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x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the quarterly period ended March 31, 2017

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: 001-36355

Aerohive Networks, Inc.

(Exact name of registrant as specified in its charter)

Delaware 20-4524700

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

incorporation or organization) Identification Number)

1011 McCarthy Boulevard

Milpitas, California 95035

(408) 510-6100

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

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

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

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

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

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

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes o No x

The number of shares of the registrant's common stock, par value $0.001, outstanding as of April 28, 2017 was
52,840,074.
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PART I. FINANCIAL INFORMATION
ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

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

March 31, 13)16 cember
2017 2016
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $28.907 $34,346
Short-term investments 45,926 42.408

Accounts receivable, net of allowance for doubtful accounts of $25 and $61 as of March 31,

2017 and December 31, 2016, respectively 21,628 26,190

Inventories 11,668 12,629
Prepaid expenses and other current assets 6,927 6,289
Total current assets 115,056 121,862
Property and equipment, net 8,206 9,008
Goodwill 513 513
Other assets 5,158 5,100
Total assets $128,933 $136,483
LIABILITIES AND STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES:

Accounts payable $9,694 $10,762
Accrued liabilities 9,444 9,300
Debt, current — 20,000
Deferred revenue, current 31,847 31,727
Total current liabilities 50,985 71,789
Debt, non-current 20,000 —
Deferred revenue, non-current 33,060 34,177
Other liabilities 1,780 1,829
Total liabilities 105,825 107,795

Commitments and contingencies (Note 5)

Stockholders’ equity:

Preferred stock, par value of $0.001 per share - 25,000,000 shares authorized as of March 31,

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

Common stock, par value of $0.001 per share - 500,000,000 shares authorized as of March 31,

2017 and December 31, 2016; 52,780,574 and 52,245,252 shares issued and outstanding as of 53 52

March 31, 2017 and December 31, 2016, respectively

Additional paid—in capital 261,730 258,063
Treasury stock - 364,627 shares as of March 31, 2017 and December 31, 2016 2,139 ) (2,139 )
Accumulated other comprehensive loss (37 ) (31 )
Accumulated deficit (236,499 ) (227,257 )
Total stockholders’ equity 23,108 28,688
Total liabilities and stockholders’ equity $128,933 $136,483

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

Three Months Ended

March 31,

2017 2016
Revenue:
Product $26,870 $32,456
Software subscription and services 9,481 7,672
Total revenue 36,351 40,128
Cost of revenue (:
Product 8,736 10,439
Software subscription and services 3,176 2,903
Total cost of revenue 11,912 13,342
Gross profit 24,439 26,786
Operating expenses:
Research and development () 9,550 10,210
Sales and marketing (1) 17,439 21,068
General and administrative (D 6,297 7,895
Total operating expenses 33,286 39,173
Operating loss (8,847 ) (12,387 )
Interest income 140 119
Interest expense (130 ) (126 )
Other income (expense), net (85 ) 16
Loss before income taxes (8,922 ) (12,378 )
Provision for income taxes 97 145
Net loss $(9,019) $(12,523)
Net loss per share, basic and diluted $(0.17 ) $(0.25 )

Weighted-average shares used in computing net loss per share, basic and diluted 52,439,03%9,140,340

(1) Includes stock-based compensation as follows:

Cost of revenue $271 $272
Research and development 688 1,345
Sales and marketing 1,294 1,768
General and administrative 1,300 1,511
Total stock-based compensation $3,553 $4.,896

See notes to condensed consolidated financial statements.
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AEROHIVE NETWORKS, INC.
Condensed Consolidated Statements of Comprehensive Loss
(unaudited, in thousands)

Three Months
Ended March 31,
2017 2016
Net loss $(9,019) $(12,523)
Unrealized gain (loss) on available-for-sale investments, net of tax (6 ) 74
Comprehensive loss $(9,025) $(12,449)

See notes to condensed consolidated financial statements.
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AEROHIVE NETWORKS, INC.
Condensed Consolidated Statements of Cash Flows
(unaudited, in thousands)

Cash flows from operating activities
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization
Stock-based compensation

Other

Changes in operating assets and liabilities:
Accounts receivable, net

Inventories

Prepaid expenses and other current assets
Other assets

Accounts payable

Accrued liabilities

Other liabilities

Deferred revenue

Net cash used in operating activities
Cash flows from investing activities
Purchases of property and equipment
Maturities of short-term investments
Purchases of short-term investments
Investment in privately held company
Net cash used in investing activities
Cash flows from financing activities
Proceeds from exercise of vested stock options

Payment for shares withheld for tax withholdings on vesting of restricted stock units

Payment to repurchase common stock

Payment on capital lease obligations

Net cash used in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosure of cash flow information
Income taxes paid

Interest paid

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

See notes to condensed consolidated financial statements.
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Three Months
Ended March 31,
2017 2016

$(9,019) $(12,523)

842 896
3,553 4,896

15 ) 123
4,562 1,940
961 (714 )
(638 ) (3,636 )
(58 ) (350 )
(885 ) (684 )
144 5,713

6 ) 7

997 ) 1,010

(1,556 ) (3,322 )

(223 ) (337 )

4,200 4,200
(7,709 ) (2,406 )
— (1,500 )
(3,732 ) 43 )
218 108

326 ) (311 )
— (785 )
43 ) —

(151 ) (988 )
(5,439 ) (4353 )
34,346 45,741
$28,007 $41,388

$99 $249
$126 $139
$22 $97
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations

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

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

Basis of Presentation and Consolidation

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

Use of Estimates

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

Foreign Currency

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

Recently Adopted Accounting Pronouncements

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

In March 2016, the FASB issued ASU 2016-09, Improvements to Employee Share-Based Payment Accounting, which
is intended to simplify several aspects of the accounting for share-based payment transactions, including the
accounting for income taxes, forfeitures, and statutory tax withholding requirements, as well as classification in the
statement of cash flows. The Company adopted this guidance in the first quarter of fiscal 2017 with January 1, 2017
being the effective date of adoption. This standard eliminates the requirement to delay the recognition of excess tax
benefits until they reduce current taxes payable.
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Under this standard, previously unrecognized excess tax benefits shall be recognized on a modified retrospective
basis. However, as of January 1, 2017, this had no impact on our accumulated deficit as the related U.S. deferred tax
assets were fully offset by a valuation allowance. Additionally, the Company elected to account for forfeitures as they
occur rather than estimate expected forfeitures using a modified retrospective transition method. Accordingly, the
Company recorded a cumulative-effect adjustment of $0.2 million to accumulated deficit. Further, ASU 2016-09
requires excess tax benefits to be presented as a component of operating cash flows rather than financing cash flows.
We elected to adopt this requirement prospectively and accordingly, prior periods have not been adjusted. Excess tax
benefits were not material for all periods presented. The adoption of this standard did not have a material impact on
the condensed consolidated financial statements for the three months ended March 31, 2017.

Recent Accounting Pronouncements

In May 2014, the FASB issued ASU 2014-09, Revenue from contracts with customers (Topic 606), which supersedes
the revenue recognition requirements in Revenue Recognition (Topic 605) and most industry-specific guidance. This
standard requires entities to recognize revenue when they transfer promised goods or services to customers in an
amount that reflects the consideration to which the entity expects to be entitled to in exchange for those goods or
services. In August 2015, the FASB issued ASU 2015-14 deferring the effective date of this standard by one year to
December 15, 2017, and, thus, the new standard will be effective for the Company on January 1, 2018. This standard
may be adopted using either the full or modified retrospective methods. In April 2016 and May 2016, the FASB
issued ASU 2016-10 and ASU 2016-12, respectively, which clarify guidance on identifying performance obligations,
collectability criterion and noncash consideration. The Company preliminarily plans to adopt these standards on a full
retrospective basis; however, the Company has not yet made a final decision on the adoption methodology and is
currently in the process of determining the potential impact that these standards will have on the Company's
consolidated financial statements.

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

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

In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows - Classification of Certain Cash Receipts
and Cash Payments, which provides guidance to decrease the diversity in practice in how certain cash receipts and
cash payments are presented and classified in the statement of cash flows. The standard is effective for fiscal years
beginning after December 15, 2017, with early adoption permitted. The Company does not anticipate that the adoption
of this standard will have a material impact on its consolidated financial statements.

In January 2017, the FASB issued ASU 2017-04, Simplifying the Test for Goodwill Impairment, which removes Step
2 of the goodwill impairment test, which requires a hypothetical purchase price allocation. An impairment charge will
now be the amount by which a reporting unit's carrying value exceeds its fair value, not to exceed the carrying amount
of goodwill. The standard is effective for fiscal years beginning after December 15, 2021, with early adoption
permitted. The Company is currently evaluating the potential impact of this standard on its consolidated financial
statements.

Concentrations of Credit Risk and Significant Customers

11
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Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of cash
and cash equivalents, short-term investments and accounts receivable. The Company maintains cash equivalents in
money market funds. The amount on deposit at any time with money market funds may exceed the insured limits
provided on such funds.

The Company sells its products primarily to channel partners, which include value-added resellers, or VARs,
value-added distributors, or VADs, and Managed Service Providers, or MSPs. The Company’s accounts receivable are
typically unsecured and are derived from revenue earned from customers located in the Americas, Europe, the Middle
East and Africa,

7
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and Asia Pacific. The Company performs ongoing credit evaluations to determine customer credit, but generally does
not require collateral from its customers. The Company maintains reserves for estimated credit losses and these losses
have historically been within management’s expectations.
Significant customers are those that represent more than 10% of the Company’s total revenue or gross accounts
receivable balance at each respective balance sheet date. The Company has entered into separate agreements with
certain individual VADs that are part of a consolidated group of entities which collectively constitutes greater than
10% of the Company’s total revenue or gross accounts receivable balance for certain periods, as presented in the tables
below.
The percentages of revenue from a consolidated group of entities (VAD A) and from an individual entity (VAD B)
greater than 10% of total consolidated revenue were as follows:

Three Months

Ended March

31,

2017 2016
VAD A 15.1% 13.3%
VADB 19.6% *

* Less
than
10%

The percentages of receivables from VAD A and individual entities (VAD B and VAD C) greater than 10% of total
consolidated accounts receivable were as follows:
March December
31, 31,
2017 2016
VAD A 194% 224 %
VADB 152% 144 %
VADC * 153 %

* Less

than

10%

2. FAIR VALUE MEASUREMENTS

The Company records its financial assets and liabilities at fair value. The Company categorizes these assets and

liabilities based upon the level of judgment associated with inputs used to measure the fair value. The categories are as

follows:

Level 1 Quoted prices (unadjusted) in active markets that are accessible at the measurement date for identical assets
or liabilities.

Level 2 Observable prices that are based on inputs not quoted on active markets, but corroborated by market data.

Level 3 Unobservable inputs are used when little or no market data is available.

The Company classified its cash equivalents and short-term marketable investments within Level 1 and Level 2 in the

fair value hierarchy as of March 31, 2017 and December 31, 2016, respectively. Level 1 assets include highly liquid

money market funds that are included in cash and cash equivalents. The Company generally classifies these

instruments within Level 1 of the fair value hierarchy because they are valued based on quoted market prices in active

markets. Level 2 assets include U.S. treasuries, corporate securities and commercial paper that are included in

short-term investments and agency securities with maturities of three months or less when purchased are included in

cash and cash equivalents. The Company uses inputs such as actual trade data, benchmark yields, broker/dealer quotes

or alternative pricing sources with reasonable levels of price transparency which are obtained from quoted market

13
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prices, independent pricing vendors, or other sources, to determine the ultimate fair value of these assets.
As of March 31, 2017, the Company held a convertible note from a privately held company, which the Company
classified as a Level 3 investment in the fair value hierarchy (Note 3).

8
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The components of the Company’s Level 1 and Level 2 assets are as follows:

March 31, 2017

Gross
Amortizellnrealized
Cost Gain
(Loss)
(in thousands)
Level 1:
Money market funds 15,751 —
$15,751 $ —
Level 2:

U.S. agency securities 2,996 —
U.S. treasuries 22,512 (27
Corporate securities 15,058 (10
Commercial paper 8,393 —
$48,959 § (37

Total $64,710 $ (37
December 31, 2016
Gross
Amortizenrealized
Cost Gain
(Loss)
(in thousands)
Level 1:
Money market funds 25,244 —
$25244 § —
Level 2:
U.S. treasuries 22,516 (19

Corporate securities 7,353 (12

Commercial paper 12,570 —
$42,439 $ (31

Total $67,683 $ (31

Estimated

Fair

Value

15,75

Cash Short-term
equivalents investments

1 15,751 —

$15,751 $ 15,751 $ —

2,996 2,996 —
22,485 — 22,485
15,048 — 15,048
8,393 — 8,393

$48,922  $ 2,996 $ 45,926
$64,673 §$ 18,747  $ 45,926

I]i;[imated Cash Short-term
Value equivalents investments
25,244 25,244 —

$25244 $25244 —

22,497 — 22,497
7,341 — 7,341

12,570 — 12,570
$42,408 $ — 42,408

) $67,652 $ 25244 $ 42,408
All Level 1 and 2 short-term investments the Company held as of March 31, 2017 and December 31, 2016,

contractually mature within one year from these respective dates.

Unrealized gains and losses related to these investments are due to interest rate fluctuations as opposed to credit

quality. In addition, the Company does not intend to sell, and it is not more likely than not that the Company would be
required to sell, these investments before recovery of their cost basis. As a result, there was no other-than-temporary
impairment for these investments as of March 31, 2017 and December 31, 2016.
3. CONSOLIDATED BALANCE SHEET COMPONENTS

Prepaid expenses and other current assets

Prepaid expenses and other current assets consist of the following:

Deferred sales commissions, current portion

Prepaid expenses
Other

March December

31, 31,
2017 2016
(in thousands)
$3,093 2,932
3,031 2,032
803 1,325

15
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Total prepaid expenses and other current assets ~ $6,927 $ 6,289

9
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Property and Equipment, net
Property and equipment, net consists of the following:
March December

31, 31,
Estimated Useful Lives 2017 2016

(in thousands)
Computer and other equipment 3 years $1,902 $1,920
Mapufacturmg, research and development laboratory 3 years 4348 4314
equipment
Software 2 to 5 years 8,217 8,217
Office furniture and equipment 3 to 7 years 2,053 2,070
Leasehold improvements shorter of useful life or lease term 1,008 1,008
Property and equipment, gross 17,528 17,529
Less: Accumulated depreciation and amortization 9,322) (8,521 )
Property and equipment, net $8,206 $9,008

The software category includes the capitalized internal-use software for the Company's cloud service platform. In
April 2015, the Company completed and launched the next generation of its cloud services platform, and began to
amortize these capitalized costs to cost of software subscription and services revenue on a straight-line basis over an
estimated useful life of the software of five years.
Depreciation and amortization expense was $0.8 million and $0.9 million for the three months ended March 31, 2017
and 2016, respectively.
Office furniture and equipment classified under capital lease was $1.2 million at March 31, 2017 and December 31,
2016 respectively, and the related accumulated depreciation was $0.2 million and $0.2 million at March 31, 2017 and
December 31, 2016 respectively.
Other assets
Other assets consist of the following:

March December

31, 31,

2017 2016

(in thousands)
Deferred sales commissions, non-current portion $3,143 $ 3,115

Investment in privately held company 1,500 1,500
Other 515 485
Total other assets $5,158 $ 5,100

In January 2016, the Company paid $1.5 million in cash to purchase a convertible note issued by a privately held
company, which provides Wi-Fi application and analytics. The Company currently has no voting rights, investor
rights or significant influence over the privately held company. The convertible note has been recorded at carrying
value. Since the convertible note has no readily determinable market value, the Company has categorized it as a Level
3 asset in the fair value hierarchy. As of March 31, 2017, the fair value of the convertible note approximated its
carrying value. The Company did not recognize an impairment for the three months ended March 31, 2017 and 2016,
respectively, as there were no identified events or changes in circumstances that might have a significant adverse
impact on the carrying values of the investment. Since the Company does not intend to liquidate this investment in the
next 12 months, the Company has classified the convertible note as other assets on the condensed consolidated
balance sheet.

10
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Accrued Liabilities
Accrued liabilities consist of the following:
March December

31, 31,

2017 2016

(in thousands)
Accrued compensation $7,758 $ 7,230
Accrued expenses and other liabilities 1,170 1,445
Warranty liability, current portion 516 625
Total accrued liabilities $9,444 $ 9,300

Deferred Revenue
Deferred revenue consists of the following:
March December

31, 31,

2017 2016

(in thousands)
Products $1,776  $1,220
Software subscription and services 63,131 64,684
Total deferred revenue 64,907 65,904

Less: current portion of deferred revenue 31,847 31,727
Non-current portion of deferred revenue $33,060 $ 34,177

Warranty Liability

The following table summarizes the activity related to the Company’s accrued liability for estimated future warranty:
Three
Months
Ended March
31,
2017 2016
(in
thousands)

Beginning balance $975 $978

Charges to operations 121 174

Obligations fulfilled (197 ) (104)

Changes in existing warranty (42 ) (51 )

Total product warranties $857 $997

Current portion $516 $650

Non-current portion $341 $347

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

4. DEBT

Financing Agreements

In June 2012, the Company entered into a revolving credit facility with Silicon Valley Bank (the "Revolving Credit
Facility"). The Revolving Credit Facility is collateralized by substantially all of the Company’s property, other than
intellectual property. Prior to March 31, 2015, the Revolving Credit Facility bore monthly interest at a floating rate
equal to the greater of (i) 4.00% or (ii) prime rate plus 0.75%. By amendment in March 2015, interest on the
Revolving Credit Facility adjusted as of March 31, 2015 to a floating rate equal to the lesser of (i) LIBOR rate

plus 2.25% or (ii) prime rate minus 0.5%. In November 2015, the Company further amended the Revolving Credit
Facility to revise the floating interest rate to the lesser of (i) LIBOR rate plus 1.75% or (ii) prime rate minus 1.0%,
which amendment was effective January 1, 2016. In March 2017, the Company further amended the Revolving Credit

18
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Facility to extend the maturity date by two years and reduce the minimum cash requirements. The weighted-average

interest rate of the Revolving Credit Facility was 2.57% and 2.79% for the three months ended March 31, 2017 and
2016, respectively.

11
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The Revolving Credit facility currently provides, among other things, (i) a maturity date of March 31, 2019; and (ii) a
revolving line up to $20.0 million, subject to certain conditions.
The Revolving Credit Facility contains customary negative covenants which, unless waived by SVB, limit the
Company’s ability to, among other things, incur additional indebtedness, grant liens, make investments, repurchase
stock, pay dividends, transfer assets and merge or consolidate, as well as requiring the Company to maintain a
minimum adjusted quick ratio of 1.25 to 1.00 and minimum cash balances as of the last day of each month of $35.0
million. The Revolving Credit Facility also contains customary events of default, subject to customary cure periods
for certain defaults, that include, among other things, non-payment defaults, covenant defaults, material judgment
defaults, bankruptcy and insolvency defaults, cross-defaults to certain other material indebtedness, and defaults due to
inaccuracy of representation and warranties. Upon an event of default, the lender may declare all or a portion of the
outstanding obligations payable by the Company to be immediately due and payable and exercise other rights and
remedies provided for under the Revolving Credit Facility. During the existence of an event of default, interest on the
obligations under the Revolving Credit Facility could be increased by 5.0%. As of March 31, 2017, the Company was
in compliance with these covenants.
As of March 31, 2017, $20.0 million remains outstanding under the Revolving Credit Facility, and is classified as
non-current liabilities in the condensed consolidated balance sheet.
5. COMMITMENTS AND CONTINGENCIES
Lease Commitments
The Company currently leases its main office facility in Milpitas, California, which is set to expire in June 2023. In
addition, the Company leases office space for its subsidiaries in the United Kingdom, the Netherlands, Korea and
China under non-cancelable operating leases that expire at various times through August 2021. The Company has also
entered into various lease agreements in other locations in the United States and globally to support its sales and
research and development functions.
The Company recognizes rent expense on a straight-line basis over the lease period. Future minimum lease payments
by year under operating leases as of March 31, 2017 are as follows:

Amount
Year Ending December 31,  (in thousands)
2017 (remaining nine months) $ 1,174

2018 1,707
2019 1,254
2020 879
2021 884
Thereafter 1,315
Total $ 7,213

Rent expense was $0.5 million and $0.6 million for the three months ended March 31, 2017 and 2016, respectively.
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Capital Lease Obligations

The Company has certain office furniture and equipment that are classified under capital leases. The terms of the
capital leases range from three years to seven years. The interest is immaterial. Future minimum lease payments by
year under capital lease obligations as of March 31, 2017 are as follows:

Amount
Year Ending December 31, (in thousands)
2017 (remaining nine months) $ 136
2018 184
2019 175
2020 170
2021 168
Thereafter 244
Total $ 1,077

Less: current portion of capital lease obligations 181

Non-current portion of capital lease obligations $ 896

Manufacturing Commitments

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

As of March 31, 2017 and December 31, 2016, the Company had manufacturing commitments with contract
manufacturers for inventory totaling approximately $10.9 million and $9.5 million, respectively.

Contingencies

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

a liability when it believes that it is both probable that a loss has been incurred and the amount can be reasonably
estimated. The Company expects to periodically evaluate developments in its legal matters that could affect the
amount of liability that it has previously accrued, if any, and make adjustments as appropriate. The Company

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

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

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