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None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  ¨    No  þ

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.    Yes  ¨    No  þ

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  þ    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 during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files).    Yes  þ    No  ¨
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10-K or any amendment to this Form 10-K.  ¨

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

Large accelerated filer ¨ Accelerated filer þ

Non-accelerated filer ¨  (Do not check if a smaller reporting company) Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  þ

As of June 29, 2012, the last business day of the registrant�s most recently completed second quarter, the aggregate market value of the voting
stock held by non-affiliates of the registrant was $132,139,842.
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Portions of the registrant�s definitive proxy statement for its 2013 Annual Meeting of Stockholders are incorporated by reference into Part III of
this Annual Report on Form 10-K.
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PART I

SPECIAL NOTE REGARDING FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K (the �Annual Report�), including the sections entitled �Business,� �Risk Factors,� and �Management�s Discussion
and Analysis of Financial Condition and Results of Operations,� includes forward-looking statements. The words �believe,� �may,� �will,� �estimate,�
�continue,� �anticipate,� �intend,� �expect,� �predict,� �potential,� and similar expressions, as well as the negatives thereof, as they relate to us, our business,
our management, and our industry, are intended to identify forward-looking statements. In light of risks and uncertainties discussed in this
Annual Report, the forward-looking events and circumstances discussed in this Annual Report may not occur and actual results could differ
materially from those anticipated or implied in the forward-looking statements. We have based these forward-looking statements on our current
expectations and projections about future events and financial trends affecting the financial condition of our business. Forward-looking
statements should not be read as a guarantee of future performance or results, and will not necessarily be accurate indications of the times at or
by which such performance or results will be achieved. Forward-looking statements are based on information available at the time those
statements are made and/or management�s good faith belief as of that time with respect to future events, and are subject to risks and uncertainties
that could cause actual performance or results to differ materially from those expressed in or suggested by the forward-looking statements.
Moreover, we operate in a very competitive and rapidly changing environment. New risks emerge from time to time and it is not possible for our
management to predict all risks, nor can we assess the impact of all factors on our business or the extent to which any factor, or combination of
factors, may cause actual results to differ materially from those contained in any forward-looking statements we may make. Important factors
that could cause such differences include, but are not limited to:

� our ability to accurately forecast revenue and appropriately plan our expenses and working capital requirements;

� our ability to generate additional revenue;

� our ability to retain existing customers and attract new customers;

� our ability to protect our customers� stored files and adequately address privacy concerns;

� the impact of actual or threatened litigation, including intellectual property infringement claims, involving us or our industry;

� the impact of increased competition in our business;

� interruptions in service and any related impact on our reputation;

� our ability to maintain, protect, and enhance our brand; and

� other risk factors included under �Risk Factors� in this Annual Report.
Forward-looking statements speak only as of the date of this Annual Report. We may not actually achieve the plans, intentions, or expectations
disclosed in our forward-looking statements, and you should not place undue reliance on our forward-looking statements. Actual results or
events could differ materially from the plans, intentions, and expectations disclosed in the forward-looking statements we make. In addition, our
forward-looking statements do not reflect the potential impact of any future acquisitions, mergers, dispositions, joint ventures, or investments
that we may make.
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You should read this Annual Report completely and with the understanding that our actual future results may be materially different from what
we expect. We do not assume any obligation to update any forward-looking statements, whether as a result of new information, future events, or
otherwise, except as required by law. If we update one or more forward-looking statements, no inference should be drawn that we will make
additional updates with respect to those or other forward-looking statements.
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Unless otherwise indicated, information contained in this Annual Report concerning our industry and the market in which we operate, including
our general expectations and market position, market opportunity, and market size, is based on information from various sources, on
assumptions that we have made that are based on such data, and on our knowledge of the markets for our solutions. Such data involves a number
of assumptions and limitations, and you are cautioned not to give undue weight to such estimates. In addition, projections, assumptions, and
estimates of our future performance and the future performance of the industry in which we operate, whether made by us or by third parties, are
necessarily subject to a high degree of uncertainty and risk due to a variety of factors, including those described in �Risk Factors� and elsewhere in
this Annual Report. These and other factors could cause results to differ materially from those expressed in the estimates made by the
independent parties and by us.

ITEM 1. BUSINESS
Overview

Carbonite, Inc. (together with its subsidiaries, �Carbonite,� the �Company,� �our,� �we,� or �us�) was incorporated on February 10, 2005 and is a Delaware
corporation. We are a leading provider of cloud backup solutions for consumers and small and medium sized businesses, or SMBs. We provide
easy-to-use, affordable, and secure cloud backup solutions with anytime, anywhere access to files stored on our servers. We believe that we are
the best known brand in the cloud backup market.

We founded Carbonite on one simple idea: all computers need to be backed up, and in this always-connected and highly-mobile world, cloud
backup is the ideal approach. Our �set and forget� automated solution requires little effort and protects our customers� stored files even if their
computers are lost, stolen, or destroyed.

Our backup solutions work quietly in the background, automatically and continuously uploading encrypted copies of our customers� files to
Carbonite servers. Our customers can browse and share their photos, videos, and documents anytime, anywhere using a web browser or our free
iPad, iPhone, BlackBerry, and Android apps. We charge consumers a $59 flat fee for one year of unlimited cloud backup with our Carbonite
Home solution. Our Carbonite HomePlus solution provides consumers with additional features, including backup and restore for external hard
drives, for an annual flat fee of $99. The Carbonite HomePremier solution also includes automatic cloud backup for video files as well as a
recovery-by-mail feature for an annual flat fee of $149. The pricing of all of our consumer solutions is discounted for multi-year subscriptions.
Our SMB solutions, Carbonite Business and Carbonite BusinessPremier, allow for an unlimited number of users, subject to storage limits, and
are priced starting at $229 and $599 per year, respectively.

As of December 31, 2012, we had subscribers in more than 100 countries, with subscribers based in the U.S. representing 94% of our total
revenue for 2012. Since 2005, we have backed up over 300 billion files and have restored nearly 20 billion files that might otherwise have been
permanently lost. We currently back up more than 350 million files each day.

We have developed a highly predictable subscription revenue model, with a consistently high customer retention rate and a scalable
infrastructure to support our growth. We generated revenue of $84.0 million in 2012. We continue to invest heavily in customer acquisition,
principally through advertising, and as a result we recorded a net loss of $18.9 million in 2012. Our bookings have grown from $32.9 million in
2009 to $98.5 million in 2012. For a reconciliation of bookings to revenue for the last five years, see �Selected Consolidated Financial and Other
Data.�

Industry Trends

Cloud backup is gaining increasing acceptance as the best way to store copies of valuable data off-premise, where they are safe from equipment
failure, theft, loss, viruses, and accidental deletion.

2
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Several trends are helping to fuel the growth of the cloud backup industry:

Your life is on your computer. Computers and mobile devices have transformed the way people work, communicate, and lead their daily
personal and professional lives. People store a plethora of information on their computers and mobile devices, from photos, music, videos, and
school work, to financial records, correspondence, passwords, work files, and tax returns. These files could be permanently destroyed due to
equipment failure, theft, loss, viruses, and accidental deletions. Often these files are accumulated over time and are irreplaceable, making their
loss devastating for the owner.

Rapid growth in unprotected data drives demand for backup services. According to IDC, an independent research firm, the proportion of
information in the digital universe that requires data protection is growing faster than the digital universe itself.* From 2005 to 2020, the digital
universe is expected to grow by a factor of 300, from 130 exabytes to 40,000 exabytes, or 40 trillion gigabytes (more than 5,200 gigabytes for
every man, woman, and child in 2020) and, from 2013 to 2020, the digital universe will about double every two years, according to IDC.
Further, while less than a third of the digital universe required data protection in 2010, that proportion is expected to exceed 40% by 2020.
According to IDC, only about half the information that should be protected from loss is currently protected.

Smartphones and tablets drive demand for anytime, anywhere access. The growing popularity of smartphones, tablet computers, and other
mobile devices is driving the demand for instant access to information regardless of a user�s location. According to IDC, worldwide tablet
shipments reached a record total of 52.5 million units and the tablet market grew 74.3% in the fourth quarter of 2012 up from the third quarter�s
total of 30.1 million units. Approximately 712.6 million smartphones were shipped globally in 2012, which was 44.1% more than in 2011. IDC
predicts that these factors will drive demand for data protection and mobile access.

Plummeting storage and bandwidth costs. The cost of providing cloud backup is highly dependent on the cost of storage and bandwidth.
According to IDC, between 2012 and 2020, the cost per gigabyte (GB) is expected to drop from $2.00 to $0.20. In 2005, the average wholesale
cost of bandwidth was approximately $75 per megabits per second (Mbps) as compared to $5 per Mbps in 2010, according to an August 2010
study done by DrPeering International. This study projects that the wholesale cost of bandwidth will further decline to approximately $0.94 per
Mbps in 2014.**

* IDC information was derived from the following reports dated December 2012 and January 2013: IDC Digital Universe Study, Sponsored by
EMC, Tablet Shipments Soar to Record Levels During Strong Holiday Quarter; The Digital Universe in 2020: Big Data, Bigger Digital
Shadows and Biggest Growth in the Far East, Sponsored by EMC; Strong Demand for Smartphones and Heated Vendor Competition
Characterize the Worldwide Mobile Phone Market at the End of 2012, IDC Says.

** DrPeering International: Internet Transit Prices � Historical and Projected, August 2010.
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There are multiple alternatives currently available for backing up data, such as external hard disk drives, flash memory drives, CDs, DVDs, and
tape backup drives. However, these traditional alternatives are limited by drive capacity, cumbersome to scale, prone to failure, not secure, and
not accessible from a remote location. Traditional hardware solutions for storing data have the following limitations:

Limitation Key Problems

Limited Capacity � Users must select which files to back up

� Cumbersome to add incremental capacity

Susceptible to failure � Unable to protect files in the event of equipment failure, theft, loss,
viruses, and accidental deletions

Overly complex � Time consuming and labor intensive to manually manage backup

� Confusing software and processes

Lack of mobile access � Do not provide anytime, anywhere access from computers,
smartphones, tablets, and other mobile devices

As a result of these limitations, consumers and SMBs are increasingly searching for simple, affordable solutions that provide reliable and secure
cloud backup and anytime, anywhere access to their stored files. We believe that cloud backup effectively addresses the limitations of traditional
solutions and will be the predominant backup solution in the future.

Our Solution

We provide cloud backup solutions for consumers and SMBs. We believe that our customers buy our solutions because they are easy to use,
affordable, and secure, and provide anytime, anywhere access to their stored files. We make it easy for customers to restore their files and we
provide high quality customer support to those customers who need assistance.

We believe that our solution provides the following benefits to all of our customers:

Easy to install and use. We offer our customers automatic backup, eliminating the need to manually pick and choose which files to back up.
Installation requires just an email address and password. Once installed, our �set and forget� solution works continuously in the background
backing up new and changed files.

Easy to restore files. In the event of data loss, our restore wizard guides customers through the process of restoring their files. If customers
accidentally delete or overwrite files on their Carbonite protected devices, they can quickly restore files from any device with an internet
connection.

Anytime, anywhere access. We enable customers to access stored files from Carbonite servers anytime, anywhere using a web browser or from
any internet-connected device using one of our free iPad, iPhone, BlackBerry, or Android apps. Customers can browse their photos, play music
and videos, and view documents, spreadsheets and presentations. Unlike traditional remote desktop applications, we allow our customers to
access their stored files even if their computers are turned off, lost, stolen, or destroyed.

Affordability. We believe that we were one of the first companies to offer consumers unlimited cloud backup for a fixed price. Our Carbonite
Home subscription costs $59 for one year, with discounts for multi-year plans. Our SMB solutions allows for an unlimited number of users with
tiered pricing based on the total amount of data backed up.
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Security. We encrypt all of our customers� files before they are transmitted to our data centers, guarding against unauthorized access to stored
files and ensuring a high level of data security. In addition, we employ state-of-the-art data center security measures intended to prevent
intrusions.

Reliability. Our proprietary Carbonite Communications System and Carbonite File System manage our customers� stored files and are designed
to ensure high levels of reliability and accessibility.

Our Key Competitive Strengths

We believe that our key competitive strengths include the following:

Brand awareness. We believe that we have among the highest brand awareness in the cloud backup market. According to our research surveys,
our unaided brand awareness is more than one and a half times that of our nearest competitor. We promote our brand through our multi-channel
marketing program, which includes a broad presence in television, radio, online display advertising, print advertising, paid and natural search,
and an affiliate and reseller network.

Scale. Since 2005, we have backed up over 300 billion files, and we currently back up more than 350 million files each day. We believe that our
large scale infrastructure, built over the last seven years, enables us to store additional files at lower incremental cost than our smaller
competitors. In addition, we are able to purchase national advertising at advantageous rates, access advertising opportunities that may be
unavailable to smaller businesses, and take advantage of sophisticated analytical marketing systems.

Optimized backup architecture. Our entire infrastructure is optimized for backup, which is a low transaction speed, high volume, write mostly
application. We believe that our average storage costs per subscriber are lower than those realized by typical general purpose data center storage
systems.

Comprehensive customer support. We believe that our U.S.-based customer support is more comprehensive than that offered by our primary
competitors in the cloud backup market and aids in our customer retention. We provide free telephone, live chat, and email customer support in
our basic subscription fee.

Significant intellectual property portfolio. We have a significant intellectual property portfolio relating to our cloud backup solutions.
CARBONITE is a registered trademark in the U.S. and in over 30 other countries, including countries in the European Union. Carbonite also has
additional registrations and pending applications for additional marks in the U.S. and other countries, including but not limited to �Carbonite The
Better Backup Plan�, Green Dot Logo, �Back it up. Get it back�, �Because Your Life is On Your Computer�, Carbonite and the Green Dot Logo,
Carbonite Lock Logo and Chinese character representations for Carbonite. In addition, we have four issued patents and 18 pending patent
applications in the U.S. and internationally that cover both our technical infrastructure and our key usability and design concepts.

Our Offerings

We offer backup solutions to our customers with anytime, anywhere access to their stored files. We charge consumers a flat fee for one year of
unlimited cloud backup at three different service levels, each with discounts for multi-year subscriptions. We offer SMB customers cloud
backup for an unlimited number of computers for an annual flat fee based on the total amount of data backed up, with the option to purchase
additional incremental storage capacity.
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The following table sets forth key features of our Carbonite Home, Carbonite HomePlus, and Carbonite HomePremier consumer offerings:

Carbonite Home Carbonite HomePlus Carbonite HomePremier
  Number of computers One per subscription
  Supported operating systems Windows, Mac Windows
  Pricing $59/year; unlimited storage $99/year; unlimited storage,

external hard drive backup
and restore

$149/year; unlimited storage,
external hard drive backup
and restore, automatic
backup for video files,
recovery-by-mail feature

  Subscription Period Annual or multi-year
  Customer support U.S.-based telephone, live chat, and email
  Remote file access Anytime, anywhere using a web browser or our free iPad, iPhone, Blackberry, or Android apps
The following table sets forth key features of our Carbonite Business and Carbonite BusinessPremier SMB offerings:

Carbonite Business Carbonite BusinessPremier
  Number of computers Unlimited
  Supported operating systems Windows Windows and Windows Server

  Pricing $229/year; 250 GB of backup storage space
$599/year; 500 GB of backup storage 

space
  Subscription Period Annual
  Customer support U.S.-based telephone, live chat, and email
  Remote file access Anytime, anywhere using a web  browser or our free iPad, iPhone, Blackberry, or Android apps
We use sophisticated encryption technology to ensure the privacy of our customers� stored files. We encrypt files using a secure key before the
files leave the customer�s computer and transmit the encrypted files over the internet to one of our secure data centers. Customers� files remain
encrypted on our servers to guard against unauthorized access. We employ outside security analysis firms, including anti-hacking specialists, to
review and test our defenses and internal procedures.

Our Proprietary Server Software

At the core of our offerings is our proprietary server software designed specifically for cloud backup. The server software is comprised of two
major components: the Carbonite Communications System (CCS) and the Carbonite File System (CFS). These components work together to
move and store vast amounts of customer data � more than 350 million files every day. CCS moves customer data between our software installed
on our customers� computers and CFS running on our storage servers. CCS also balances loads across our server network. CFS manages the
write-mostly database of stored files with the flexibility to operate on a wide variety of readily available third-party storage hardware.

We invest heavily in the development of our technologies. In 2012, 2011, and 2010, we spent $19.9 million, $16.5 million, and $10.9 million,
respectively, on research and development. Our proprietary technologies are fundamental to our value proposition as they enable us to deliver
the following benefits:

Scalability. We add storage capacity at the rate of approximately one petabyte every two weeks. CCS allows us to automatically balance
processing and storage capacity across our large and expanding server network. CFS allows us to easily add storage capacity across multiple
physical locations by automatically integrating new storage servers into our existing infrastructure.

Reliability. We designed CCS and CFS to eliminate all single points of failure. The modular design of these components uses well-defined
protocols intended to ensure that our customers� stored files are accurate and free from errors. CFS provides proprietary disk error detection for
errors that can occur over years of storage. Our software also incorporates checks and balances to verify data integrity.
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Cost effectiveness. Storage cost is the biggest component of our cost of revenue. CCS enables us to dynamically load balance among servers to
allow higher overall utilization. CFS enables us to reduce storage costs by utilizing almost every block of physical disk space to store our
customers� files. We can choose the most cost-effective hardware solutions for our data centers because CFS allows us to operate in a
heterogeneous hardware environment.

Marketing and Sales

Our marketing efforts are focused on three primary goals: building brand awareness, acquiring customers at a low cost, and retaining existing
customers. Our advertising reinforces our brand image by emphasizing ease of use, affordability, security, reliability, and anytime, anywhere
access to stored files. We use television and radio advertising, online display advertising, print advertising, paid search, direct marketing, and
affiliate and reseller marketing. Our public relations efforts include engaging the traditional press, new media, and social networks.

Marketing. Most of our revenue is from consumers who sign up for Carbonite backup on our website in response to our direct marketing
campaigns. Direct sales from our websites accounted for 96% of our total revenue during 2012. Our marketing efforts are designed to attract
prospects to our website and enroll them as paying customers, usually after a 15-day free trial that we offer to consumers. Our SMB sales team
responds to inbound qualified SMB leads, communicates the benefits of our solutions to the SMB market and assists our SMB customers to
enroll in free trial versions and purchase subscriptions to our SMB offering.

Channel distribution and reseller strategy. In January 2012, we launched a new distribution strategy designed to sell large volumes of our
solutions through our sales channel relationships including major retailers and resellers.

Retention. Our customer retention efforts are focused on establishing and maintaining long-term relationships with our customers by delivering a
compelling customer experience and superior value, communicating regularly with customers through email, on-site messaging, and other
media, and creating positive interactions with our customer support team. We monitor developing trends in subscription durations, renewals, and
customer satisfaction to maximize our customer retention. We offer incentives to customers to purchase multi-year subscriptions, which we
believe helps to increase our customer retention. As of December 31, 2012, 2011, and 2010, 29%, 30%, and 24%, respectively, of our customers
had multi-year subscriptions.

Intellectual Property

We believe that the strength of our brand and the functionality of our software help differentiate us from our competitors. As such, our success
depends upon our ability to protect our technologies and intellectual property, including our proprietary server software, which allows us to
move and store vast amounts of customer data. To protect our intellectual property, we rely on a combination of trademark, patent, copyright,
and trade secret laws, as well as confidentiality procedures and contractual restrictions. CARBONITE is a registered trademark in the U.S. and
in over 30 other countries, including countries in the European Union. Carbonite also has additional registrations and pending applications for
additional marks in the U.S. and other countries, including but not limited to �Carbonite The Better Backup Plan�, Green Dot Logo, �Back it up.
Get it back�, �Because Your Life is On Your Computer�, Carbonite and the Green Dot Logo, Carbonite Lock Logo and Chinese character
representations for Carbonite. In addition, we have four issued patents and 18 pending patent applications in the U.S. and internationally that
cover both our technical infrastructure and our key usability and design concepts.

The steps we have taken may not adequately protect our intellectual property or prevent unauthorized use of our technologies. Others may
independently develop technologies that are competitive to ours or infringe our intellectual property. In addition, costly and time consuming
litigation may be necessary to protect and enforce our intellectual property rights.
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If we become more successful, we believe that competitors will be more likely to try to develop products and services that are similar to ours,
and that may infringe our proprietary rights. It may also be more likely that competitors or other third parties will claim that our solutions
infringe their proprietary rights.

Competition

We compete with both cloud backup providers and providers of traditional hardware-based backup systems. The market for cloud backup
solutions is competitive and rapidly changing. We directly compete with CrashPlan, Mozy (a division of VMWare), SOS Online Backup, and
others. Certain of our features, including our mobile backup and remote access service, also compete with current or potential services offered
by Apple, Google, Microsoft, Amazon, and others. Certain of our planned features, including the ability to share data with third parties, compete
with current or potential services offered by DropBox, SugarSync, Box, and others. With the introduction of new technologies and market
entrants, we expect competition to intensify in the future. Many of our actual and potential competitors enjoy competitive advantages over us,
such as greater name recognition, longer operating histories, more varied services, and larger marketing budgets, as well as greater financial,
technical, and other resources. In addition, many of our competitors have established marketing relationships and major distribution agreements
with computer manufacturers, internet service providers, and resellers, giving them access to larger customer bases.

We believe that the key competitive factors in the consumer and SMB backup industry include:

� ease of installation and use;

� affordability;

� remote access;

� storage capacity;

� security of customers� stored files;

� rapid recovery of lost files;

� reliability and redundancy;

� automated file backup; and

� reputation of the provider.
We believe that we compete favorably with respect to each of these factors by providing easy to use, affordable, unlimited, secure cloud backup
solutions with anytime, anywhere access to stored files.

Some of our competitors have made or may make acquisitions or enter into partnerships or other strategic relationships to offer a more
comprehensive service than we do. These combinations may make it more difficult for us to compete effectively, including on the basis of price,
sales and marketing programs, technology, or service functionality. We expect these trends to continue as companies attempt to strengthen or
maintain their market positions.
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As of December 31, 2012, we had 367 full-time and 11 part-time employees. Of our full-time employees, 195 were in operations and support, 45
were in sales and marketing, 105 were in research and development, and 22 were in general and administrative functions. None of our
employees are covered by collective bargaining agreements.
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Available Information

We file reports with the Securities and Exchange Commission (�SEC�), including annual reports on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K, and other filings required by the SEC. We make available on our website (www.carbonite.com) our annual report
on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports as soon as reasonably
practicable after such material is electronically filed with or furnished to the SEC. These materials are available free of charge on or through our
website via the Investor Relations page at www.carbonite.com. References to our website address in this report are intended to be inactive
textual references only, and none of the information contained on our website is part of this Annual Report or incorporated in this Annual Report
by reference.

The public may read and copy any materials that we file with the SEC at the SEC�s Public Reference Room at 100 F Street, NE, Washington, DC
20549. The public may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC
maintains an internet site (http://www.sec.gov) that contains reports, proxy and information statements, and other information regarding issuers
that file electronically with the SEC.

ITEM 1A. RISK FACTORS
An investment in our common stock involves a high degree of risk. You should carefully consider the risks described below and the other
information in this Annual Report on Form 10-K before making an investment decision. Our business, prospects, financial condition, or
operating results could be harmed by any of these risks, as well as other risks not currently known to us or that we currently consider
immaterial. The trading price of our common stock could decline due to any of these risks, and, as a result, you may lose all or part of your
investment.

Risks Related to Our Business

We have experienced losses and negative cash flow since our inception, and we may not be able to achieve or sustain profitability or positive
cash flow in the future.

We experienced net losses of $25.8 million for 2010, $23.5 million for 2011, and $18.9 million for 2012, respectively, and have an accumulated
deficit of $119.4 million as of December 31, 2012. We do not expect to be profitable for the foreseeable future. We expect to continue making
significant expenditures to develop and expand our business, including for advertising, customer acquisition, technology infrastructure, storage
capacity, product development, and international expansion, in an effort to increase and service our customer base. In 2012, we incurred
increased expenses associated with the relocation of one of our data centers to a new facility. We also expect that our quarterly results may
fluctuate due to a variety of factors described elsewhere in this Annual Report on Form 10-K, including the timing and amount of our advertising
expenditures, which are seasonal, as well as the timing and amount of expenditures related to the development of technologies and solutions and
to defend intellectual property infringement and other claims. In addition, as a public company, we incur significant legal, accounting, and other
expenses, including increased costs for director and officer liability insurance that we did not incur as a private company. We may also incur
increased losses and negative cash flow in the future for a number of reasons, and we may encounter unforeseen expenses, difficulties,
complications, delays, and other unknown events. For these reasons, we expect to continue to record net losses for the next several years and we
may not be able to achieve or maintain positive cash flow from operations or profitability.

Any significant disruption in our service or loss or misuse of our customers� data could damage our reputation and harm our business and
operating results.

Our brand, reputation, and ability to attract, retain, and serve our customers are dependent upon the reliable performance of our service and our
customers� ability to readily access their stored files. Our customers rely on our cloud backup solution to store digital copies of their valuable data
files, including financial records, business
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information, photos, and other personally meaningful content. Our data centers are vulnerable to damage or interruption from human error,
intentional bad acts, computer viruses or hackers, earthquakes, hurricanes, floods, fires, war, terrorist attacks, power losses, hardware failures,
systems failures, telecommunications failures, and similar events, any of which could limit our customers� ability to access their files and could
prevent us from being able to continuously back up our customers� files. Prolonged delays or unforeseen difficulties in connection with adding
storage capacity or upgrading our network architecture when required may cause our service quality to suffer. A breach of our network security
and systems could also cause the loss or public disclosure of, or access by third parties to, our customers� stored files. Any event that significantly
disrupts our service or exposes our customers� stored files to misuse could damage our reputation and harm our business and operating results,
including reducing our revenue, causing us to issue credits to customers, subjecting us to potential liability, harming our renewal rates, or
increasing our cost of acquiring new customers.

The market for cloud backup solutions is competitive, and if we do not compete effectively, our operating results could be harmed.

We compete with both cloud backup providers and providers of traditional hardware-based backup systems. The market for cloud backup
solutions is competitive and rapidly changing. We directly compete with CrashPlan, Mozy (a division of VMWare), SOS Online Backup, and
others. Certain of our features, including our mobile backup and remote access service, also compete with current or potential services offered
by Apple, Google, Microsoft, Amazon, and others. Certain of our planned features, including the ability to share data with third parties, compete
with current or potential services offered by DropBox, SugarSync, Box, and others. With the introduction of new technologies and market
entrants, we expect competition to intensify in the future. Many of our actual and potential competitors benefit from competitive advantages over
us, such as greater name recognition, longer operating histories, more varied services, and larger marketing budgets, as well as greater financial,
technical, and other resources. In addition, many of our competitors have established marketing relationships and major distribution agreements
with computer manufacturers, internet service providers, and resellers, giving them access to larger customer bases. Some of our competitors
may make acquisitions or enter into strategic relationships to offer a more comprehensive service than we do. These combinations may make it
more difficult for us to compete effectively. We expect these trends to continue as competitors attempt to strengthen or maintain their market
positions.

Demand for our cloud backup solutions is sensitive to price. Many factors, including our advertising, customer acquisition and technology costs,
and our current and future competitors� pricing and marketing strategies, can significantly affect our pricing strategies. Certain of our competitors
offer, or may in the future offer, lower-priced or free products or services that compete with our solutions. Similarly, certain competitors may
use internet-based marketing strategies that enable them to acquire customers at a lower cost than us. There can be no assurance that we will not
be forced to engage in price-cutting initiatives, or to increase our advertising and other expenses to attract and retain customers in response to
competitive pressures, either of which could have a material adverse effect on our revenue and operating results.

Our limited operating history makes it difficult to evaluate our current business and future prospects.

We have been in existence since 2005, and our revenue has grown rapidly from $8.2 million in 2008 to $84.0 million in 2012, representing a
compound annual growth rate of 79% over that period. We do not expect that this growth rate will continue in future periods and you should not
rely on the revenue growth of any prior quarterly or annual periods as an indication of our future performance. In addition, because we recognize
revenue from customers over the terms of their subscriptions, a large portion of our revenue for each quarter reflects deferred revenue from
subscriptions entered into during previous quarters, and downturns or upturns in subscription sales or renewals may not be reflected in our
operating results until later periods. We may not achieve sufficient revenue to achieve or maintain positive cash flow from operations or
profitability, and our limited operating history may make it difficult for you to evaluate our current business and our future prospects. We have
encountered and will continue to encounter risks and difficulties frequently experienced by growing
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companies in rapidly changing industries, including increasing expenses as we continue to grow our business. If we do not manage these risks
successfully, our business will be harmed. If our future growth fails to meet investor or analyst expectations, it could have a negative effect on
our stock price. If our growth rate were to decline significantly or become negative, it could adversely affect our financial condition and
operating results.

A decline in demand for our solutions or for cloud backup solutions in general could cause our revenue to decline.

We derive, and expect to continue to derive, substantially all of our revenue from the sale of our cloud backup solutions, a relatively new and
rapidly changing market. As a result, widespread acceptance and use of cloud backup solutions is critical to our future growth and success. If the
market for cloud backup solutions fails to grow or grows more slowly than we currently anticipate, demand for our solutions could be negatively
affected.

Changes in customer preferences for cloud backup solutions may have a disproportionately greater impact on us than if we offered multiple
products and services. The market for cloud backup solutions is subject to rapidly changing customer demand and trends in preferences. Some of
the potential factors that could affect interest in and demand for cloud backup solutions include:

� awareness of our brand and the cloud backup solutions category generally;

� the appeal and reliability of our solutions;

� the price, performance, features, and availability of products and services that compete with ours;

� public concern regarding privacy and data security;

� our ability to maintain high levels of customer satisfaction; and

� the rate of growth in online solutions generally.
In addition, substantially all of our revenue is currently derived from customers in the U.S. Consequently, a decrease of interest in and demand
for cloud backup solutions in the U.S. could have a disproportionately greater impact on us than if our geographic mix of revenue was less
concentrated.

If we are unable to attract new customers to our solutions on a cost-effective basis, our revenue and operating results would be adversely
affected.

We generate substantially all of our revenue from the sale of subscriptions to our solutions. In order to grow, we must continue to attract a large
number of customers on a cost-effective basis, many of whom have not previously used cloud backup solutions. We use and periodically adjust a
diverse mix of advertising and marketing programs to promote our solutions. Significant increases in the pricing of one or more of our
advertising channels would increase our advertising costs or cause us to choose less expensive and perhaps less effective channels. As we add to
or change the mix of our advertising and marketing strategies, we may need to expand into channels with significantly higher costs than our
current programs, which could adversely affect our operating results. We may incur advertising and marketing expenses significantly in advance
of the time we anticipate recognizing any revenue generated by such expenses, and we may only at a later date, or never, experience an increase
in revenue or brand awareness as a result of such expenditures. We have made in the past, and may make in the future, significant investments to
test new advertising, and there can be no assurance that any such investments will lead to the cost-effective acquisition of additional customers.
If we are unable to maintain effective advertising programs, our ability to attract new customers could be adversely affected, our advertising and
marketing expenses could increase substantially, and our operating results may suffer.
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A portion of our potential customers locate our website through search engines, such as Google, Bing, and Yahoo!. Our ability to maintain the
number of visitors directed to our website is not entirely within our control. If
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search engine companies modify their search algorithms in a manner that reduces the prominence of our listing, or if our competitors� search
engine optimization efforts are more successful than ours, fewer potential customers may click through to our website. In addition, the cost of
purchased listings has increased in the past and may increase in the future. A decrease in website traffic or an increase in search costs could
adversely affect our customer acquisition efforts and our operating results.

A significant portion of our customers first try our cloud backup solutions through free trials. We seek to convert these free trial users to paying
customers of our solutions. If our rate of conversion suffers for any reason, our revenue may decline and our business may suffer.

If we are unable to retain our existing customers, our revenue and operating results would be adversely affected.

If our efforts to satisfy our existing customers are not successful, we may not be able to retain them, and as a result, our revenue and ability to
grow would be adversely affected. We may not be able to accurately predict future trends in customer renewals. Customers choose not to renew
their subscriptions for many reasons, including if customer service issues are not satisfactorily resolved, a desire to reduce discretionary
spending, or a perception that they do not use the service sufficiently, that the solution is a poor value, or that competitive services provide a
better value or experience. If our customer retention rate decreases, we may need to increase the rate at which we add new customers in order to
maintain and grow our revenue, which may require us to incur significantly higher advertising and marketing expenses than we currently
anticipate, or our revenue may decline. A significant decrease in our customer retention rate would therefore have an adverse effect on our
business, financial condition, and operating results.

Our relationships with our partners may be terminated or may not continue to be beneficial in generating new customers, which could
adversely affect our ability to increase our customer base.

We maintain a network of active partners, which refer customers to us through links on their websites and outbound promotion to their
customers. If we are unable to maintain our contractual relationships with existing partners or establish new contractual relationships with
potential partners, we may experience delays and increased costs in adding customers, which could have a material adverse effect on us. The
number of customers that we are able to add through these relationships is dependent on the marketing efforts of our partners, over which we
have very little control.

We have recently introduced additional solutions for mobile devices and, if users of these devices do not widely adopt our solutions, our
revenue and operating results could be adversely affected.

The number of people who access the internet through devices other than personal computers, including smartphones and handheld tablets or
computers, has increased dramatically in the past few years and is projected to continue to increase. In addition, people are increasingly using
their mobile devices to create and store data and other content that is important to them. We recently introduced our mobile backup solutions for
the iPhone and Android smartphones; however, these solutions have not yet achieved widespread adoption. If one or more of our competitors
were to launch similar services, or if we are unsuccessful in achieving widespread adoption of our mobile solutions, our competitive position
could be materially harmed. As new devices and new platforms are continually being released, it is difficult to predict the problems that we may
encounter in developing versions of our solutions for use on these mobile devices, and we may need to devote significant resources to the
creation, support, and maintenance of such solutions, which could adversely affect our operating results.

If we are unable to expand our base of SMB customers, our business could be adversely affected.

In 2010, we introduced the first version of our backup solution targeted toward SMBs, which are generally companies that are too small to have
a dedicated in-house IT staff. We have committed and continue to commit
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substantial resources to the expansion and increased marketing of our SMB offerings. If we are unable to market and sell our solutions to SMBs
with competitive pricing and in a cost-effective manner, our ability to grow our revenue and achieve profitability will be harmed. We believe
that it is more difficult and expensive to attract and retain SMB customers than consumers, because SMBs:

� are difficult to reach without using more expensive, targeted sales campaigns;

� may have different or much more complex needs than those of individual consumers, such as archiving, version control, enhanced
security requirements, and other forms of encryption and authentication, which our solutions may not adequately address; and

� frequently cease operations due to the sale or failure of their business.
In addition, SMBs frequently have limited budgets and are more likely to be signi
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