cash used bgsting activities was due to net purchases ofstments of $280.0 million reflecting
primarily the transfer of funds from money marketbrporate bonds, agency notes and commercial pafeealso purchased property and
equipment of $3.8 million.

Financing Activities
In fiscal 2012 , our financing activities resultechet cash provided of $50.2 million as a res@itegeiving proceeds of $27.2 million
and $10.9 million from the issuance of common stacter our stock option plans and ESPP, respegtiaatl an excess tax benefit from

employee stock option exercises of $12.1 million .

In fiscal 2011, our financing activities resultedniet cash provided of $39.8 million as a resuleckiving proceeds of $20.0 million
from the issuance of common stock under our st@tion plans and an excess tax benefit from emplsyaek exercises of $19.8 million.

In fiscal 2010, our financing activities resultedniet cash provided of $34.0 million as a resuleckiving proceeds of $29.1 million
from the issuance of common stock under our st@tion plans and warrants to purchase our commak stod an excess tax benefit from
employee stock option exercises of $5.8 milliortipy offset by $0.9 million of issuance costdga connection with our initial public
offering, which had been accrued as of Decembe2309.

Contractual Obligations and Commitments

The following summarizes our contractual obligasi@s of December 31, 2012 :

Payments Due by Period

Less than 1 More than 5
Total year 1-3years 3-5years years
($ amounts in 000's)

Operating leases 16,83: 8,77¢ 7,481 577 —
Capital lease® 10t 25 51 29
Purchase commitmenfs 30,04( 30,04( — — —
Other contract§’ 8,10 8,107 — — —

Total® 55,08¢ 46,94’ 7,53; 60€ —
Q) Consists of contractual obligations from reamncelable office space under operating le
2) Consists of contractual obligations, includprincipal and imputed interest, from noancelable equipment financed under capital le
3) Consists of minimum purchase commitments with iegelent contract manufacture
4) Consists of an estimate of all open purchaders and contractual obligations in the ordinamyrse of business, other than commitments withraohimanufacturers

and suppliers, for which we have not received thadg or services. Purchase obligations do notdiectontracts that may be cancelled without penAltiiough open
purchase orders are considered enforceable anitylbgaling, the terms generally allow us the optio cancel, reschedule, and adjust our requiresriEaged on our
business needs prior to the delivery of goods dopmaance of services.

(5) No tax liabilities related to uncertain tax pogigohave been included in the table. ADecember 31, 2012 , we had $28.8 million of longrtéax liabilities, including
interest, related to uncertain tax positions. Beeanf the high degree of uncertainty regardingstttdement of these liabilities, we are unablestingate the years in
which future cash outflows may occur.

Off-Balance Sheet Arrangements
During fiscal 2012 , 2011 and 2010, we did notéhamy relationships with unconsolidated organizetior financial partnerships,

such as structured finance or special purposdemtitat would have been established for the perpbfacilitating off-balance sheet
arrangements or other contractually narrow or Bhipurposes.
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Recently Adopted Accounting Pronouncements

See Note 1 of the notes to our consolidated firdrstatements in Part Il, Item 8 of this Annual Bén Form 10-K for a full
description of recently adopted accounting proneumnts.

ITEM 7A. Quantitative and Qualitative Disclosures about Market Risk
Interest Rate Fluctuation Risk

The primary objectives of our investment activitéae to preserve principal, provide liquidity andximize income without
significantly increasing risk. Some of the secaestive invest in are subject to market risk. Thisumsethat a change in prevailing interest rates
may cause the principal amount of the investmefitittuate. To minimize this risk, we maintain quartfolio of cash, cash equivalents and
shortterm investments in a variety of securities, inahgdcommercial paper, money market funds, goverrraed corporate debt securities
certificates of deposit. The risk associated wiitlctiiating interest rates is limited to our investrnportfolio. A 10% decrease in interest rate
2012, 2011 and 2010 would have resulted in a dser@ our interest income of $0.5 million, $0.4liomi and $0.2 million, respectively.

Foreign Currency Exchange Risk

Our sales contracts are primarily denominated B. dollars and therefore substantially all of awenue is not subject to foreign
currency translation risk. However, a substantiatipn of our operating expenses incurred outdigell.S. are denominated in foreign
currencies and are subject to fluctuations dudnémges in foreign currency exchange rates, paatiguthanges in the CAD. To help protect
against significant fluctuations in value and tlodatility of future cash flows caused by changesurrency exchange rates, we engage in
foreign currency risk management activities to felglance sheet items denominated in CAD. We dos®these contracts for speculative o
trading purposes. All of the derivative instrumesuts with high quality financial institutions, ameé monitor the creditworthiness of these
parties. These contracts typically have maturlietsveen one and three months. We record changks fair value of forward exchange
contracts related to balance sheet accounts asetpense, net in the consolidated statement abtipas. We recognized an expense of $0.5
million in other expense, net in fiscal 2012 dudai@ign currency transaction losses.

Our hedging activities are intended to reduce nogeliminate, the impact of currency exchange mat@ements. As our hedging
activities are relatively short-term in nature,determ material changes in the value of the U.8adwersus the CAD, Euro (EUR), British
pound (GBP), and Japanese yen (JPY) could advarspbct our operating expenses in the future.

Inflation Risk

Our monetary assets, consisting primarily of caslsh equivalents and short-term investments, araffexted significantly by
inflation because they are short-term. We beli&egimpact of inflation on replacement costs of pqeént, furniture and leasehold
improvements will not materially affect our opecais. The rate of inflation, however, affects oustaaf revenue and expenses, such as those
for employee compensation, which may not be readitpverable in the price of products and servicised by us.
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The supplementary financial information requirecttig Item 8 is included in Part Il, Item 7 of tlisnual Report on Form 10-K under the
caption “Quarterly Results of Operations.”
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Fortinet, Inc.
Sunnyvale, California

We have audited the accompanying consolidated balsineets of Fortinet, Inc. and subsidiaries (“Camnyp) as of December 31,
2012 and 2011, and the related consolidated statsréoperations, comprehensive income, stockingleéguity, and cash flows for each of
the three years in the period ended December 32.Z0ur audits also included the financial statemnsehedule listed in the Index at Iltem 15.
These financial statements and financial stateseredule are the responsibility of the Company’sagament. Our responsibility is to
express an opinion on the financial statementdiaadcial statement schedule based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform the &mdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on Blasis, evidence supporting the amounts and disds in the financial statements. An a
also includes assessing the accounting princied and significant estimates made by managenenelaas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, tinaricial position of Fortinet, Inc. and
subsidiaries as of December 31, 2012 and 201 1thenksults of their operations and their cash $léov each of the three years in the period
ended December 31, 2012, in conformity with acciognprinciples generally accepted in the Unitedé&taf America. Also, in our opinion,
such financial statement schedule, when considareglation to the basic consolidated financiatesteents taken as a whole, presents fairly, ir
all material respects, the information set fortbréin.

As discussed in Note 1 to the consolidated findrst&ements, in the year ended December 31, 2@ Company changed its metl
of recognizing revenue for multiple element arrangats in accordance with the Financial Accountitapn8ards Board' Accounting Standar
Update (ASU) 2009-13Viultiple-Deliverable Revenue Arrangemeatsl ASU 2009-14Certain Revenue Arrangements that include Software
Elements

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the
Company’s internal control over financial reportiag of December 31, 2012, basedmternal Control-Integrated Framewoiiksued by the
Committee of Sponsoring Organizations of the Tremd@ommission and our report dated February 273 2&pressed an unqualified opinion
on the Company’s internal control over financialaging.

/s/ DELOITTE & TOUCHE LLP

San Jose, California
February 27, 2013
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FORTINET, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(in thousands, except per share amounts)

December 31,

December 31,

2012 2011

ASSETS

CURRENT ASSETS:

Cash and cash equivalents $ 122,970 $ 71,99(
Short-term investments 290,71 318,28:
Accounts receivable, net of allowance for doub#fttounts of $115 and $336 as of Decembel
2012 and December 31, 2011, respectively 107,64. 95,52:
Inventory 21,06( 16,24¢
Deferred tax asset 13,66: 7,57¢
Prepaid expenses and other current assets 13,21! 13,94¢
Total current assets 569,27: 523,57(

PROPERTY AND EQUIPMENT—Net 25,63¢ 7,96¢

DEFERRED TAX ASSET—Non-current 48,52¢ 46,52

LONG-TERM INVESTMENTS 325,89: 148,41

OTHER ASSETS 6,16¢ 8,27

TOTAL ASSETS $ 975,49° $ 734,74

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:

Accounts payable $ 20,81¢ $ 19,76¢
Accrued liabilities 22,26 15,97:
Accrued payroll and compensation 28,95' 24,19;
Deferred revenue 247,26¢ 206,92¢
Total current liabilities 319,30 266,86:-
DEFERRED REVENUE—Non-current 115,91 87,90¢
OTHER LIABILITIES 29,34 21,62:
Total liabilities 464,56: 376,39:

COMMITMENTS AND CONTINGENCIES (Note 9)

STOCKHOLDERS' EQUITY:

Common stock, $0.001 par value — 300,000 sharéwenred; 161,757 and 156,401 shares issued :

160,348 and 154,992 shares outstanding as of Dexre3ibh2012 and December 31, 2011, respectiv 162 15€
Additional paid-in capital 400,07! 317,02¢
Treasury stock (2,995 (2,995
Accumulated other comprehensive income 3,091 40z
Retained earnings 110,60: 43,76¢

Total stockholders’ equity 510,93: 358,35

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 97549 § 734,74

See notes to consolidated financial statements.
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FORTINET, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Fiscal Year
2012 2011 2010
REVENUE:
Product $ 248,94¢ $ 197,40t $ 135,14(
Services 274,04: 220,26¢ 172,04¢
Ratable and other revenue 10,64¢ 15,90( 17,51(
Total revenue 533,63! 433,57¢ 324,69¢
COST OF REVENUE:
Product 93,97: 73,201 51,94
Services 50,68: 35,48¢ 26,961
Ratable and other revenue 2,761 4,911 6,29t
Total cost of revenue 147,42( 113,59¢ 85,20¢
GROSS PROFIT:
Product 154,97 124,20° 83,19¢
Services 223,36: 184,78: 145,07¢
Ratable and other revenue 7,881 10,98¢ 11,21¢
Total gross profit 386,21 319,97¢ 239,49(
OPERATING EXPENSES:
Research and development 81,07¢ 63,571 49,80!
Sales and marketing 179,15! 145,53. 111,96¢
General and administrative 25,51 21,96 22,38(
Total operating expenses 285,74 231,07 184,14¢
OPERATING INCOME 100,47 88,90 55,341
INTEREST INCOME 5,00¢ 3,52: 1,81¢
OTHER EXPENSE—Net (48%) (354) (815)
INCOME BEFORE INCOME TAXES 104,99t 92,07: 56,34
PROVISION FOR INCOME TAXES 38,16( 29,581 15,09¢
NET INCOME $ 66,83t $ 62,49: $ 41,24¢
Net income per share attributable to
common stockholders (Note 7):
Basic $ 0.4z 0.41 0.2¢
Diluted $ 0.4C 0.3¢ 0.2¢
Weighted-average shares outstanding:
Basic 158,07- 152,58: 140,72t
Diluted 166,32 163,78: 156,40¢

See notes to consolidated financial statements.

62




Table of Contents

FORTINET, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(in thousands)

Fiscal Year
2012 2011 2010

Net income $ 66,83t $ 62,49: $ 41,24t
Other comprehensive income (loss):

Foreign currency translation gains (losses) 524 (559 92t

Unrealized gains (losses) on investments 3,331 (1,709 98

Unrealized gains (losses) on cash flow hedges — (74) 74

Tax provision related to items of other comprehemsicome or

loss (1,16€) 55C —
Net change in accumulated other comprehensive iacom 2,68¢ (1,779 1,09
Comprehensive income $ 69,52¢ $ 60,71: $ 42,34:

See notes to consolidated financial statements.
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FORTINET, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(in thousands)

Common Stock

Accumulated

Retained

Treasury Stock  aAdditional

Other Earnings

Total

Paid-In  Comprehensive (Accumulated Stockholders’
Shares Amount Shares Amount  Capital Income Deficit) Equity

BALANCE—December 31, 2009 135,03: $ 13t (1,409 $(2,99Y) $204,200 $ 1,08 $ (59,97) $ 142,45

Exercise of stock options and

warrants 15,13¢ 15 — — 29,09« — — 29,10¢

Stock-based compensation expens — — — — 9,31¢ — — 9,31¢

Income tax benefit from employee

stock option plans — — — — 9,23t — — 9,23t

Net unrealized gain on investments

net of taxes — — — — — 98 — 98

Net unrealized gain on derivatives

qualifying as cash flow hedges — — — — — 74 — 74

Net change in cumulative translatio

adjustments — — — — — 92t — 92¢

Net income — — — — — — 41,24f 41,24t
BALANCE—December 31, 2010 150,17: 15C (1,409 (2,999 251,84 2,181 (18,72)) 232,45!

Exercise of stock options 6,22¢ 6 — — 19,96: — — 19,96¢

Stock-based compensation expens — — — — 19,01 — — 19,01t

Income tax benefit from employee

stock option plans — — — — 26,20¢ — — 26,20¢

Net unrealized loss on investments

net of taxes — — — — — (1,159 — (1,159

Net unrealized loss on derivatives

qualifying as cash flow hedges (74) (74)

Net change in cumulative translatio

adjustments — — — — — (552) — (552)

Net income — — — — — — 62,49: 62,49:
BALANCE—December 31, 2011 156,40: 15€ (1,409 (2,999 317,02t 402 43,76t 358,35¢

Issuance of common stock upon

exercise of stock options 4,77¢ 5 — — 27,17¢ — — 27,18:

Issuance of common stock in

connection with employee stock

purchase plan 577 1 — — 10,90: — — 10,90:

Stock-based compensation expense — — — — 30,69( — — 30,69(

Income tax benefit from employee

stock option plans — — — — 14,27¢ — — 14,27¢

Net unrealized gain on investments -

net of taxes — — — — — 2,16t — 2,16t

Net change in cumulative translatio

adjustments — — — — — 524 — 524

Net income — — — — — — 66,83¢ 66,83¢
BALANCE—December 31, 2012 161,75 $ 16z (1,409 $(2,99Y) $400,07% $ 3,097 ¢ 110,600 $ 510,93

See notes to consolidated financial statements.
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FORTINET, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

(in thousands)

Adjustments to reconcile net income to net cashigeal by operating activities:

Depreciation and amortization
Amortization of investment premiums
Stock-based compensation expense
Excess tax benefit from employee stock option plans
Other non-cash items, net
Changes in operating assets and liabilities:
Accounts receivable—net
Inventory
Deferred tax assets
Prepaid expenses and other current assets
Other assets
Accounts payable
Accrued liabilities
Accrued payroll and compensation
Deferred revenue
Income taxes payable
Net cash provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of investments
Sales of investments
Maturities of investments
Purchase of property and equipment
Payments made in connection with acquisitions
Change in restricted cash
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of common stock
Offering costs paid in connection with initial pidobffering
Excess tax benefit from employee stock option plans
Net cash provided by financing activities
EFFECT OF EXCHANGE RATES ON CASH AND CASH EQUIVALHES
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT
CASH AND CASH EQUIVALENTS—Beginning of year
CASH AND CASH EQUIVALENTS—ENd of year
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid (refunded) for taxes
NON-CASH INVESTING AND FINANCING ACTIVITIES:
Purchase of property and equipment not yet paid

Liability incurred in connection with business aisifion

Fiscal Year
2012 2011 2010

66,83t 62,49: 41,24t
11,56 6,98¢ 5,69¢
12,96: 12,51¢ 7,34¢
30,69( 19,01¢ 9,31t
(12,069 (19,829 (5,78))
881 22 14
(12,12() (23,246 (17,789
(11,309 (6,039 (5,946
(9,259 (7,879 (4,27%)
791 (2,915 (3,685
2,47( 227 25k
961 6,801 2,437

301 1,76¢ 2,36:
4,59¢ 4,77:¢ 5,46¢
68,29: 42,17 50,70:
28,26! 35,96+ 16,01"
183,86t 132,84. 103,38:
(601,08) (516,901 (416,371)
26,26¢ 44,50: 10,45
415,44 311,82: 125,92
(22,089 (3,629 (3,776
(1,249 (2,629 —
— — 62
(182,71)) (166,826 (283,711
38,087 19,96¢ 29,11(
— — (872)
12,06¢ 19,82¢ 5,781
50,15¢ 39,79 34,01¢
(326) (682) 70¢
50,98¢ 5,131 (145,59
71,99( 66,85¢ 212,45¢
122,97! 71,99( 66,85¢
17,08¢ (30%) 2,48
39¢ 44C 13¢

201 — —

See notes to consolidated financial statements.
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FORTINET, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2012, 2011 AND 2010

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Business—Fortinet, Inc. (“Fortinet”) was incorporated in RBware in November 2000 and is a leading provideredwork security
appliances and UTM network security solutions ttegrises, service providers and governmentaliestitorldwide. Fortinet’s solutions are
designed to integrate multiple levels of securitytection, including firewall, virtual private nebrking, application control, antivirus, intrusi
prevention, web filtering, anti-spam and WAN accafion.

Basis of Presentation and Preparatior—The consolidated financial statements of Fortaret its wholly owned subsidiaries
(collectively, the “Company,” “we,” “us” or “our"have been prepared in accordance with U.S. GAARnfdrcompany transactions and
balances have been eliminated in consolidation.

During fiscal 2012, we recorded a $0.9 million mecurring cumulative out-of-period adjustment, tialg to fiscal 2011, to reflect a
true-up related to forfeitures of stock awards tgdrio employees. The adjustment resulted in |st@rk-based compensation expense and
higher operating income and net income during Fi2842. We believe the impact of the adjustmemtismaterial to the current or prior fiscal
periods.

Use of Estimates—The preparation of consolidated financial statesmé@naiccordance with U.S. GAAP requires managertoemiake
estimates and assumptions that affect the amoeptsted in the consolidated financial statementsaatompanying notes. Such managemen
estimates include implicit service periods for mewe recognition, litigation and settlement costd ather loss contingencies, sales returns anc
allowances, reserve for bad debt, inventory vatumativarranty reserve, the accounting for incomegaincluding the determination of the
timing of the establishment or release of our viiduaallowance related to deferred tax asset baaod reserves for uncertain tax positions
and the accounting for business combinations. Vge bar estimates on historical experience andadsassumptions that we believe are
reasonable. Actual results could differ from thesgémates.

Certain Significant Risks and Uncertainties—We are subject to certain risks and uncertairtiascould have a material adverse
effect on our future financial position or resufsoperations, such as the following: changes\mellef demand for our products and services,
the timing and success of new product and sermtteductions by us or our competitors, price andsseompetition and our ability to adapt to
changing market conditions and dynamics such asggsain end-customer, distributor or reseller neguents or market needs, changes in
expenses caused, for example, by fluctuationsriido currency exchange rates, management of iagennternal control over financial
reporting, market acceptance of our new produdissanvices, demand for UTM products and servicggireral, seasonality, failure of our
channel partners to perform or other disruptionunchannel, the quality of our products and sew@and the market perception of our resp
to new viruses or security breaches, general ecamoconditions, challenges in doing business outefdbe United States, changes in custome
relationships, litigation, or claims against usdzhen intellectual property, patent, product retpurjaor other factors (Note 9), product
obsolescence, and our ability to attract and reqaalified employees.

We rely on sole suppliers and independent contnactufacturers for certain of our components andtbing-party logistics company
for distribution of certain of our products. Thaility of any of these parties to fulfill our supmnd logistics requirements could negatively
impact our future operating results.

Concentration of Credit Risk —Financial instruments that subject us to concéiotra of credit risk consist primarily of cash, lksas
equivalents, short-term and long-term investmeanig, accounts receivable. We maintain our cash asll equivalents in fixed income
securities with major financial institutions, whiolir management assesses to be of high credityualorder to limit the exposure of each
investment. Deposits held with banks may exceedmheunt of insurance provided on such deposits.

Credit risk with respect to accounts receivablgeneral is diversified due to the number of différentities comprising our customer
base and their location throughout the world. Widgoen ongoing credit evaluations of our customerd generally do not require collateral on
accounts receivable. We maintain reserves for astichpotential credit losses.

As of December 31, 2012 and December 31, 2011sinmgbe customer accounted for more than 10% ofoedunts receivable.
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YEARS ENDED DECEMBER 31, 2012, 2011 AND 2010

During fiscal 2012 , one customer accounted for bf%btal net revenues. During fiscal 2011 and 20t0single customer accounted
for more than 10% of total net revenues.

Financial Instruments and Fair Value —We apply fair value accounting for all financiaisats and liabilities and ndimancial asse!
and liabilities that are recognized or disclosetamtvalue in the financial statements on a rdogrbasis. Due to their short-term nature, the
carrying amounts reported in the consolidated fiierstatements approximate the fair value for aot®receivable, accounts payable, accrue
compensation, and other current liabilities.

Comprehensive Income—Comprehensive income includes certain changeguityefrom non-owner sources that are excluded from
net income. Specifically, cumulative foreign curgitranslation adjustments, unrealized gains asskl® on available-for-sale investments, an
unrealized gains and losses on derivatives araded in comprehensive income.

Foreign Currency Translation and Transaction Gainsand Losses—Assets and liabilities of foreign subsidiaries memslated into
U.S. dollars using the exchange rates in effetiebalance sheet dates and revenue and expeadesnstated using average exchange rates
during the period. The resulting foreign translatamjustments are recorded in accumulated othepmnsive income. Foreign currency
transaction losses of $0.5 million , $0.4 millianda50.8 million , are included in other expensé faefiscal 2012 , 2011 and 2010,
respectively.

Cash, Cash Equivalents and Available-for-sale Invésments —We consider all highly liquid investments, purobésvith original
maturities of three months or less, to be cashvadpiits. Cash and cash equivalents consist of te¢anith banks, and highly liquid
investments in money market funds, commercial pagred certificates of deposit and term deposits.

We classify our investments as available-for-sakatime of purchase since it is our intent thatse investments are available for
current operations, and include these investmantsuo balance sheet as either short-term or long-tevestments depending on their maturity
at the time of purchase. Investments with origmaturities greater than three months that mats®tiean one year from the consolidated
balance sheet date are classified as short-terasiments. Investments with maturities greater trenyeafrom the consolidated balance st
date are classified as long-term investments.

Investments are considered to be impaired wherclinddn fair value is judged to be other-than-temgpy. We consult with our
investment managers and consider available quawitand qualitative evidence in evaluating pot@rithpairment of our investments on a
quarterly basis. If the cost of an individual intreent exceeds its fair value, we evaluate, amohgrdtctors, general market conditions, the
duration and extent to which the fair value is I cost, and our intent and ability to hold itheestment. Once a decline in fair value is
determined to be other-than-temporary, an impaitrobarge is recorded and a new cost basis in tresiment is established.

For debt securities in an unrealized loss positibith is deemed to be other-than-temporary, therihce between the security’s
then-current amortized cost basis and fair valeeparated into (i) the amount of the impairmelaitee to the credit loss (i.e., the credit loss
component) and (ii) the amount of the impairmetsteal to all other factors (i.e., the non-cred#éd@omponent). The credit loss component is
recognized in earnings. The non-credit loss compbiserecognized in accumulated other compreheriesse

Inventory —Inventory is recorded at the lower of cost (udimg first-in, first-out method) or market, after gwe appropriate
consideration to obsolescence and inventory inexoéanticipated future demand. In assessingltimeate recoverability of inventory, we are
required to make estimates regarding future custal®mand, the timing of new product introductioespnomic trends and market conditions.
If the actual product demand is significantly lowtean forecasted, we could be required to recoditiadal inventory write-downs, which
could have an adverse impact on our gross margihpefitability.

Property and Equipment —Property and equipment are stated at cost. Degieciis computed using the straight-line methoerov
the estimated useful lives of the assets, genevakiyto three years. Evaluation units are trarsfiginom inventory at cost and are amortized
over one year from the date of transfer. Leaseimgdtovements are amortized over the shorter oé#tenated useful lives of the
improvements or the lease term.

Impairment of Long-Lived Assets—We evaluate events and changes in circumstanagesdhld indicate carrying amounts of long-
lived assets, including intangible assets, maybeatecoverable. When such events or changes mnegtances occur, we assess the
recoverability of long-lived assets by determinimigether the carrying value of such assets
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will be recovered through undiscounted expectedréutash flows. If the total of the future undisctad cash flows is less than the carrying
amount of those assets, we record an impairmemgeha the period in which we make the determimatlbsuch assets are considered to be
impaired, the impairment to be recognized is measby the amount by which the carrying amount efdbsets exceeds the fair value of the
assets.

Deferred Revenue—Deferred revenue consists of amounts that have ineeiced but that have not yet been recognize@esnue.

Income Taxes—We record income taxes using the asset and liabiléthod, which requires the recognition of defétiax assets ar
liabilities for the expected future tax consequenakevents that have been recognized in our fiahstatements or tax returns. In estimating
future tax consequences, generally all expecteddigvents other than enactments or changes taxHaw or rates are considered. We asses:
the likelihood that some portion or all of our dedel tax assets will be recovered from future téxa@icome within the respective jurisdictions,
and to the extent we believe that recovery doesmeat the “more-likely-than-not” standard, baselélgmn its technical merits as of the
reporting date, we establish a valuation allowance.

We account for uncertain tax positions in accordanith U.S. GAAP, which defines the confidence ldghat a tax position must me
in order to be recognized in the financial statetsiefihe tax effects of a position are recognizdg it is “more likely than not” to be
sustained based solely on its technical meritS #seareporting date. We consider many factors wdaluating and estimating our tax
positions and tax benefits, which may require gid@adjustments and which may not accurately grdiei actual outcomes.

We operate in various tax jurisdictions and argesttlio audit by various tax authorities. We pravfdr tax contingencies whenever it
is deemed more likely than not that a tax assebbas impaired or a tax liability has been incufigrdevents such as tax claims or changes in
tax laws. Tax contingencies are based upon thelinieal merits, relevant tax law and the spec#ict$ and circumstances as of each reporting
period. Changes in facts and circumstances coasldtria material changes to the amounts recordeduoh tax contingencies.

Stock-Based Compensation Expense-We have elected to use the Black-Scholes optimingrmodel to determine the fair value of
our employee stock options and ESPP. The fair vallulRSUs is based on the closing market price ofcommon stock on the date of grant.

Advertising Expense—Advertising costs are expensed when incurred aumtluded in operating expenses in the accompgnyin
consolidated statements of operations. Our adimgtexpenses were not significant for any periogsented.

Research and Development Costs-Research and development costs are expenseduaethc

Software Development Costs—The costs to develop software have not been dagitbas we believe our current software
development process is essentially completed cogicuwith the establishment of technological fesigjb

Revenue Recognition—In October 2009, the FASB amended the accountamdsirds for multiple deliverable revenue arrangeme
to provide guidance on how the deliverables inraargement should be separated and eliminatessthefuhe residual method. The new
accounting standards also require an entity tcal®revenue using the relative selling price mektiithe new accounting standards establish
hierarchy of evidence to determine the stand-asatiing price of a deliverable based on VSOE, Tétg the BESP. If VSOE is available, it
would be used to determine the selling price otlvdrable. If VSOE is not available, the entitywia determine whether TPE is available. If
so, TPE must be used to determine the selling pifidd’E is not available, then the BESP would bedi The new accounting standards
amended industry specific revenue accounting gaieléor software and software related transactiorextlude from its scope tangible
products containing software components and notwaoé components that function together to deliierproduct’s essential functionality.

This guidance did not generally change the uniscobunting for our revenue transactions. Most swftware products and services

qualify as separate units of accounting becausehthee value to the customer on a standalone badisur revenue arrangements generall
not include a right of return relative to deliveqgaducts.
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The majority of our products are hardware appksnmontaining software components that functioettogr to provide the essential
functionality of the product, therefore, our hardevappliances are considered non-software delilesamd are no longer within the scope of
industry-specific software revenue recognition guick.

Our product revenue also includes software prodihetsmay operate on the hardware appliances,rbutat considered essential to
the functionality of the hardware and continue écshibject to industry-specific software revenu®gadtion guidance, which remains
unchanged. Certain of our software, when sold withappliances, is considered essential to itstiomality and as a result is no longer
accounted for under industry-specific software nexerecognition guidance. However, this same soéiwhsold separately, is accounted for
under industry-specific software revenue recognigjaidance.

For all transactions originating or materially migell after December 31, 2010, we recognize revémaecordance with the new
accounting standards. Certain arrangements wittipteutleliverables may continue to have softwarlé/deables that are subject to industry-
specific software revenue recognition guidance @lwith non-software deliverables that are subjet¢he new accounting standards. When a
sales arrangement contains multiple elements, asittardware appliances, software, customer supeoiices, and/or professional services
allocate revenue to each element based on thenadotéoned selling price hierarchy. In multiple efatharrangements where software is more
than-incidental, revenue is allocated to each stpamit of accounting for each of the non-softw@gbverables and to the software
deliverables as a group using the relative sepinces of each of the deliverables in the arrangebased on the selling price hierarchy in the
new revenue recognition accounting guidance.

VSOE of fair value for elements of an arrangemsiisised upon the normal pricing and discountingtipes for those services when
sold separately. In determining VSOE, we requieg thsubstantial majority of the selling pricesdaservice fall within a reasonably narrow
pricing range, generally evidenced by a substantggbrity of such historical stand-alone transawtiéalling within a reasonably narrow range
of the median rates. In addition, we consider msgmments, geographies, customer classificatiowsother variables in determining VSOE.

We are typically not able to determine TPE for products or services. TPE is determined based mpettor prices for similar
deliverables when sold separately. Generally, odtognarket strategy differs from that of our peers andofferings contain a significant le'
of differentiation such that the comparable pricaigoroducts with similar functionality cannot bletained. Furthermore, we are unable to
reliably determine what similar competitor produstlling prices are on a stand-alone basis.

For our hardware appliances, we use BESP as dungsptice. For our support and other servicesgemrerally use VSOE as our
selling price. When we are unable to establisHlangeprice using VSOE for our support and othewges, we use BESP in our allocation of
arrangement consideration. The objective of BESP d@etermine the price at which we would transeséale if the product or service were solc
on a stand-alone basis. We determine BESP fordupt@r service by considering multiple factorduwiing, but not limited to, cost of
products, gross margin objectives, pricing prastigeeographies, customer classes and distributianrels. We review our BESP estimates or
a quarterly basis to coincide with our VSOE revigwcess.

We recognize revenue for our software sales basaddustry-specific software revenue recognitioidgace. Under industry-specific
software revenue recognition guidance, we usedsieual method to recognize revenue when a pradireement includes one or more
elements to be delivered and VSOE of fair valueafbundelivered elements exists. If evidence effir value of one or more undelivered
elements does not exist, all revenue is generallgroed and recognized when delivery of those etdésneccurs or when fair value can be
established. When the undelivered element for whietdo not have VSOE of fair value is support, rexefor the entire arrangement is
recognized ratably over the support period.

We derive revenue from sales of products, includipgliances and software, and services, includibgaiption, support and other
services. Our appliances include operating syst#tware that is integrated into the appliance hamwand is deemed essential to its
functionality. As a result, we account for revemuaccordance with the new revenue recognition atting guidance and all related
interpretations.

Revenue is recognized when all of the followingeria have been met:
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. Persuasive evidence of an arrangement existslifig) contracts or purchase orders are generadlg tossdetermine the
existence of an arrangement.

. Delivery has occurred. Delivery occurs when wiéilf an order and title and risk of loss has bé&emsferred or upon delivery
of the service contract registration code.

. The fee is fixed or determinable. We assesslvenghe fee is fixed or determinable based on #yenent terms associated
with the transaction. In the event payment terrfferdirom our standard business practices, the deesleemed to be not
fixed or determinable and revenue is recognizedwvthe payments become due, provided the remaimitegia for revenue
recognition have been met.

. Collectability is probable. We assess colledigthhased primarily on creditworthiness as detemxi by credit checks and
analysis, as well as payment history. Payment tgrgngrally range from 30 to 90 days from invoiaged

For arrangements which include end-customer aceepteriteria, revenue is recognized upon accepitafieerecognize product
revenue on sales to distributors that have no génight of return and direct sales to end-cust@mgon shipment, once all other revenue
recognition criteria have been met. Certain distdibs that stock our products are granted stockiost rights as well as rebates for sales of ou
products. The arrangement fee for this group dfiligtors is not fixed and determinable when prddae shipped and revenue is therefore
deferred and recognized upon sell-through. Sulkiatgnall of our products have been sold in comhbirawith services, which consist of
subscriptions and/or support. Subscription servizeside access to our antivirus, intrusion preimtweb filtering, and anti-spam
functionality. Support services include rights tespecified software upgrades, maintenance releambpatches, telephone and Internet acces
to technical support personnel, and hardware stppor

The subscription and support services start onlétte the customer registers the appliance. Themastis then entitled to service for
the stated contractual period beginning on thestegfion date.

We offer certain sales incentives to channel pastri&e reduce revenue for estimates of sales eurd allowances. Additionally, in
limited circumstances we may permit end-custondisstibutors and resellers to return our produstibject to varying limitations, for a refund
within a reasonably short period from the datewthase. We estimate and record reserves for isalestives and sales returns based on
historical experience.

Accounts Receivable—Trade accounts receivable are recorded at thédeg@mount, net of allowances for doubtful acceuwrtd
reserves for sales returns and allowances. Thevatice for doubtful accounts is based on our assagswh the collectability of customer
accounts. We regularly review the allowance by marig factors such as historical experience, itmpghlity, age of the accounts receivable
balances and current economic conditions that rffagtaa customer’s ability to pay. The reservedales returns and allowances is based on
specific criteria including agreements to providbates and other factors known at the time, asagadistimates of the amount of goods shi
that will be returned. To determine the adequadhefreserves for sales returns and allowancesnalyze historical experience of actual
rebates and returns as well as current produatrr@téormation.

Warranties —We generally provide a 1 -year warranty on haréwaoducts and a 90 -day warranty on software.oipion for
estimated future costs related to warranty actigits recorded as a component of cost of produentges when the product revenues are
recognized, based upon historical product failates and historical costs incurred in correctirgdpct failures. In the event we change our
warranty reserve estimates, the resulting chargsagfuture cost of sales or reversal of previpustorded charges may materially affect our
gross margins and operating results.

Accrued warranty activities are summarized as fadl¢$ amounts in 000’s):
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Fiscal Year
2012 2011 2010
Accrued warranty balance—beginning of the period 2,582 1,87¢ 2,25]
Warranty costs incurred (2,669 (2,779 (1,339
Provision for warranty for the year 2,63¢ 2,10z 1,06¢
Changes in prior period estimates (243) 37¢ (111
2,30¢ 2,58 1,87¢

Accrued warranty balance—end of the period

Foreign Currency Derivatives—Our sales contracts are primarily denominated.®. dollars and therefore substantially all of our
revenue is not subject to foreign currency traimatisk. However, a substantial portion of our igtimg expenses incurred outside the U.S. ar
denominated in foreign currencies and are subgefttittuations due to changes in foreign currenahange rates, particularly changes in the
CAD. To help protect against significant fluctuaison value and the volatility of future cash floesused by changes in currency exchange
rates, we engage in foreign currency risk managéawivities to hedge balance sheet items denoethiat CAD. We do not use these
contracts for speculative or trading purposes.ofthe derivative instruments are with high quafibancial institutions and we monitor the
creditworthiness of these parties. These conttgptsally have maturities between one and threethrWe record changes in the fair valu
forward exchange contracts related to balance stoeetunts as other expense, net in the consolidééeiment of operations.

Additionally, independent of any hedging activitilactuations in foreign currency exchange ratey wause us to recognize
transaction gains and losses in our consolidatgdrsents of operations. Our hedging activitiesraended to reduce, but not eliminate, the
impact of currency exchange rate movements. Adiedging activities are relatively short-term inurat long-term material changes in the
value of the U.S. dollar versus the CAD, EUR, GBBRY could adversely impact our operating expeirséd® future.

The notional amount of forward exchange contraxtsetdge balance sheet accounts as of Decembe@BA was (amounts in 000’s):

Buy/Sell Notional
To hedge balance sheet accounts:
Currency
CAD Buy 17,96¢

Recently Adopted Accounting Pronouncements

In May 2011, the FASB issued ASU No. 2011-Bsmendments to Achieve Common Fair Value MeasureamenDisclosure
Requirements in U.S. GAAP and IFRS (Topic i Fair Value MeasuremerftASU 2011-04"), to provide a consistent definitiohfair value
and ensure that the fair value measurement anbbgiise requirements are similar between U.S. GAAPIERS. ASU 2011-04 changes
certain fair value measurement principles and ecdmthe disclosure requirements particularly fordl& fair value measurements. We
adopted ASU 2011-04 in the first quarter of fis2@l2. The measurement provisions of this guidamt@at impact our consolidated financial
statements.

In June 2011, the FASB issued ASU No. 2011@&mprehensive Income (Topic 220)-Presentation ofiféehensive Incom@ASU
2011-05"), to require an entity to present theltofacomprehensive income, the components of rezirire, and the components of other
comprehensive income either in a single continwga®ment of comprehensive income or in two sepdmatt consecutive statements. ASU
2011-05 eliminates the option to present the coraptmof other comprehensive income as part oftdtersent of stockholders’ equity. We
adopted ASU 2011-05 in the first quarter of fis2@l2 and applied it retrospectively. We electedrasent the comprehensive income in two
separate but consecutive statements within ourdiolased financial statements.
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2. FINANCIAL INSTRUMENTS AND FAIR VALUE

The following table summarizes our investmentsr(tbants in 000’s):

Corporate debt securities

Commercial paper

Municipal bonds

Certificates of deposit and term deposits
Total available-for-sale securities

U.S. government and agency securities
Corporate debt securities

Commercial paper

Municipal bonds

Certificates of deposit and term deposits

Total available-for-sale securities

December 31, 2012

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
529,73 1,81« (161) 531,39:
39,22¢ 22 (6) 39,24¢
36,78 83 — 36,87(
9,09¢ 6 — 9,10¢
614,85: 1,92¢ (167) 616,61:
December 31, 2011
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
38,90( 1C 2 38,90¢
339,11( 21¢ (1,832 337,49’
51,02t 7 (5) 51,027
20,47: 3€ (5) 20,50¢
18,76: 1 2 18,76!
468,27( 273 (1,84¢) 466,69°

The following table shows the gross unrealizeddesmnd the related fair values of our investmérashiave been in a continuous unrealized

loss position, as of December 31, 2012 ($ amomn®0’s):

Less Than 12 Months 12 Months or Greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Corporate debt securities 133,00¢ (15€) 5,01( (5) 138,01¢ (167
Commercial paper (6) — — 8,46¢ (6)
Total available-for-sale securities 141,47 (162) 5,01( ©) 146,48 (167)

The following table shows the gross unrealizeddesnd the related fair values of our investmérashtave been in a continuous
unrealized loss position, as of December 31, 2@Jdnfounts in 000's):
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Less Than 12 Months 12 Months or Greater Total

Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses
U.S. government and agency securitie 10,99¢ () — — 10,99¢ ()
Corporate debt securities 258,15¢ (1,839 — — 258,15¢ (1,832
Commercial paper 9,27¢ 5) — — 9,27¢ 5)
Municipal bonds 8,067 (5) — — 8,06 (5)
Certificates of deposit and term depos 7,49¢ 2 — — 7,49¢ #)
Total available-for-sale securities  294,00( (1,849 — — 294,00( (1,846

The contractual maturities of our investments aréolows ($ amounts in 000’s)

December 31, December 31,
2012 2011
Due within one year 290,71¢ 318,28:
Due within one to three years 325,89: 148,41.
Total 616,61: 466,69

Available-for-sale securities are reported at ¥ailue, with unrealized gains and losses, net gfiteckuded as a separate component o
stockholders’ equity and in total comprehensiveine. Realized gains and losses on available-ferssturities are included in other expense
net in our consolidated statements of operations.

Realized gains and losses from the sale of aveildrisale securities were not significant in aeyi@d presented.

Fair Value Accounting —We apply the following fair value hierarchy forsdlosure of the inputs used to measure fair valbes
hierarchy prioritizes the inputs into three broadels as follows:

Level 1—Inputs are unadjusted quoted prices irvaatiarkets for identical assets or liabilities.

Level 2—Inputs are quoted prices for similar asaets liabilities in active markets or inputs theg abservable for the assets or
liabilities, either directly or indirectly througiharket corroboration, for substantially the fulinteof the financial instruments.

Level 3—Unobservable inputs based on our own assangused to measure assets and liabilities mavédile. The inputs require
significant management judgment or estimation.

We measure the fair value of money market fundsguguoted prices in active markets for identicakés The fair value of all other
financial instruments was based on quoted pricesifoilar asserts in active markets, or model drivaluations using significant inputs deri
from or corroborated by observable market data.

We classify investments within Level 1 if quotedcps are available in active markets for identszadurities.
We classify items within Level 2 if the investmeat® valued using model driven valuations usingeolable inputs such as quoted
market prices, benchmark yields, reported tradeddv/dealer quotes or alternative pricing sourits reasonable levels of price transpare

Investments are held by custodians who obtain invexst prices from a third-party pricing provideatlincorporates standard inputs in various
asset price models.

The following table presents the fair value of financial assets measured at fair value on a recubasis as of December 31, 2012
and December 31, 2011 ($ amounts in 000’s):
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December 31, 2012 December 31, 2011
Quoted Quoted
Prices in Significant Prices in Significant
Active Other Active Other
Aggregate Markets For Observable Aggregate Markets For Observable
Fair Identical Remaining Fair Identical Remaining
Value Assets Inputs Value Assets Inputs
(Level 1) (Level 2) (Level 1) (Level 2)
Assets:
U.S. government and agency securities — — — 38,90¢ — 38,90¢
Corporate debt securities 531,39: — 531,39: 337,49 — 337,49
Commercial paper 41,99¢ — 41,99 64,89( — 64,89(
Municipal bonds 36,87( — 36,87( 20,50« — 20,50«
Certificates of deposit and term deposits 9,10¢ — 9,10t 18,76: — 18,76:
Money market funds 39,87: 39,87: — 31,43¢ 31,43¢ —
Total 659,23: 39,87: 619,36( 511,99¢ 31,43¢ 480,56(
Reported as:
Cash equivalents 42,62( 45,30:
Short-term investments 290,71 318,28:
Long-term investments 325,89: 148,41«
Total 659,23: 511,99t

We did not hold financial assets or liabilities ainiwere recorded at fair value using inputs inltbeel 3 category as of December 31,
2012 or December 31, 2011 . There were no tranbfergeen Level 1 and Level 2 of the fair value d&iehy during the year ended December
31, 2012 or December 31, 2011.
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3. INVENTORY

Inventory consisted of the following ($ amount9D0’s):

Raw materials
Finished goods

Inventory

4. PROPERTY AND EQUIPMENT—Net
Property and equipment consisted of the follow®gufhounts in 000’s):

Land

Building and building improvements

Evaluation units

Computer equipment and software

Furniture and fixtures

Leasehold improvements and tooling
Total property and equipment

Less: accumulated depreciation

Property and equipment—net

In August 2012, we purchased certain real propérghiding land and buildings in Sunnyvale, Califiar, for cash of $14.5 millionto
support the growth in our business operationsh®total cost, we allocated $13.9 million to lamdi 0.6 million to building and building

improvements.

December 31,

December 31,

2012 2011
4,95¢ 3,441
16,10 12,80:
21,06( 16,24¢

December 31,

December 31,

2012 2011

13,89¢ —

61C —

18,32: 13,917
17,17¢ 12,21¢
1,501 1,307

5,35¢ 4,381
56,85¢ 31,81¢
(31,220 (23,859
25,63¢ 7,96¢

Depreciation expense was $10.5 million , $7.0 orilland $5.7 million in 2012 , 2011 and 2010 , retpely.
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5. ACQUISITIONS

On December 7, 2012, we completed the acquisitiofDiN, Inc. (“XDN"), a privately held company that provides cloud-basaudent
delivery solutions, for a total consideration$®.5 million. We accounted for this acquisition as a purchéasebuisiness and, accordingtiie
total purchase price was allocated to identifiablangible assets acquired based on their estinfatecharket value as of the acquisition date.
The purchase price allocation resulted in purchadeutifiable intangible assets of $0.5 milliordehtifiable intangible assets consist of
purchased technology. The fair value assignedentifiable intangible assets acquired was deterthirging the market approach, which
compares the value of the purchased assets t@asiasi$ets in similar lines of business. Purchasetifiable intangible assets are being
amortized as cost of revenue on a straight-linéstmager three years. The financial results of #tgquisition are considered immaterial for
purposes of pro forma financial disclosures.

On March 8, 2012, we completed the acquisitioméfulGuard Devices, Inc. (“IntruGuard”), a supplidrntelligent Availability
Protection Systems, for a total consideration o0$iillion . Of the total consideration, $0.4 nolfi was withheld in escrow as security for
IntruGuards indemnification obligations. We accounted fostacquisition as a purchase of a business andidiagly, the total purchase pri
was allocated to tangible and identifiable intatg#issets acquired and liabilities assumed basédedmestimated fair market values as of the
acquisition date. The purchase price allocationlted in purchased tangible assets of $53,000iabdities of $43,000 , and purchased
identifiable intangible assets of $0.9 million efdifiable intangible assets consist of purchasetrtology. The fair value assigned to
identifiable intangible assets acquired was deteshiusing the income approach, which discountsaggduture cash flows to present value
using estimates and assumptions determined byuash&sed identifiable intangible assets are beimgrézed as cost of revenue on a straight-
line basis over three years. Of the $0.4 millioavwusly withheld in escrow, $0.2 million was reded to the selling shareholders during the
third quarter of fiscal 2012. The financial resufghis acquisition are considered immaterialgarposes of pro forma financial disclosures.

On April 6, 2011, we completed the acquisition efkSwitch Corp. (“TalkSwitch”)a privately held company that provides voice ¢
IP phone system technology, for a cash paymen2 & @illion. We accounted for this acquisition as a purch&sebwisiness and, according
the total purchase price was allocated to TalkSwianigible and identifiable intangible assets asgliand liabilities assumed based on their
estimated fair market values as of the acquisitiai®. The purchase price allocation resulted iclmsed tangible assets of $0.9 million and
liabilities of $0.1 million and purchased identifla intangible assets of $1.8 million . Identifialshtangible assets consist of purchased
technology. The fair value assigned to identifightangible assets acquired is determined usingntteme approach, which discounts expe
future cash flows to present value using estimatesassumptions determined by us. Purchased idéiaifintangible assets are being
amortized on a straight-line basis over three yé&dis financial results of this acquisition are sidered immaterial for purposes of pro forma
financial disclosures.

6. INTANGIBLE ASSETS

The following table presents the detail of our 8rigintangible assets with definite lives includadther assets ($ amounts in 000’s):

December 31, December 31,
2012 2011
Accumulated Accumulated
Gross Amortization Net Gross Amortization Net
Existing technology 3,541 1,42¢ 2,117 1,772 394 1,37¢

Amortization expense was $1.0 million and $0.4 imnilin fiscal 2012 and 2011, respectively. Thers wa amortization expense
incurred in fiscal 2010. The following table sumimas estimated future amortization expense of @geti intangible assets with definite lives
for future fiscal years ($ amounts in 000’s):
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Amount
Fiscal Years:
2013 1,13(
2014 707
2015 27¢
2016 5
Total 2,115

7. NET INCOME PER SHARE

Basic net income per share is computed by dividietgncome by the weighted-average number of stedresmmon stock
outstanding during the period. Diluted net incoree ghare is computed by dividing net income bywik@ghted-average number of shares of
common stock outstanding, plus the dilutive effedtstock options, warrants, RSUs, and ESPP. Hatlrdilutive shares of common stock
determined by applying the treasury stock method.

A reconciliation of the numerator and denominateediin the calculation of basic and diluted nebme per share is as follows ($ and
share amounts in 000’s, except per share amounts):

Fiscal Year
2012 2011 2010
Numerator:
Net income 66,83¢ 62,49: 41,24¢
Denominator:
Basic shares:
Weighted-average common stock outstanding-basic 158,07- 152,58: 140,72¢
Diluted shares:
Weighted-average common stock outstanding-basic 158,07« 152,58: 140,72t
Effect of potentially dilutive securities:
Stock options 8,21¢ 11,20( 15,52«
ESPP 41 — _
Warrants to purchase common stock — — 15€
Weighted-average shares used to compute diluteidemne per share 166,32 163,78: 156,40t
Net income per share:
Basic 0.42 0.41 0.2¢
Diluted 0.4C 0.3¢ 0.2€
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The following weighted-average shares of commoaoksteere excluded from the computation of dilutetdineome per share for the
periods presented, as their effect would have beédilutive (in 000's):

Fiscal Year
2012 2011 2010
Stock options 7,18: 3,89: 3,00¢
RSUs 291 — —
ESPP 321 122 —
7,79¢ 4,01¢ 3,00¢
8. DEFERRED REVENUE
Deferred revenue consisted of the following ($ antsin 000’s):
December 31, December 31,
2012 2011
Product 5,411 5,81
Services 348,54¢ 272,84:
Ratable and other revenue 9,22¢ 16,17:
Total deferred revenue 363,18! 294,83:
Reported As:
Short-term 247,26¢ 206,92¢
Long-term 115,91° 87,90¢
Total deferred revenue 363,18 294,83

9. COMMITMENTS AND CONTINGENCIES

Leases and Minimum Royalties—We lease certain facilities under various non-etatile operating leases, which expire through
2017. Rent expense was $8.7 million , $8.2 milkowl $7.0 million for fiscal 2012, 2011, and 20¥}spectively. Rent expense is recognized
using the straight-line method over the term oflfzese. The aggregate future non-cancelable mininemtal payments on operating leases as
of December 31, 2012 are as follows ($ amount®dis):

Rental
Payment
Fiscal Years:
2013 8,77¢
2014 5,08
2015 2,39¢
2016 43C
2017 147
Total 16,83

Contract Manufacturer and Other Commitments —Our independent contract manufacturers procureponients and build our
products based on our forecasts. These forecastsmaed on estimates of future demand for our ptedwhich are in turn based on historical
trends and an analysis from our sales and marketignizations, adjusted for overall market coodii In order to reduce manufacturing leac
times and plan for adequate component supply, weissae purchase orders to some of our indepemd@ttact manufacturers which may not
be cancelable. As of December 31, 2012 , we had)$80lion of open purchase orders with our indegent contract manufacturers that may
not be cancelable.
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In addition to commitments with contract manufaetar we have open purchase orders and contradiligdions in the ordinary
course of business for which we have not receivetig or services. As of December 31, 2012, we Bab fillion in other purchase
commitments.

Litigation —In August 2009, ESR, a non-practicing entity,die complaint against us in the United States idtsBourt for the District
of Delaware alleging infringement by us and othefleddants of two patents. The plaintiffs are clagninspecified damages and requesting a
injunction against the alleged infringement. Ind@010, the Court granted our motion to stay penthie outcome of reexamination
proceedings in the PTO on both asserted paten&sPTIO rejected all of the claims of the patenthésuit and ESR appealed this result to the
BPAI. In August 2012, the BPAI completed its revief\both reexamination proceedings, and, afteBiRAl’s review, all claims of the
asserted ESR patents remain rejected. In Octolig, HBR filed an additional appeal of the BPAI dimi with the United States Court of
Appeal for the Federal Circuit. That appeal id peinding. We have determined that, as of this titmere is not a reasonable possibility that a
loss has been incurred.

In April 2010, an individual, a former stockhold®rFortinet, filed a class action lawsuit againstciaiming unspecified damages in the
California Superior Court for the County of Los Agtgs alleging violation of various California Corptions Code sections and related tort
claims alleging misrepresentation and breach ofcfiry duty regarding the 2009 repurchase by Fertvfi shares of its stock while we were a
privately-held company. In September 2010, the Cgranted our motion to transfer the case to tHédtaia Superior Court for Santa Clara
County and the plaintiff has filed several amendewhplaints in the Superior Court to add individdafendants, among other amendments.
Superior Court set a trial date for December 2012 we settled this matter and paid $1.0 millioWNwovember 2012,

In July 2010, NPS, a non-practicing entity, filedamplaint in the United States District Court foe Eastern District of Texas alleging
patent infringement by us and other defendants. MR&iming unspecified damages, including tretdenages for willful infringement, and
requests an injunction against such alleged inénimgnt. In December 2011, the United States Dighactrt for the Eastern District of Texas
ordered the case to be transferred to the Northestnict of California. In June 2012, the Unitecht&s District Court for the Northern District
California dismissed the other defendants for niigfer, and the case is proceeding with Fortinghasole defendant. This case is currently
scheduled for a jury trial starting in Septembet2@We have determined that, as of this time, thermisa reasonable possibility that a loss
been incurred.

In June 2012, we received a letter from SRI clagrihmat we infringed certain SRI patents. Subsedyiene filed a complaint in the
United States District Court for the Northern Distiof California seeking declaratory relief angudgment that the SRI patents were invalid,
unenforceable and not infringed by any of our paislor services. The case is proceeding in Dis@iatirt. The case is currently in the very
early stages, and we have determined that, assdfirtie, there is not a reasonable possibility thiiss has been incurred.

Indemnification —Under the indemnification provisions of our starmtisales contracts, we agree to defend our custoagainst
third-party claims asserting infringement of cartaitellectual property rights, which may includatgnts, copyrights, trademarks, or trade
secrets, and to pay judgments entered on suchsl@nor exposure under these indemnification promisis generally limited by the terms of
our contracts to the total amount paid by our austounder the agreement. However, certain agresnreiude indemnification provisions
that could potentially expose us to losses in exoéshe amount received under the agreement. T tieere have been no claims under such
indemnification provisions.
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10. STOCKHOLDERS' EQUITY
Stock-Based Compensation Plans

Our stock-based compensation plans include the 3@tk Option Plan (the “2000 Plan”), the 2008 &tBtan (the “2008 Plan”), the
2009 Equity Incentive Plan (the “2009 Plan”), ahd ESPP.

2000 Stock Plan—During 2000, we adopted the 2000 Plan, which idetuboth incentive and non-statutory stock optitimgler the
2000 Plan, we may grant options to purchase ug.80P,000 shares of common stock to employees;tdiieand other service providers at
prices not less than the fair market value at daggant for incentive stock options and not ldsmnt85% of fair market value for non-statutory
options. Options granted to a person who, at the tf the grant, owns more than 10% of the votiogegr of all classes of stock shall be at no
less than 110% of the fair market value and exXjpieeyears from the date of grant. All other opsayenerally have a contractual term of 10
years. Options generally vest ofour years.

2008 Stock Plan—On January 28, 2008, our board of directors apgatdfie 2008 Plan and French Sub-Plan, which inslbdéh
incentive and non-statutory stock options. The maxn aggregate number of shares which may be subjegtions and sold under the 2008
Plan and the French Sub-Plan is 5,000,000 shdussapy shares that, as of the date of stockhalperoval of the 2008 Plan, have been
reserved but not issued under the 2000 Plan oeslsaibject to stock options or similar awards g@winder the 2000 Plan that expire or
otherwise terminate without having been exercisefli or that are forfeited to or repurchased By u

Under the 2008 Plan and the French Sub-Plan, wegmaat options to employees, directors and otheticgeproviders. In the case of
an incentive stock option granted to an employéd® at the time of grant, owns stock representingentitan 10% of the total combined voting
power of all classes of stock, the exercise priad He no less than 110% of the fair market v@leleshare on the date of grant and expire five
years from the date of grant, and options grardexhy other employee, the per share exercise phiak be no less the100%of the fair marke
value per share on the date of grant. In the chaeonstatutory stock option and options granteother service providers, the per share
exercise price shall be no less than 100% of tinerfarket value per share on the date of grant.

2009 Equity Incentive Plan—On November 17, 2009, our board of directors apgaddhe 2009 Plan and French Sub-Plan, which
includes awards of stock options, stock appreaiatights, restricted stock, RSUs, and performangts wr performance shares. The maximun
aggregate number of shares that may be issued the2009 Plan is 9,000,000 shares, plus any sBalgsct to stock options or similar
awards granted under the 2008 Plan and the 2000tRaexpire or otherwise terminate without haviegn exercised in full and shares issue
pursuant to awards granted under the 2008 Plath@n2i000 Plan that are forfeited to or repurchdmseds, with the maximum number of
shares to be added to the 2009 Plan pursuant botstrinations, forfeitures and repurchases nekteed 21,000,000 shares. The shares ma
be authorized, but unissued or reacquired commawk sThe number of shares available for issuandeiutihe 2009 Plan will be increased on
the first day of each fiscal year beginning witscéil 2011, in an amount equal to the lesser af,(00,000 shares, (ii) five percent ( 5% ) of the
outstanding shares on the last day of the immdglipteceding fiscal year, or (iii) such number bases determined by our board of directors.
Under the 2009 Plan and the French Sub-Plan, wegreat awards to employees, directors and oth&icgeproviders. In the case of an
incentive stock option granted to an employee velithe time of the grant, owns stock representingenthan 10% of the voting power of all
classes of stock, the exercise price shall be sothlean 110% of the fair market value per sharthemlate of grant and expire five years from
the date of grant, and options granted to any athgrloyee, the per share exercise price shall bessahan 100% of the fair market value per
share on the date of grant. In the case of a radntsty stock option and options granted to otleevise providers, the per share exercise price
shall be no less than 100% of the fair market vakreshare on the date of grant. Options grantéutiwiduals owning less than 10% of the
total combined voting power of all classes of stgekerally have a contractual term of seven yeaisogtions generally vest over four years.

As of December 31, 2012, a total of 41,760,014esharere authorized and available for issuance uhée2000 Plan, 2008 Plan and
2009 Plan.

Prior to August 2012, we had a practice of gransitogk options to employees, non-employees and reend our board of directors.
Since August 2012, we have granted RSUs to empipyesm-employees, and members of our board oftdiedRSUs generally vest ratably
over four years. We will issue shares of commouolksts the periodic vesting
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requirements are satisfied. The value of RSUstisrdened based on the number of shares grantethardosing market price of our common
stock on the date of grant. We use the Black-Sehgition pricing model to determine the fair vatd®ur stock options. Compensation
expense related to RSUs and stock options is réoedjiover the vesting period.

Employee Stock Purchase Plar—In June 2011, our stockholders approved the ESR® purpose of the ESPP is to provide eligible
employees with the opportunity to purchase comntocksthrough regular, systematic payroll deductjaqsto a maximum of 15% of
employees’ compensation for each purchase peripdrahase prices equal to 85% of the lesser ofsihenarket value of our common stock at
the first trading date of the applicable offerirgyipd or the purchase date. As of December 31,,20423,167 shares were authorized and
available for issuance under the ESPP.

Employee Stock Options

In determining the fair value of our employee stopkions, we use the Black-Scholes option priciraglel, which employs the
following assumptions.

Valuation method—We estimate the fair value of stock options grdnte

Expected Term—The expected term represents the period thattook-$ased awards are expected to be outstandsgieAdo not
have sufficient historical experience for determinthe expected term of the stock option awardstgdh we have based our expected term or
the simplified method available.

Expected Volatility—The computation of expected volatility for the ipels presented includes the historical and impdiedk
volatility of comparable companies from a repreatéwe peer group selected based on industry anleneapitalization data and our weighted

historical volatility following our initial publioffering in November 2009.

Fair Value of Common StoekThe fair value of our common stock is the clossades price of the common stock (or the closing bid
if no sales were reported) on the effective gratéd

Risk-Free Interest Rate-We base the risk-free interest rate used in thelBB5choles valuation model on the implied yieldikble
on U.S. Treasury zero-coupon issues with an eqetaemaining term.

Expected Dividend-The expected dividend weighted-average assumfgibased on our current expectations about oucipated
dividend policy.

The following table summarizes the weighted-ave@ggimptions relating to our employee stock options

Fiscal Year
2012 2011 2010
Expected term in years 4.6 4.1 -4.€ 4.€
Volatility (%) 46 -52 40 -57 38 -43
Risk-free interest rate (%) 0.7 -0.9 0.6 -2.C 1.1-24

Dividend rate (%) — — —
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The following table summarizes the stock optionvitgtand related information for the periods pretsel below (in 000’s, except per
share amounts, exercise prices and contractugl life

Options Outstanding

Weighted-
Weighted- Average
Average Remaining Aggregate
Number Exercise Contractual Intrinsic
of Shares Price (%) Life (Years) Value ($)

Balance—December 31, 2009 34,41( 2.5
Granted 4,83: 9.7C
Forfeited (1,82%) 5.5¢€
Exercised (14,929 1.9
Balance—December 31, 2010 22,48¢ 4.21
Granted 6,52¢ 21.0¢
Forfeited (1,39%) 11.7¢
Exercised (6,229 3.21
Balance—December 31, 2011 21,38¢ 9.14
Granted 3,401 26.3¢
Forfeited (1,447 19.3]
Exercised (4,77¢) 5.6¢

Balance—December 31, 2012 18,57 12.4( 172,22

Options vested and expected to vest—December 3P, 20 18,34: 12.2: 4.13 179,18.

Options exercisable—December 31, 2012 11,34: 6.9C 3.31 161,61¢

The aggregate intrinsic value represents the prelifierence between the exercise price of stodioop and the quoted market price
of our common stock on December 31, 2012, fomathie-money options. As of December 31, 2012 ] twtmpensation expense related to
unvested stock options granted to employees bugetaecognized was $65.7 million , net of estirddt@feitures. This expense is expected to
be amortized on a straight-line basis over a weldfaverage period of 2.6 years.

Additional information related to our stock optiaesssummarized below ($ amounts in 000's, excepsipare amounts):

Fiscal Year
2012 2011 2010
Weighted-average fair value per share granted 11.1: 8.1C 3.5¢
Intrinsic value of options exercised 92,32: 113,591 117,93«
Fair value of options vested 25,35( 11,80( 8,48

The following table summarizes information aboutstanding and exercisable stock options as of Dbee3l, 2012 , as follows (in
000's, except per share amounts, exercise pricts@mtractual life):
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Options Outstanding Options Exercisable
Weighted-
Average Weighted- Weighted-
Remaining Average Average
Range of Exercise Number Contractual Exercise Number Exercise
Prices ($) Outstanding Life (Years) Price ($) Exercisable Price ($)
0.251.2( 1,88: 2.41 0.87 1,88t 0.8i
3.74-4.6% 6,224 2.72 3.7¢ 6,08¢ 3.7¢
5.50-6.2¢ 19t 3.82 5.62 12¢ 5.64
8.43-8.9¢ 2,05¢ 4.24 8.5¢ 1,17¢ 8.5:
15.2¢ 38¢ 4.85 15.2¢ 137 15.2¢
20.13-24.9¢ 5,33¢ 5.47 21.4C 1,821 20.8¢
26.7( 2,48¢ 6.13 26.7( 114 26.7(
18,57: 11,34

Restricted Stock Units

The following table summarizes the activity andhtetl information for RSUs for the period presertelbw (in 0005, except per she
amounts):

Restricted Stock Units Outstanding

Weighted-Average
Grant-Date-Fair

Number of Shares Value per Share ($)

Balance—December 31, 2011 — —
Granted 873 23.7¢
Forfeited (43 24.7¢
Vested — —
Balance—December 31, 2012 83C 23.7:
RSUs expected to vest—December 31, 2012 762 23.7¢

As of December 31, 2012, total compensation expeziated to unvested RSUs that were granted to@raps and non-employees
under the 2009 Plan, but not yet recognized, w&sl$hillion , net of estimated forfeitures. Thigpexse is expected to be amortized on a
straight-line basis over a weighted-average vegiergpd of 3.6 years.

Shares Reserved for Future Issuances

The following table presents the common stock re=kfor future issuance (in 000's):

December 31,

2012
Outstanding stock options and RSUs 19,40:
Reserved for future option, RSU and other equitgravgrants 22,35¢
Reserved for future ESPP issuances 7,42
Total common stock reserved for future issuances 49,18:
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Employee Stock Purchase Plan

In determining the fair value of our ESPP, we UeeBlack-Scholes option pricing model that emplihesfollowing weightedaverage
assumptions:

Fiscal Year
2012 2011 2010
Expected term in years 0.t 0.t —
Volatility (%) 53.7 59.¢ —
Risk-free interest rate (%) 0.1 0.1 —

Dividend rate (%) — — —

Additional information related to the ESPP is pa®d below (in 000's, except per share amounts):

Fiscal Year
2012 2011 2010
Weighted-average fair value per share granted ($) 7.0€ 6.5€ —
Shares issued under the ESPP 577 — —
Weighted-average price per share issued ($) 18.9( — —

Stock-based Compensation Expense

Stock-based compensation expense is included ts aosl expenses as follows ($ amounts in 000’s):

Fiscal Year
2012 2011 2010
Cost of product revenue 33¢ 18z 101
Cost of services revenue 3,73¢ 1,79C 92¢
Research and development 9,22¢ 4,691 2,33¢
Sales and marketing 12,79: 9,32¢ 3,81(
General and administrative 4,60z 3,02¢ 2,13¢
Total stock-based compensation expense 30,69( 19,01¢ 9,31t

The following table summarizes stock-based comparsaxpense by award type ($ amounts in 000’s)

Fiscal Year
2012 2011 2010
Stock options 24,50¢ 17,41¢ 9,31
RSUs 1,714 — —
ESPP 4,47( 1,59¢ —
Total stock-based compensation expense 30,69( 19,01¢ 9,31¢

Total income tax benefit from employee stock optiamns that is recognized in the consolidated states of operations is as follows
($ amounts in 000's):

Fiscal Year
2012 2011 2010
Income tax benefit from employee stock option plans 5,87( 3,822 1,92¢
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11. INCOME TAXES

Income before income taxes consisted of the folgw amounts in 000's):

Fiscal Year
2012 2011 2010
Domestic 95,73( 85,41 50,55¢
Foreign 9,26¢ 6,662 5,78%
Total income before income taxes 104,99 92,07 56,34:
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The provision for income taxes consisted of thofeing ($ amounts in 000’s):

Fiscal Year
2012 2011 2010
Current:
Federal 43,76: 34,85¢ 10,63:
State 1,992 2,78¢ (82
Foreign 2,26¢ 1,402 9,29¢
Total current 48,02 39,04: 19,84¢
Deferred:
Federal (9,677 (9,326 (4,119
State (18€) (13€) (62€)
Foreign — — (8
Total deferred (9,869 (9,462) (4,759
Provision for income taxes 38,16( 29,58: 15,09¢

The provision for income taxes differs from the ambcomputed by applying the statutory federal medax rate as follows ($
amounts in 000's):

Fiscal Year
2012 2011 2010
Tax at federal statutory tax rate 36,74¢ 32,22¢ 19,71¢
Stock-based compensation expense 1,57C (2,45%) (2,309
State taxes—net of federal benefit 1,18¢ 2,22 (1,09¢)
Research and development credit (144 (887) (94¢)
Foreign income taxed at different rates (1,84%) (929) (1,06€)
Other 644 (599 797
Total provision for income taxes 38,16( 29,58: 15,09¢

Significant permanent differences arise from theipo of stock-based compensation expense thaitisxpected to generate a tax
deduction, such as stock-based compensation expers&eck option grants to certain foreign empley@dfset by the actual tax benefits in the
current periods from disqualifying dispositionsshiares held by our U.S. employees. For stock apeaercised by our U.S. employees, we
receive an income tax benefit calculated as tHerdifice between the fair market value of the stesed at the time of the exercise and the
option price, tax effected. Due to this, our incaieees payable have been reduced by the tax befreiih employee stock plan awards. The
income tax benefits for fiscal 2012, 2011 and 284€ociated with dispositions from employee stogkgactions of $14.3 million , $26.2
million and $9.3 million , respectively, were recized as additional paid-in capital.

As of December 31, 2012 , we did not recognizef@ailia net operating losses and California tax itcsa@lating to excess tax benefits

for stock-based compensation expense of $13.2omidind $0.8 million , respectively. Unrecognizedess tax benefits will be accounted for
as a credit to additional paid-in capital whenizal through a reduction in income taxes payable.
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The tax effects of temporary differences that gise to significant portions of the deferred tageis as of the years ended are
presented below ($ amount in 000's):

December 31, December 31,
2012 2011
Deferred tax assets:
Net operating loss carryforward 587 1,83(
Deferred revenue 36,43¢ 31,23«
Nondeductible reserves and accruals 13,43° 13,69¢
Depreciation and amortization 92C 684
General business credit carryforward 1,381 39¢
Stock-based compensation expense 9,41: 6,241
Other 12 12
Total deferred tax assets 62,18t 54,10:

In assessing the realizability of deferred tax sssee considered whether it is more likely thahthat some portion or all of our
deferred tax assets will be realized. This redbrais dependent upon the generation of futureltiexencome during the periods in which those
temporary differences become deductible. We coradubat it is more likely than not that we woulddise to realize the benefit of our
deferred tax assets in the future.

As of December 31, 2012 , we had various statepetating loss carryforwards of $24.1 million . $hestate net operating loss
carryforwards will begin to expire in the year 20T8e state tax authorities impose significantrietédns on the utilization of net operating |
tax credit carryforwards. Our ability to use out aperating loss carryforwards to offset any futizneable income may be subject to limitations
if equity transactions occur that would result iohe@nge of ownership. As of December 31, 2012 hawe tax credit carryforwards available to
offset our future state taxes of $1.2 million . Htate credits carry forward indefinitely.

Our policy with respect to undistributed foreigrbsidiaries’ earnings is to consider those earniadse indefinitely reinvested and,
accordingly, no related provision of U.S. federad state income taxes has been provided on sunhgar Upon distribution of those earnings
in the form of dividends or otherwise, we will babfect to both U.S. income taxes (subject to ansidjent for foreign tax credits) and
withholding taxes in the various foreign countrids.of December 31, 2012 , we have not recorded idc®me tax on $30.3 million of foreign
earnings that are deemed to be permanently reenesterseas.

As of December 31, 2012 , we had $27.8 millionmfacognized tax benefits, of which, if recogniz27.2 million would favorably
affect our effective tax rate. Our policy is tolime accrued interest and penalties related tortaindgax benefits in income tax expense. As of
December 31, 2012 , December 30, 2011 and Dece®h@010, accrued interest and penalties werer§illisn , $0.6 million and $0.2
million , respectively.

The aggregate changes in the balance of unrecapté@zebenefits are as follows ($ amounts in 000’s):

Fiscal Year
2012 2011 2010
Unrecognized tax benefits, beginning of year 19,26¢ 12,08: 3,38
Gross increases for tax positions related to theentiyear 7,55( 9,04¢ 8,69¢
Gross increases for tax positions related to tier gear 1,47¢ — —
Gross decreases for tax positions related to fioe pear (490 (1,869 —
Unrecognized tax benefits, end of year 27,80¢ 19,26¢ 12,08

As of December 31, 2012 , December 31, 2011 ané@ber 30, 2010, $28.8 million , $19.1 million aridl$ million , respectively,
of the amounts reflected above were recorded iabitity and included in other non-current liaki#is in our consolidated balance sheet.
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As of December 31, 2012 , there were no unrecogdrtepe benefits that we expect would change sigaifity over the next 12 months.

We file income tax returns in the U.S. federalgdittion, and various U.S. state and foreign jucisahs. As we have net operating
loss carryforwards for the state jurisdictions, skegute of limitations is open for all tax yed&enerally, we are no longer subject to non-U.S.
income tax examinations by tax authorities foryaars prior to 2006. During 2012, the States off@alia and Florida completed their audits
of our income tax returns for the years 2008-20@® 2008-2010, respectively, without any adverseenetimpact to our tax liability.

During January 2013, the U.S. Federal ResearctDarndlopment Tax Credit was reinstated retroactivelfjscal 2012. The U.S.
Federal Research and Development Tax Credit bewitifibe recorded in the first quarter of fiscall&) the period of enactment. The State of
California will be conducting an audit of our incertax returns for fiscal 2010 and fiscal 2011.

12. EMPLOYEE BENEFIT PLAN

The 401(k) tax-deferred savings plan (the “401(nP permits participants to make contributionsdayary deduction pursuant to
Section 401(k) of the Internal Revenue Code of 188Gmended. Under the 401(k) Plan, participaimgloyees may defer a portion of their
pre-tax earnings, up to the IRS annual contribuliioit. In Canada, we have a Group Registered Betmt Savings Plan program (the “RRSP
Plan”) which permits participants to make tax deitle contributions up to the maximum contributiomits under the Income Tax Act. Our
board of directors approved 50% matching contringion employee contributions up to 4% of each eygd's eligible earnings. Our
matching contributions to the 401(k) Plans and RRBfscal 2012 and 2011 were $1.8 million andS$hillion , respectively.

13. SEGMENT INFORMATION

Operating segments are defined as componentseritarprise about which separate financial inforarais available that is evaluated
regularly by the chief operating decision makedétiding how to allocate resources and in asseggrfgrmance. Our chief operating decis
maker is our chief executive officer. Our chief extive officer reviews financial information presed on a consolidated basis, accompanied
by information about revenue by geographic regarplirposes of allocating resources and evaluéitiagcial performance. We have one
business activity, and there are no segment masiages are held accountable for operations, opegraésults and plans for levels or
components below the consolidated unit level. Adtwly, we have determined that we have one opeyagment, and therefore, one
reportable segment.

The following tables set forth revenue and propartgl equipment by geographic region ($ amount®s):
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Fiscal Year
Revenue 2012 2011 2010
Americas:
United States 145,36¢ 120,45t 92,097
Other Americas 71,681 52,03¢ 31,86«
Total Americas 217,05¢ 172,49 123,96:
EMEA 184,17! 152,38! 121,60
APAC 132,40¢ 108,69 79,13
Total revenue 533,63¢ 433,57¢ 324,69¢

December 31,

December 31,

Property and Equipment 2012 2011
Americas:
United States 18,76¢ 2,22¢
Canada 4,37¢ 4,062
Other Americas 87 33
Total Americas 23,22} 6,32(
EMEA 1,21: 80¢&
APAC 1,19¢ 841
Total property and equipment—net 25,63¢ 7,96¢

ITEM 9. Changes in and Disagreements With Accouants on Accounting and Financial Disclosure
None.

ITEM 9A.  Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our cleeécutive officer and interim chief financial afir, evaluated the effectiveness of
our disclosure controls and procedures (as defm@&ile 13a-15(e) or 15d-15(e) under the Exchangtead of the end of the period covered b
this Annual Report on Form 10-K. In designing amdleating the disclosure controls and proceduresiagement recognized that any control
and procedures, no matter how well designed anchtgzk can provide only reasonable assurance @haoh the desired control objectives.
addition, the design of disclosure controls andcedures must reflect the fact that there are resatonstraints and that management is
required to apply its judgment in evaluating theddfés of possible controls and procedures relativiheir costs.

Based on that evaluation, our chief executive effiend interim chief financial officer concludeétiour disclosure controls and
procedures were effective as of December 31, 20p2avide reasonable assurance that informatioare@equired to disclose in reports that
we file or submit under the Exchange Act is recdrgeocessed, summarized and reported within the fieriods specified in SEC rules and
forms, and that such information is accumulated@mmunicated to our management, including ourf@xXecutive officer and interim chief
financial officer, as appropriate, to allow timelgcisions regarding required disclosure.

Management ' s Report on Internal Control Over Financial Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@aorting, as defined in Rule
13a-15(f) and 15d5(f) under the Exchange Act. Management conduateelvaluation of the effectiveness of our integmadtrol over financia
reporting based on the frameworkiimernal Control—Integrated Frameworgsued by the Committee of Sponsoring Organizatidribe
Treadway Commission. Based on this evaluation, gama&nt concluded that
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our internal control over financial reporting wdteetive as of December 31, 201Rlanagement reviewed the results of its assesswitnour
Audit Committee. The effectiveness of our intercahtrol over financial reporting as of December &112 has been audited by Deloitte &
Touche LLP, an independent registered public adiogifirm, as stated in its report, which appearthis Item under the heading “Report of
Independent Registered Public Accounting Firm.”

Changesin Internal Control over Financial Reporting
There were no changes in our internal control dvancial reporting (as defined in Rules 13a-156(f15d-15(f) under the Exchange

Act) during our fourth fiscal quarter that have ervétlly affected, or are reasonably likely to metiy affect, our internal control over financial
reporting.
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Report of Independent Registered Public Accountingrirm

To the Board of Directors and Stockholders of
Fortinet, Inc.
Sunnyvale, California

We have audited the internal control over finanggglorting of Fortinet, Inc. and subsidiaries (eolively, the “Company”) as of
December 31, 2012, based on criteria establishbdemal Control - Integrated Framewoiksued by the Committee of Sponsoring
Organizations of the Treadway Commission. The Camigamanagement is responsible for maintainingcéffe internal control over financial
reporting and for its assessment of the effectigerd internal control over financial reportingclided in the accompanying Management's
Report on Internal Control over Financial Reporti@gir responsibility is to express an opinion om @ompany's internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the statsdof the Public Company Accounting OversightriB8q&nited States). Those
standards require that we plan and perform the &mdbtain reasonable assurance about whetheatigéénternal control over financial
reporting was maintained in all material respe@is: audit included obtaining an understanding térimal control over financial reporting,
assessing the risk that a material weakness etasting and evaluating the design and operatifegtéfeness of internal control based on the
assessed risk, and performing such other procedsre®& considered necessary in the circumstancefeliéve that our audit provides a
reasonable basis for our opinion.

A company's internal control over financial repogtis a process designed by, or under the supemidi the company's principal
executive and principal financial officers, or pErs performing similar functions, and effected by tompany's board of directors,
management, and other personnel to provide reakpassurance regarding the reliability of financegdorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles. A comgfsainternal control over financial
reporting includes those policies and proceduras(th) pertain to the maintenance of records thatasonable detail, accurately and fairly
reflect the transactions and dispositions of theetesof the company; (2) provide reasonable asserduat transactions are recorded as
necessary to permit preparation of financial stat@sin accordance with generally accepted acaagiptinciples, and that receipts and
expenditures of the company are being made ordg@ordance with authorizations of management anredtdrs of the company; and (3)
provide reasonable assurance regarding preventibmely detection of unauthorized acquisition, usedisposition of the company's assets
that could have a material effect on the finansiatements.

Because of the inherent limitations of internaltconover financial reporting, including the possti of collusion or improper
management override of controls, material misstatémdue to error or fraud may not be preventetbtacted on a timely basis. Also,
projections of any evaluation of the effectivenekthe internal control over financial reportingftdure periods are subject to the risk that the
controls may become inadequate because of chamgesditions, or that the degree of compliance Withpolicies or procedures may
deteriorate.

In our opinion, the Company maintained, in all maleespects, effective internal control over figal reporting as of December 31,
2012, based on the criteria establishethtarnal Control - Integrated Frameworksued by the Committee of Sponsoring Organizatifribe
Treadway Commission.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the
consolidated financial statements and consolidfieghcial statement schedule listed in the Indelkeah 15 as of and for the year ended
December 31, 2012, of the Company and our reptetddaebruary 27, 2013 expressed an unqualifiedapion those financial statements and
financial statement schedule.

/s/ DELOITTE & TOUCHE LLP

San Jose, California
February 27, 2013
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ITEM 9B. Other Information

None.

Part Il
ITEM 10. Directors, Executive Officers and Corporae Governance

Information responsive to this item is incorporatbedein by reference to our definitive proxy stagaiwith respect to our 2013
Annual Meeting of Stockholders to be filed with tBEC within 120 days after the end of the fiscaryevered by this Annual Report on Fc¢
10-K.

As part of our system of corporate governance poard of directors has adopted a code of busir@sduct and ethics. The code
applies to all of our employees, officers (inclugliour principal executive officer, principal finaakofficer, principal accounting officer or
controller, or persons performing similar functipregents and representatives, including our indeget directors and consultants, who are
our employees, with regard to their Fortinet-radagetivities. Our code of business conduct andtetisi available on our website at
www.fortinet.com under “About Us—Investor Relatier€orporate Governance.” We will post on this setté our website any amendment
to our code of business conduct and ethics, asasedhy waivers of our code of business conduceérids, that are required to be disclose
the rules of the SEC or the NASDAQ Stock Market.

ITEM 11. Executive Compensation

Information responsive to this item is incorporabedein by reference to our definitive proxy stagetwith respect to our 2013
Annual Meeting of Stockholders to be filed with tBEC within 120 days after the end of the fiscaryevered by this Annual Report on Fc¢
10-K.
ITEM 12. Security Ownership of Certain Beneficid Owners and Management and Related Stockholder Mé&rs

Information responsive to this item is incorporabedein by reference to our definitive proxy stagetnwith respect to our 2013
Annual Meeting of Stockholders to be filed with tBEC within 120 days after the end of the fiscaryevered by this Annual Report on Fc¢
10-K.
ITEM 13. Certain Relationships and Related Trasactions, and Director Independence

Information responsive to this item is incorporabedein by reference to our definitive proxy stagetrwith respect to our 2013
Annual Meeting of Stockholders to be filed with tBEC within 120 days after the end of the fiscaryevered by this Annual Report on Fc¢
10-K.
ITEM 14. Principal Accounting Fees and Services

Information responsive to this item is incorporabedein by reference to our definitive proxy stagetwith respect to our 2013

Annual Meeting of Stockholders to be filed with tBEC within 120 days after the end of the fiscaryevered by this Annual Report on Fc¢
10-K.
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Part IV
ITEM 15.  Exhibits, Financial Statement Schedule
(a) The following documents are filed as part @ thnnual Report on Form 10-K:

1. Financial Statemeni: The information concerning Fortinet’s financitdtements and the Report of Independent Registered
Public Accounting Firm required by this Item 15(3)is incorporated by reference herein to the enati this Annual Report
on Form 10-K in Part Il, Item 8, titled “Financi@tatements and Supplementary Data.”

2. Financial Statement Schedu: The following financial statement schedule oftiaat, Inc., for the fiscal years ended
December 31, 2012, December 31, 2011 and Dece®ib@010 , is filed as part of this Annual RepmrtForm 10-K and
should be read in conjunction with our consoliddtrdncial statements.

SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

Fiscal Year
2012 2011 2010
($ amounts in 000’s)

Allowance for Doubtful Accounts:

Beginning balance 33¢ 303 367
Charged (credited) to costs and expenses (12¢) 15¢ 8
Bad debt write-offs (95) (12€) (72
Ending balance 11 33¢€ 30¢

Schedules not listed above have been omitted betheayg are not applicable or are not required eiirfformation required to be set
forth therein is included in the consolidated fio@h statements or notes thereto.

3. Exhibits: See Item 15(b) below. We have filed, or incorpedanto this Annual Report on Form 10-K by refergnthe
exhibits listed on the accompanying Exhibit Indexriediately following the signature page of this AahReport on Form
10-K.

(b) Exhibits:

The exhibit list in the Exhibit Index immediatelgliowing the signature page of this Annual Repaorffarm 10-K is incorporated
herein by reference as the list of exhibits requlrg this Item 15(b).

(c) Financial Statement Schedules: See Item 1b@)jea
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regitthas duly caused this report to
be signed on its behalf by the undersigned, theoedmly authorized, on February 27, 2013 .

FORTINET, INC.

By: /sl Nancy Bush
Nancy Bush, Vice President and Interim Chief Finanial Officer

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signature appears below constitutes anuirgpgKen Xie
and Nancy Bush, jointly and severally, his or h&sraey-in-fact, with the power of substitutiony tim or her in any and all capacities, to sign
any amendments to this Annual Report on Form 10wKta file the same, with exhibits thereto and otiecuments in connection therewith,
with the Securities and Exchange Commission, heratifying and confirming all that each of saidoatteys-in-fact, or his or her substitute or
substitutes, may do or cause to be done by virtuedi.

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on
behalf of the registrant and in the capacities@mthe dates indicated.

Signature Title Date
/sl Ken Xie President, Chief ExéariiOfficer and Chairman of the February 27, 201
Board of Directors
Ken Xie (Principal Executive Officer)
/sl Nancy Bush Vice President amdrim Chief Financial Officer February 27, 201
Nancy Bush (Principal Financial and Accounting Officer)
/sl Michael Xie Chief Technical @#r and Director February 27, 201
Michael Xie
/sl Pehong Chen Director February 27, 201

Pehong Chen

/sl Chenming Hu Director February 27, 201
Chenming Hu
/sl Hong Liang Lu Director February 27, 201

Hong Liang Lu

/sl Bill Neukom Director February 27, 201
Bill Neukom
/sl Christopher B. Paisley Director February 27, 201

Christopher B. Paisley
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EXHIBIT INDEX
Exhibit
Number Description Incorporated by reference herein
Exhibit
Form Date Number
3.1 Amended and Restated Certificate of Incorporation Registration Statement on Form S-I, as amended ¥l August 10, 2009 3.2
333-161190)
3.2 Amended and Restated Bylaws Current Report on Form 8-K (File No. 001-34511) January 25, 2012 3.4
4.1 Specimen common stock certificate of the Company Registration Statement on Form S-I, as amended ol November 2,2009 4.1
333-161190)
4.2 Third Amended and Restated Investors Rights Agreéme Registration Statement on Form S-I, as amended ol August 10, 2009 4.2
dated as of February 24, 2004, between the Comgnathy  333-161190)
certain holders of the Company’s capital stock rme
therein
10.1" Forms of Indemnification Agreement between the Registration Statement on Form S-I, as amended ol August 10, 2009 10.1
Company and its directors and officers 333-161190)
10.2" 2000 Stock Plan and forms of agreement thereunder Registration Statement on Form S-I, as amended ¥l August 10, 2009 10.2
333-161190)
10.3" 2008 Stock Plan and forms of agreement thereunder Registration Statement on Form S-I, as amended (¥l August 10, 2009 10.3
333-161190)
10.4' 2009 Equity Incentive Plan and forms of restricteatk Registration Statement on Form S-I, as amended (¥l August 10, 2009 10.4
unit award and restricted stock agreement thereunde 333-161190)
10.5" Forms of stock option agreement under 2009 Equity Annual Report on Form 10-K (File No. 001-34511) February 28, 2012 10.5
Incentive Plan
10.6" Separation and Change of Control Agreement, dated a Registration Statement on Form S-I, as amended ¥l August 10, 2009 10.5
August 7, 2009, between the Company and Ken Xie 333-161190)
10.77 Separation and Change of Control Agreement, dated a Registration Statement on Form S-I, as amended ¥l August 10, 2009 10.6
August 7, 2009, between the Company and Michael Xie 333-161190)
10.8" Separation and Change of Control Agreement, dated a Registration Statement on Form S-I, as amended ¥l August 10, 2009 10.7
August 7, 2009, between the Company and Ken Goldmar833-161190)
10.9° Separation and Change of Control Agreement, dated a Registration Statement on Form S-I, as amended ¥l August 10, 2009 10.8
August 7, 2009, between the Company and John Whittl 333-161190)
10.10° Offer Letter, dated as of August 31, 2007, by aevben  Registration Statement on Form S-I, as amended ¥l August 10, 2009 10.9
the Company and Ken Goldman 333-161190)
10.117 Offer Letter, dated as of August 31, 2007, by aevben  Registration Statement on Form S-I, as amended ¥l August 10, 2009 10.10
the Company and John Whittle 333-161190)
10.12" Form of Change of Control Agreement between the Registration Statement on Form S-I, as amended ol August 10, 2009 10.11
Company and its non-executive officers 333-161190)
10.13" Fortinet, Inc. Bonus Plan Current Report on Form 8-K (File No. 001-34511) January 26, 2010 10.1
10.14" Fortinet, Inc. 2011 Employee Stock Purchase Plan Current Report on Form 8-K (File No. 001-34511) June 27, 2011 10.1
10.151* Offer Letter, dated as of November 9, 2011, by and
between the Company and Nancy Bush
1N 1A+ Dramntinn | attar datad Qantamhar 28 2012 hy Nnartarhr Pannrt nn Enarm _N (Eila NiIn NN_2AR11)\ Nrtnhar 20 2N1 in1



21.1*

23.1*

24.1*

between the Company and Nancy Bush

List of subsidiaries

Consent of Independent Registered Public Accouriting

Power of Attorney (incorporated by reference to the
signature page of this Annual Report on Form 10-K)
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31.1* Certification of Chief Executive Officer pursuantExchange Act Rules 13a-14(a) and 15d-14(a), egtad pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002

31.2* Certification of Interim Chief Financial Officer pguant to Exchange Act Rules 13a-14(a) and 15d)ld¢sadopted pursuant to Section 302 of the Sashan
Oxley Act of 2002

32.1* Certifications of Chief Executive Officer and IntarChief Financial Officer pursuant to 18 U.S.Ccten 1350, as adopted pursuant to Section 906eof t

Sarbanes-Oxley Act of 2002

101.SCH** XBRL Taxonomy Extension Schema Document
101.CAL** XBRL Taxonomy Extension Calculation Linkbase Docuatne
101.PRE** XBRL Taxonomy Extension Presentation Linkbase Doenim
101.DEF** XBRL Taxonomy Extension Definition Linkbase Docurhen
101.LAB** XBRL Taxonomy Extension Label Linkbase Document
101.INS** XBRL Instance Document

TIndicates management compensatory plan, contraatangement.

* Filed herewith.

** XBRL information is furnished and not filed for parses of Sections 11 and 12 of the Securities At983 and Section 18 of the Securities ExchangeoAt934, and is not
subject to liability under those sections, is et pf any registration statement or prospectughtieh it relates and is not incorporated or deetodae incorporated by reference
into any registration statement, prospectus orratbeument.
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November 9, 201

Nancy Bust
2061 Camino A Los Cerros
Menlo Park, CA 94025

Dear Nancy,

We are pleased to extend an offer to you for tretiom of VP, Corporate Controller for Fortinetcln*Company”)reporting to Ken Goldma
CFO. We believe that each employee contributesilijréo Fortinet's growth and success, and we hyapewill take pride in being a membel
our team.

It is understood that your employment would comneewith the Company on or before December 5, 201urY¥ompensation package \
include the following:

1. Annual base salary for $225,000.00 payable seomthly $9,375.00 in accordance with Company paddiog procedure

2. You will be eligible to participate in the Seniorallagement Bonus Plan which currently offers up0® dbonus, paid quarter
based on successful completion of Company and ioheiV objectives.

3. Management will recommend to the Company's BoarDigfctors that you will be granted options to fhase 60,000 shares
common stock of the Company, subject to the Comgrd approval and to regulatory and other legglirements, the teri
and conditions of which shall be set forth in thenthany's Stock Option Plan and Stock Option Agregjrees may be amenc
from time to time by the Company. Notwithstandimything to the contrary herein, the granting of atgck options, the timir
and exercise price of any grant and other termangf grant shall be subject entirely to approvalthy Company's Board
Directors, which approval shall be in the sole @iion of the Board, and shall be subject to thenGany's determination that st
grant, timing, exercise price and other terms aragiant with regulatory and other legal requiremsemwhich determination sh
be in the Company's sole discretion. The Compasgrves the right to change the terms of such dpased on direction from t
Board of Directors and based on regulatory andrdémal requirements.

We're glad you chose Fortinet as a place to shauwe knowledge and expertise, and to grow your cale believe that it is important tc
healthy working relationship for both parties talarstand the terms and conditions of employmerdrbefommencing employment. In orde
ensure that both you and the Company have a conomaderstanding, we have set forth some fundamergatipes.

This is a full time position with the understanditigt during your employment you will not engageoirtside consulting activities, whet
compensated or not, which materially interfere wlitt performance of your job duties with the Comypancreate a conflict of interest, nor \
you establish a competing business during your eympént with the Company. Accordingly, you are regdito obtain approval in writil
from the Company before engaging in any employmerbnsulting services outside the Company whilpleged by Fortinet, Inc. so that
Company may determine if any conflict exists. Ydsoaconfirm that you are not bound by any othereagrent with any prior or curre
employer, person or entity which would prevent ftaum fully performing your duties with Fortinet,dn

This offer of employment is not for any specificripe of time; instead your employment is at all égn“at-will.” This means that you m
terminate your employment with or without causepor notice, and the Company has the same righaddition, the Company may cha
your compensation, duties, assignments, resportigibibr location of your position at any time tjwst to the changing needs of our dyne
company. These provisions expressly supersederamiops representations, oral or written.




Your at-will employment status cannot be modifiedess it is written and signed by both you andGhef Executive Officer of the Company.

As a Company employee you are eligible to recewalth insurance coverage, which generally beginshenofficial hire date, through t
Company insurance plan, and to participate in tbm@any's 401(k) plan, all of which may be modifeadterminated from time to time. Y
are entitled to fifteen (15) accrued days of PamerOff (PTO) per year. Our comprehensive benéiftsrmation is enclosed for your refere
with this letter. The Company shall also reimbuyea for all agreed upon, reasonable business egpdnsurred in the performance of y
duties on behalf of the Company upon submissioexpense reports as necessary to substantiate thpadg's federal income tax deducti
for such expenses under the Internal Revenue Casl@rfiended) and procedures as may be establish#te lBoard of Directors of tl
Company.

This offer of employment is subject to your signiofd'Fortinet Confidentiality Agreementin your first day of employment at Fortinet, Irax
well as your agreement to follow all other policisd procedures that the Company may announce firomto time.This offer is alsc
contingent upon proof of identity and work eligibility. Under the Immigration and Reform Act of 1986,employers are required to verify
the identity and employment eligibility of all new hires within three (3) business days of hire. To asst us in complying with this
requirement please bring appropriate documents withyou on your first day .

In some instances, U.S. export control laws reqtlieg Fortinet obtain a U.S. government exportrgee prior to releasing technologie:
certain persons. This offer is contingent uponiRetis ability to satisfy these export control laagsrelated to your employment and anticip
job activities. The decision whether or not to sitbamd/or pursue an export license to satisfy ttaatingency, if applicable, shall be
Fortinet's sole election.

This offer is also contingent upon successful corgtion of a background check.

Please sign and date this letter below and retuthd hiring manager to indicate your acceptanci@fCompany's offer. This offer will si
open until 5:00 p.m. (PDTHriday November 11, 2011.

We look forward to working with you at Fortinetcln

Sincerely,
Fortinet, Inc.

Ken Xie
President and Chief Executive Officer

ACCEPTED AND AGREE

Nancy Bush Date

ANTICIPATED START DATE:




LIST OF SUBSIDIARIES OF REGISTRANT

FORTINET, INC. SUBSIDIARIES

Entity

Jurisdiction of Incorporation

Exhibit 21.1

Fortinet International, Inc.

Fortinet UK, Ltd.

Fortinet Technologies (Canada), Inc.

Fortinet Japan K.K.

Fortinet Information Technology (Beijing) Co., Ltd.

Fortinet Information Technology (Tianjin) Co., Ltd.

Fortinet Malaysia SDN. BHD.

Fortinet Singapore Private Limited

Fortinet Technologies India Private Limited
Fortinet S.A.R.L.

Fortinet GmbH

Fortinet Federal, Inc.

Cayman Islands
United Kingdom
Canada

Japan

China

China

Malaysia
Singapore

India

France
Germany

U.S.A.



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference iniRegion Statement Nos. 333-163367, 333-172458;13%985 and 33379751 or
Form S-8 of our reports dated February 27, 2018ting to the consolidated financial statements @tsolidated financial statement schedule
of Fortinet, Inc. and subsidiaries (collectivelyet‘Company”) which report expresses an unqualifipohion and includes an explanatory
paragraph relating to the change in the Compangthau for recognizing revenue for multiple elem@mangements, and the effectiveness of
the Company'’s internal control over financial rejppay, appearing in this Annual Report on Form 1@f€he Company for the year ended
December 31, 2012.

/s/ DELOITTE & TOUCHE LLP

San Jose, California
February 27, 2013



Exhibit 31.1

CERTIFICATION

I, Ken Xie, certify that:

1.
2.

5.

| have reviewed this Annual Report on FormKL6f Fortinet, Inc.

Based on my knowledge, this report does notatomny untrue statement of a material fact otamstate a material fact necessary t
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtadisg with respect to the
period covered by this report;

Based on my knowledge, the financial statememts other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

The registrant’s other certifying officer(s)danare responsible for establishing and maintgmisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a. Designed such disclosure controls and procsdarecaused such disclosure controls and procedoifee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b. Designed such internal control over finanaiglarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atmuoce with generally accepted accounting princijples

c. Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report our conclusions
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehis report based on
such evaluation; and

d. Disclosed in this report any change in thestegint’s internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an ameaport) that has materially
affected, or is reasonably likely to materiallyeaf, the registrant’s internal control over finateeporting; and

The registrant’s other certifying officer(s)danhave disclosed, based on our most recent e@fuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theweden!
functions):

a. All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; and

b. Any fraud, whether or not material, that inneadvymanagement or other employees who have a sagmiifiole in the
registrant’s internal control over financial repogt

Date: February 27, 2013

/sl Ken Xie
Ken Xie

President, Chief Executive Officer and Chairmaithef
Board of Directors
(Principal Executive Officer)







Exhibit 31.2
CERTIFICATION
I, Nancy Bush, certify that:
1. | have reviewed this Annual Report on FormKLof Fortinet, Inc.

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortaémstate a material fact necessary t
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statemamd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s)danare responsible for establishing and maintgmisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a. Designed such disclosure controls and procsdarecaused such disclosure controls and procedoifee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b. Designed such internal control over finanaiglarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atmuoce with generally accepted accounting princijples

c. Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report our conclusions
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehis report based on
such evaluation; and

d. Disclosed in this report any change in thestegint’s internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an ameaport) that has materially
affected, or is reasonably likely to materiallyeaf, the registrant’s internal control over finateeporting; and

5. The registrant’s other certifying officer(s)dahhave disclosed, based on our most recent ev@tuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing theweden!
functions):

a. All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; and

b. Any fraud, whether or not material, that inneadvymanagement or other employees who have a sagmiifiole in the
registrant’s internal control over financial repogt

Date: February 27, 2013

/sl Nancy Bush

Nancy Bush

Vice President and Interim Chief Financial Officer
(Principal Financial Officer)




Exhibit 32.1
CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER AND INTER IM CHIEF FINANCIAL OFFICER

PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Ken Xie, certify, pursuant to 18 U.S.C. Secti850, as adopted pursuant to Section 906 of thea8as-Oxley Act of 2002, that the
Annual Report on Form 1B-of Fortinet, Inc. for the fiscal year ended Det®&m31, 2012 fully complies with the requiremertSection 13(s
or 15(d) of the Securities Exchange Act of 1934ame&nded (the “Exchange Act”), and that informationtained in this Annual Report on
Form 10-K fairly presents, in all material respethe financial condition and results of operatiohgortinet, Inc.

By: /sl Ken Xie
Name: Ken Xie

President, Chief Executive Officer and Chairmarthef
Board of Directors

Title:  (Principal Executive Officer)

Date: February 27, 2013

I, Nancy Bush, certify, pursuant to 18 U.S.C. Sattl350, as adopted pursuant to Section 906 dbankeane®©xley Act of 2002, that tr
Annual Report on Form 1B-of Fortinet, Inc. for the fiscal year ended Det&m31, 2012 fully complies with the requiremertSection 13(s

or 15(d) of the Exchange Act and that informationtained in this Annual Report on Form 10-K fajpesents, in all material respects, the
financial condition and results of operations oftket, Inc.

By: /s/ Nancy Bush
Name: Nancy Bush

Vice President and Interim Chief Financial Officer
Title:  (Principal Financial Officer)

Date: February 27, 2013

This certification is being furnished pursuant &1 S.C. Section 1350, as adopted pursuant tod@e@€6 of the Sarbanes-Oxley Act of
2002 and will not be deemed “filed” for purposesSefction 18 of the Exchange Act, or otherwise stihifethe liability of that section. This

certification will not be incorporated by refererinéo any filing under the Securities Act of 1928,amended, or the Exchange Act, except as
shall be expressly set forth by specific referencguch a filing.



