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Dear Shareholders,

Last year was a great one for Double-Take® Software, culminating in a year-end exclamation
mark with our initial public offering. To get to that point much was accomplished:

We grew from an early stage company with consistent financial losses to & more mature
company that generated impressive financial gains. We acquired our primary distributor in
Europe, Sunbelt Systems Software, to create a more powerful and productive global
presence. We attracted independent software vendars to our Double-Take Solutions
program who now go 10 market with Double-Take data protection for their systems. These
included leading providers of medical systems, point-of-sale software, and archiving
solutions. We expanded our board of directors with stellar industry veterans. We expanded
our channel, adding about 100 new partners. We continued to focus on the high growth
market of disaster recovery and high availability of applications on Microsoft Windows
servers, and Microsoft continued to work closely with us in marketing and sales. We are, in
their words, in a category of ISV strategic partners that represents less than “2% of the
entire ecosystem.” We developed application specific capabilities for Microsoft’s Exchange
and SQL server, We entered the virtual environment with our Double-Take for Virtual
Systems™ package. Our relationship with VMware for product development and “go-lo-
market"” programs has been tremendous for us. We have, | believe, one of the most
promotional customer bases in the industry. In 2006, a majority of our software ficenses
were acquired by existing customers and | must assume it is because they are pleased with
their previous decisions to work with Double-Take Software.

We want to move forward at the same pace or better. We want to continue our maturation
as a company with solid financial performance, but maintain the creativity and aggressive-
ness of a young growth company. We want to continue to expand intemationally. We want
1o continue to attract great partners. We want to be recognized as the best company in the
world for disaster recovery and high availability of business critical systems with an eye to
expanding into related markets. We want to be enjoyable to work with. We want to
innovate in product development including increasing our capabilities in whole server
recovery, application integration and virtualization.

That is some of what “we” have done and what "we” want to do in the future. At this
moment, "I* want to thank you, our shareholders for your support and interest and give
special thanks to the Double-Take Software employees and their customers. It is the fink
between them that makes our business succeed.

Sincerely,

Q. FReo S

Dean Goodermaote .
Chairman of the Board,

President, CEQ

Double-Take Software, Inc

—— — e —— et
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CAUTIONARY ADVICE REGARDING FORWARD-LOOKING STATEMENT

Statements contained in this Form 10-K that are not historical facts may be forward-looking statements within

_the meaning of Section 21E of the Securities Exchange Act of 1934 (the “Exchange Act™). We intend such forward-

looking statements to be covered by the safe harbor provisions for forward-looking statements contained in
Section 21E of the Exchange Act. Readers are cautioned not to place undue reliance on these forward-looking
staternents, which speak only as of the date this Form 10-K is ﬁlcd with the Securities and Exchange Commission
(“SEC") Lo [

LA ) LR LY

We may, in some cases, use words such as “project,” “believe,” “anticipate,” “plan,” “expect,” “estimate,”
“intend,” “should,” “would,” “could,” “potentially,” “will,” or “may,” or other words that convey uncertainty of
future events or outcomes to identify these forward-looking statements. Forward-looking statements in this annual
report include statements about: '

« competition and competitive factors in the markets in which we operate;

* demand for replication software;

« the advantages of our technology as compared to others;

« changes in customer preferences and our abilily to adapt our product and services offerings;
* our ability to obtain and -maintain distribution partners and the terms of these arrangements;
* our ability 10 develop and maintain positive ;clationships with our customers; .

=« our ability to maintain and establish intellectual propeny rights;

« our ability to retain and hire necessary employees and appropriately slaff our deve&opmem rnarkeung, sales
" " and distribution efforts;

« our cash nceds and expectations regarding cash flow from operations;
* our ablhty to manage and grow our business and execution of our business strategy; and

* our ﬁnancml performance, L

The forward-looking stalements are based on our beliefs, assumptions and expectations of our future
perfomlance. taking into account al information currently available to us. These belicfs, assumptions and
expectations can change as a result of many possible events or factors, not all of which are known to us or are
within our control. If a change occurs, our business, financial condition and results of operations may vary
materially from those expressed in our forward-looking statements. There are a number of important factors that
could cause actual results to differ materially from the results anticipated by these forward-looking statements.
These important faciors include those that we discuss in “Risk Factors,” Management's Discussion and Analysis of
Financial Condition and Results of Operations,” Business and elsewhere in this annua! repont. You should read these
factors and the other cautionary statements made in this annual report as being applicable to all related forward-
looking statements wherever they appear in this annual report. If one or more of these factors materialize, or if any
underlying assumptions prove incorrect, our actual resubts, performance or achievements may vary materially from
any future results, performance or achievements expressed or implied by these forward-looking statements. We
undertake no obligation to publicly update any forward-looking statements, whether as.a resuh of new information,
future events or otherwise, except as required by law. .
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Doub]e-Take ‘Software.develops, sells and supports affordable softwme that. redices downtime and prolccts
data for business-critical systems. We believe that we are the leading supplier of replication software for Microsoft
server environments and that our business is distinguished by our focus on software license sales, our productive
dxsmbutlon retwork and our cfficient services infrastructure, Organizations of all sizes mcreasmg]y rely on
apphcauon systems and stored electronic datato conduct business. Threats of busmess disruptions from events such
as 9/11 and Hurricane Katrina and new regulauons that have increased data protection requirements for businesses
in many industries ar¢ causing more organizations to re-examine their data and server recovery strategies. Our
software responds to these needs by continuously replicating changes made to- application data. on a primary
operating server to a duplicate server located on- or off-site. Because the duplicate server can commence operating
in place of the primary server at almost any time, our software fac1l|tates rapld failover and appllcallon recovery in
the event of a disaster or other service interruption. .

QOur success has been drivenin large part by our software technology, which was first released in 1995 and has
been enhanced by years of customer feedback. Residing on the server operating system,.our software continuously
monitors and captures filé system activity. Intercepting file system changes enables our software to replicate only
those changes that are being written to files. Qur hardware- and application-independent software efficiently
protects data created by any application on almost any type or brand of disk storage on any brand of server running
Wmdows file systems o o

We sell our software through mulnple channels mcludmg a global dlstnbuuon network that i is supported by an
experienced direct sales force. Qur distribution pariners include leading server manufacturers, such as
Dell Computer Corporation and Hewlett-Packard Company, leading distributors, such as Bell -Microproducts
Inc. and Tech Data Corporation, and over 250 value-added resellers that we belicve are generally well-connected
with small- and medium-sized enterpnses Our direct sales force augments the revenue generated by our
distribution partners and actively supports them in their third-party sales efforts.

Qur broad distribution network, coupled with affordable price points, feature-tich 'proven software; modest
implementation costs and dependable support, makes ‘our software accessible and scalable from small enterprises of
20 people ‘to Fortune 500 companies. As of December 30, 2006, our customer base of more than' 10, 000
organizations included over half of the Fortune 500 companies, as well as a large number of law firms, financial
instititions, Hospitals, school districts and government entities. We beliéve that we have a highly satisfied customer
base. Many of our customers provide reférences that help us (o generaté new sales opportunities and to shorten sales
cycles. Our sales personnel often enlist the assistance of satisfied customers to recomiirend our software to potential
customers'in similar industriés or that have similar applications or server configurations. The breadth and diversity
of our customers frequemly allows us to réfer to a similar configuration when making a new sale The saUSfacuon of
our customer base also contributes to reduced support costs. v "o

’ N i i
. We bcheve that the software rephcanon market is large and growing, and that our software is- pameularly
attractive to businesses in the small-and medium-sized enterprise information technology market, which has been
growing at a faster rate than the large enterprise information technology market. We expect that.growth in our
market will continue to be driven by a number of faclors, including the following:

* the rapid growth in digital data, driven by increased usage of automated systems;

* an increased focus on protecting a growing number of business-critical applications, such as email
_applications, particularly in service-oriented industries;

+ . « a heightened awarencss of the potential for natural and man-made disasters;

+ the .increasingly high cost of downtime, which is partly atributable to an increase in the sharing of
applications with customers, partners and remote users; and
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+ government .and industry regulations, such as the Health Insurance Portability and Accountability Act of
1996 and the Sarbanes-Oxley Act of 2002, which require data protection and recovery.

For our fiscal year ended December 31, 2006, we had revenue of $60.8 million, an increase of 49%.from fiscal
2005 revenue of $40.7 millipn. The matters discussed in this “Business™ section should be read in conjunction with
the Consolidated Financial Statements found under Itern 8 of Part [I of this annual report, which includes additionat
financial information about our total assets, revenue and measures of profits and loss and financial information
about geographic areas. , , . .

Organizatio;l; Principal Exécutive Offices

' We were organized as a New Jerséy corporation in 991, and we reincorporated in Delaware in 2003, In
July 2006 we changed our name to Double-Take Software, Inc. from NSI Software, [nc. Our principal executive
offices are located a1 257 Tumpike Road, Suite 210, Southborough, Massachuserts 01772, and cur main telephone
number at that address is (877) 335-5674. We maintain our general corporate website at www.doubletake.com. The
contents of our website, however, are not a part of this annual report.

]
1

Qur Strategy

Qur goal is to provide affordable software that \gv'ill reduce our customers’ downtime for business-critical
systems (0 as close (o zero as possible and offer effective protection and recovery for less critical systems. In striving
for this goal, we seek 1o be the leading provider of software for application availability and data protection. We are
pursuing the following key initiatives: .

* Expand our Customer Base within our Current Markets. We plan to gain additional customers in the

, markets we currently serve by expanding our distribution network to reach more customers and by
leveraging our existing customer base, We believe our customers are very satisfied and will continue to
provide references across multiple industries, multiple configurations and multiple applications. In addition,
we plan to continue to offer enhancements to our current sofiware to broaden its appeal.

« « Cross-sell Existing and .New Software to our Customer Base. We plan to sell software for additional
applications to our current customers and believe that many. of our existing customers will acquire more
licgnses to the software that they are already using, We also believe that a large majority of our customers

* ' will renéw in the future because of their satisfaction with our software and customer support. In 2006,
approximately 56% of our software sales were to existing customers, We plan to offer new software that
complemients our existing software and applications and achieves additional customer objectives. For
example, in February 2006, we introduced a new software line for virtual servers and have alréady sold it to
some existing customers. We expect thal our new offerings primarily will be developed internally, but we
anticipate that we may in‘'some instances hire third-party developers to develop software ofi our behalf or
acquire new.offerings through strategic transactions.

» Enter New Markets. We plan to enter into new ‘markets'and grow our presence in markets where we
currently have a small presence. We expect to do this through expansion of our channel by creating or
expanding relationships with partners that serve different markets, We alse plan to continue to grow our
presence in the larger enterprise market by leveraging our supportive customer base. We believe that small-
and medium-sized enterprises frequently lead in the adoption of cost effective technology solutions out of
necessity and that large institutions follow by replacing more expensive solutions with cost effective
solutions. We have seen organizations in the larger enterprise market adopt our software, and we expect this
trend to continue.

* Expand Globally. We believe that the market potential outside the United States is at least as large as the
" market within and offers us significant growth potential. We plan to extend our global reach though the
expansion of our direct and channel sales efforts and through strategic acquisitions. For example, in
May 2006 we acquired our main European distributor, Sunbelt System Software 8.A.8., which is now known
. as Double-Take Software S.A.S., or Double-Take EMEA, with offices in France, the United Kingdom and
Belgium. We also work closely with Hewlett-Packard, which has a strong intemnational presence and is our
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+ largest OEM, and we plan to'continiié bur incredsed focus and sales support on international sales In August
[ of 2006, we established & full time presefice in Asia.

" .« Continite’to Innovaie” We'planto contmue to focus on'enhancing our existing software and to devélop new,
" ' # innovative software. For example, in- 2006 wé released front-end application managers for Microsoft
- Exchange Sérver and Miérosoft SQL server (Double-Take Application Manager) to facilitate the protection

* +r  ‘of Exchiinge and SQL sérvers, and wé plan‘to offer additional front-end managers for other apphcauons in
the future. In early 2007, we introduced Double-Take Shadowcaster, which provides one to'on¢ full setver
system state recovery in a LAN environment, and Double-Take SRO (Server Recovery Option), which
provides full server system state recovery on each server where’it is installed. We ‘believe that software

. innovations will also help us to expand our addressable market, and we have sofiware in the developrnent
grpelme that we expect will help us to scale up| 10 serve larger entities and to scale down to serve evén smaller
cmerprlses For example we have recéntly 'releaséd software for support of Microsoft’s Smdll Business
Server We also planto commue to monitor market dynam:cs and to’prepare to apply our technology 10 other
“server Dpetating systems to the’ extent s:gmﬁcant market opportumnes exist.

N A

Our Software and Services

Saﬁwam Our software provides continuous protection of data to reduce or eliminate data loss as well as the
ability 10, récover' rapldly the application and server needed (o uuhze that data through autematic’ or manually
initiated ‘failGver, This combmauon of data protection with high avmlablhty failover provides srgmﬁcamly higher
levéls of availability'than solutions that address only data protection or that provide focal farlover clustenng but tlrat
do not provide data redundancy or protection across multiple locations.

"1 We derive nearly all of our sofiwar¢ revénue from our Déuble-Take software, which generated 97% of our total

feveriue for thé year ended' Decémber 31, 2004, 97% of our iotal revenuc for the year ended December 31,2005 and
96% ‘for ‘the year ended December 31, 2006. In addition, we derive substantially alt of our mamtenance and
proféssiofal servrces revenue from” assoc:ated maintenance and cust0mer support of these appltcatrons

I "

Our software is easrly installed on each protected “source server as well as on each “target" server that will
stofe copies '0f the protected-data and be prepared to take over for the protected server and iqts apphcauons This
soﬁware—based approach prowdes'several 1mportant fentures and beneﬁts ,

. Rea!-nme Byte Level Changc Capmre ‘Our ﬁle system ﬂltenng teclmology monitors all file 1nput and
output (]JO) to, ﬁles selected for protection and captures changes as they occur, wtthoul lhe overhead of
) . additional disk, reads to compare file content. This approach captures only the bytes written to the file
system,. rather than fult files or disk blocks "and allows Double -Take to replicate any app]tcatlon data,
»including open files such as databases, messaging systems or other transactional applications. As a result,
+,..data can be protected contmuously wrth very lttt]e. system impact or overhead. .o

* Storage Architecture Independence. Double-Take can replicate to or from almost- any ‘storage type

. supported by the host operating system. Not only can replication occur between storage types such as

. Fibre Channel -or |SCSI Storage Area Networks and drrectly attached disks, but source and target | dtsks that

e have completely drfferent geomet:nes or muluple source, volumes ¢an be consoltdated onto a smgle large

. .' capacrty larget volume As a result, customers can use therr existing storage . syslems and even replicate

between storage systems of drfferent types Only solutions that run along with the applrcauons and replicate
logncal file sysiem structures can provrde this level of ﬂextbrhty and performance.

1+« Integrated-Application and Server Availability. Software replicating betwéen servers ¢an easily monitor
and failover other functions such as server name, 1P addresses or integrated applications between servers. As
a result, not only is data protected, bui the applications that use that data to provide services to users can be

. acnvated quickly and automaucally Double-Take provides appltcatron managers for a variely of the
busmess—cnttcal applrcauons that compames rely on to,run ‘their businesses. .

oty

1 <o Standards-Based™ IP Networking Support. Double-Take utilizes standard IP -networking for data
 -“replication, monitoring and failover, allowing data to bé protected and servers to be managed remotely
-+t gvergreat distances. In addition to’capturing -the smallest byte level changes possible, our software is
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optimized for'long-distance, wide-area network communications providing built-in data compression and
. flow control-capabilities, as well as leveraging advanced functionality such as encryption, wide area network
optimizations and quality of service:controls provided by existing IP infrastructure. R

Fegture

Continuous, Real-time Data

Replication :

Delta File Replication

Replicates Open Files °

Many 1o One Replication,

Automatic Failover

System State Recovery

File Selection

Flow Control

Transmission Limiting

Data Compression -

Double-Take Features and Benefits

Description

File system changes are captured
as they are made on the source
server{s} and transmitted ™
immediately according to system
policies. - '
Only file changes or "deltas” are
captured and transmitted across °
the network.

Even open files.can be mirrored
and changes replicated almost
immediately.

Data from many source servers
may be rephcated to a single
targel server.

Can stand in for multiple servers,
simultaneously,; the target server
assumes the 1P addresses and -
names of failed servers and

‘restarts applications.

Replicates changes, such as
patches to operating systems and
applications.

Users can define which files are to

, be replicated at a volume,
. directory, file and wildcard level,

The location.of data on the target
can also be specified.

Aummancally queues transactions
on the source server if network
resources are not available or are
restricted by policy. -

The amount of bandwidth
available for replication, as well as
start and stop conditions, may be °
defined by the network.
administraior,

Data transmitted between the
source and target may be

.

, compressed, using various
. industry-standard algorithms.

Customer Benefit

Potential for data loss ts reduced '
and somelimes eliminated.. .

The amount of network bandwidth
required (o keep a secondary copy
of data synchronized is minimized,
and datz can be replicated to'a

" remote target server across any IP.

connection.’ s
Applications can be protectcd .

while they are in use providing:, ..,

increased availability and reducing
potential for data loss. . .. -+

Shares the cost of a larget server
among many source machines, and
allows cenl.rahzcd data prolecuon

Users can aulumaucally access,
data on the target server, rcducmg
down-time associated with a-
source (production) server failure.
Enables full server recovery to''
most recent state, including files; -
operating systems and - '
applications. . , | . o
Allows exact control of whlch
files are replicated and where they
are stored for maximum flexibility.

1
Runs reliably in spltc of nctwork
disruptions or peak loads, ‘without
severely affecting the pcrforrnance
of the source server. '~

Allows replication t& share a
network link with other
applications, preserving bandmdlh
for other applications. . ¢.-

Lt LY s !.".

Allows.user to minimize the .

-amount of network bandwidth,

used (o protect data, especially in .
wide area network configurations.
YRR . . .
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Feature * Description Customer Benefit
Centralized Enterprise A graphical management interface ©  Allows user to monitor a large
Management is provided which can be run from  number of servers munning our

Extensive Reporting/

anywhere on the network and
allows the user to control all of
the servers running our software in
their environment. »

An-extensive collection of events;

software from a single central
location, minimizing management
COsls,

Prevents silent failures by

Verification alerts and statistics are made confirming that your data -,
available through standard protection systems are working
mechanisms, including SNMP, . properly.

Log Files and Windows NT/2000

, . Event Viewer/Performance |
Monior.

Software Editions.  Our suite of software has the features and benefits that are described above and is offered

in a variety of versions that are aligned to operating system capabilities. Additional versions include those that have
been specifically crafted to run'within virtual systems and to perform replication only, as well as versions designed
to run within Microsoft Cluster Services called GeoCluster. Some versions are also available from OEM partners
under different brand names, '

Software Products - ’ o

Double-Take for Windows —
Server Edition

Double-Take for Windows —
Advanced Edition

Double-Take for Virtual Systems

Supported Systems

Windows Server 2003 Standard Edition, Winddws Server 2003 Web
Edition’' and Windows 2000 Server

Windows Server 2003 Enterpnse Edition, Windows 2000 Advanced
Server and Windows Powered Appliances

Supports up to five Windows guest operating systems running on a
single virtual server host

Windows Server 2003 Datacenter Edition and Windows 2000
Datacenter Server

Windows Storage, Server 2003 and Windows Powerod NAS devices

ljouble—Take for Windéws_—
Datacenter Edition |

Double-Take for Windows — .
Storage Server Edition (SSE).

Double-Take for Windows —
Small Business Server.Edition

GeoCluster for Windows —
Advanced Edition

GeoCluster for Windows —
Daitacenter Edition _

Double-Take -~ Shadow-Caster

Windows Small Busmess Server 2000 Edition and Windows Small
Business Server 2003 Edition

Microsoft Cluster Service (MSCS) that runs on Windows Server 2003
Enterprise Edition and Windows 2000 Advanced Server

MSCS that runs on Windows Server 2003 Datacenter Edition and
Windows 2000 Datacenter Server

Ruris on Windows Small Business Server 2003 Edition and provides
one to one full server system state recovery in a LAN environment.

An add-on module to Double-Take. Provides full server system state
recovery on each server where it is installed.

]

Double-Take — SRO (Server
Recovery Option)

. Customer Support Services. We provide coﬁprehens;ive customer support, which we consider to be both a
critical asset and a source of competitive advantage. We have developed our support organization to be a key
differentiator for our company and our customers, Unlike the increasing number of software companies that seek to
cut costs attributable to customer support, we have chosen to invest in the customer support experience and take
pride in our personal interaction with our customers. We view our customer support function as a means to drive
renewals, increase licenses with existing customers and acquire new customers. As part of our focus on customer
support, we staff our front line support team with senior technicians with the goal of solving customer issues within
the first call. We aim to provide an exceptional post-sales product experience for each customer. We believe this
support effort will be scalable as our customer base continues to grow.
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+Product support is offered on.an annual basis and can be either purchased in advance or at annual.renewal
points -based on the date ¢f initial software purchase. We have support centers in London, Paris, Brugge.and
Indianapolis. In addition to our support organization, primary product support for channel and OEM customers is
sometimes provided directly by our partners, and we provide escalated engmeenng support for those partners when
needed, ' ' ' . -

Deployment Services. We have a professmnal services organization Lo help our customers with large scalc
and complex deployments, These offerings give our customers access to'our best-practices and knowledge of the
surrounding infrastructure to ensure a clean implementation, However, we do nét consider our professional services
to be strategic to our overall direction, and we try to design and build our software with the idea that it shouild be
simple 1o install and operate without the need for extensive training or associated services. For those clients that
meet the scale_and complexity requirements, our professional services,offerings consist of assessment 'and design
scrwces and implementation and deployment services.

'y 4 . ',

Training. 'We provide a series of training courses. Training is provided both on-site and off-site to fii the wide
variety of needs of our customers and partners The training courses mclude both mslruclor-led as well as computcr—
based class formats. '

Our Customers ) '

As of December 31, 2006, we had more than 10,000 customers in a variety of industries. Our customers use our
software for a variety of purposes in terms of the applications they protect and the configuration of their servers. Our
customers deploy our software in installations ranging from two servers to several hundred servers. Our customers
include Bank of Montreal, the Boston Celtics, Brattleboro Memorial Hospital, Hatch Mot MacDonald, Hershey
Entertainment & Resorts Company, infoUSA Inc., McGuireWoods LLP, MidAmerica Bank, Morgan Suanlgy,
Shorenstein Realty Services, L.P., Suffolk University, The E.W, Scripps Company, The Pentagon, The United States
Securities and Exchange, Com:mssmn, United States Departmem of Defense and the United States Depart.mcnt of
State. Our customers include over half of the Fortune 500 companics, 20 of the 25 largest U.S. law firms in the 2006
The American Lawyer AmLaw 100, over 1,000 financial institutions, over I, 100 hospua]s and healthcare service
prov:ders and over 1,000 school ‘districts and educational mstltutlons

Our Technology

Our software is based on flexible and efficient ﬁlc system n:phcauon technology and advanced server and
application failover technology. Most client/server applications have nol been designed to provide for data
redundancy or application failover to a different server or a different geographic location. Consegquently, . we
had to develop solutions outside of standard application frameworks, utilizing different approaches to ensure that
business-critical applications can be moved and restarted in different locations in a way that is as fast and
transparent to users as possible. Many years of experience across a large installed basé have given us a mature base
of data protection and’ availability lechnologles that we bchevc represent a significant compemwc advamagc )

We believe that our patented archueclure allows our soﬂwam to be easnly adapted to. a]most any operatmg
system. The software’s functionality is built into the user-mode components (soun:e and target) of the software.
which remain largely consistent across operating systems.

The driver compenent is responsible for intercepting file system modifications, determining if the modifi-
cations are selected for replication and passing this information 1o the source component. The driver 'has been
optimized to produce high-throughput with minimal resource requirements and to mlmm,lze.-ﬁle system latency to

the end user. . . . . o . o

The source component packages these transactions and (ransmits them to one or more target machine.)s. The
source componenl queues transactions when the target server or network is cither slow or unavailable and uses
patented compression techniques to minimize the system overhead required for this gueuing. The source
component also controls transmission and initial mirroring, as well as verification, replication set maintenance
and connection management. _




-File system transactions are. transmitted to-the target maching using standard networking mechanisms to
provide interoperability between. various operating systems and high-throughput. The target component then
receives replication transactions from the source component and applies these transactions to the target file system.
The target component is .multi-threaded to handle-efficiently simultaneous ‘transactions from multiple-source
servers to multiple target files. The target component also monitors the source server’s health and performs server
fallover (v1a namc. nctwork address and share.lmount point aliasing) when the source is unavanlable

. Managemenl of our soflware Jis supp-ortcd through various client interfaces, mcludlng a Wm3'2 graphical
interface, a full-screen-text clicnt, and a command-line interface. All client platforms are based on the same set of
common application interface commands, and these functions are available to all third-party developers.

Our GeoCluster software combines our core replication technology with the applicalion' failgver capabilities of
Microsoft Cluster Services (MSCS). GeoCluster eliminates the need for clustered nodes io share access to the sare
physical disk, providing data redundancy and allowing cluster nodes to be placed at different locations, providing
geographic redundancy for the cluster nodes as well as the data. With GeoCluster, mission critical dara is stored on
each cluster node’s local dnves and then replicated. to the other nodes i in the cluster using our patented real-time
replication. GeoCluster can also provide quorum capability, acting as an arbitrator for the cluster in the event that
the cluster nodes are running but cannot communicate. .

Marketing and Sales

We markel and séll our software primarily to or through distribiitors, value-added resellers and OEMs,
supported by an inside and fiéld-based direct'sales force located in the United States and Europe. Our sélling model
is based on building a strong distribution network through which customers can parchasc the software. To date, we
beheve that this selling model has created an'advantagc for us. We - currently have more than 250 scllmg partnefs
within our distfibution and value-added reseller program, and we are addlng more to this group lo meel regional and
technology related needs. To support our partners in our sales channels, our sales group has-been organized in-an

overlay format s0 that our sales teams are working with our partners within any geography to pursve sales jointly.

In addmon, our marketing partners complemem our sales campaigns through seminars, trade shows and joint
advertising. We leverage our customers and partners to provide references and recommendations that we us¢ in our
various promotional and sales activities. These partners include Detl Computer Corporation, 1BM Corporauon.
Microsoft Corporation, Hewlett-Packard Company and VMware, Inc.

The goal of our marketing effort is to develop sales opportunities by increasing the awareness of our software 5
funcuonahty and busincss neod within our target markets and segments. We plan to continue to invest in building
greater Double-Take brand recogmnon in the United States and imternationally through expansion of the use of our
brand, public relations programs mteracuons 'with’ mdustry analysts tradé %hows web search opt:mlzatlon
reglonal semmars and speakmg engagemenls ’

In 2006, we received. approxlmalely 20% of our total revenue from sales of software and services to. Dell
Computer Corporation, which.is the largest reseller of our software and services, approximately, 13% of our total
revenue from sales of software and services through Sunbelt Software Distribution, Inc., which is a reseller of our
software and services, and approximately 4% of our total revenue from sales to Double-Take EMEA, which we
acquired in May 2006 and is a distributor-of our software and services primarily in Europe, the Middte East and
Africa. No other resellers or distributors and no customer accounted for 109 or more of our total revenue in 2006.

. e
L . e . ' L '

Competition

P . .o N N

-« The markets in w!uch we compete are competitive and rapidly changmg Our primary competitors mclude EMC

(Legato), Neverfail, Symantec (Veritas) and CA, Inc. (XOsoft). All of our competitors offer a variety of data protection
and recovery soluuons some ot' which may offer l'ealures lhal we do not offer or have more amacuve pricing.
. The prmcnpal competluvc factors in our. mduslry lnclude i, ‘

e technology; -

* price; ‘.-




, rel;lionshi;')s with OEMs; and

. producl integration;

product functionality and effectiveness;’ ' : '

producl reliability;

capacity for sales support;

ty

scope and quality of customer support;

reputation..r . o o S .

.In ndchuon to these factors, we also compete wnh alternative approaches for data prolcchon and recovery.
Alternauve approaches inciude the fol!owmg technologies:

Tape Backup. Tape backup solutions run on a scheduled ba5|s usually nightly or weekly, backmg up all
files to 1ape or scanning for files that have changed since the last backup and copying those files to tape. Full
recovery from tape usually requires that the operaung system and recovery software first be re- -ingtalléd and
re-confi gured on identical hardware bBefore the data recovery component can begin. Examples of companies
and products in this category include Symantec NetBackup and Backup Exec, IBM Tivoli Storage Manager,
CA Brighistor Enlcrpnsc Backup Legato Networker and CommVauIl ‘Galaxy.

Snapshots. Hardware array based and operating system provided snapshots are tools that can reducc the
time for recovering data, applications and servers. Snapshots operate on a disk volume basis by copying disk
blocks that are about to be overwrilten by changes before allowing new blocks to be written to disk. Because

" many snapshots are just differences from‘one point in time-to another and not full copies of the volume, they

-are dependent on the survival of the original volume and exist in the same geographic location as the ori iginal

volume. Therefore snapshots alone do not provide a complete solution, but can be used in conjunction with
continuous data replication solutions like Double-Take to address many of the above limitations. Snapshot
functionality is usually specific to a particular operating systcm volume manager or disk storage array.
Examples of companics and products in this calcgory mclude Microsoft Volume Shadow Copy Service,
EMC TmeF' ndet and Snapview. - ' <

C!us:enng Server clustering can lmprove the availability of data by providing on¢ or more addmonal
servers 10 resume processing in the event of a hardware or software failure. These systems are expensive,
requiring matched server hardware and certified shared disk subsystems. In addition, server clusters are
generally restricted to very short distances, making’ offsiie dlsaster protection difficult. Shared . disk
clustenng systems continue to have a single pomt of failure in the shared disk subsystem Examplcs of
companies and products in this category include Microsoft Cluster Service, Symantec Cluster Server,
Stecleye LifeKeeper and Legato AutoStart.

Remote Disk Mirroring. Disk mirroring is typically implemented as softwarc within a propnetary stora'g.e
array or as a software driver or appliance between the: server and the primary data stornge. Changes are

.-captured at the disk block ‘level, with entire blocks of data-being mirrored for any size change and any

physical changes to the disk such as temporary files or defragmentation causing replication traffic. Typically,
an operating system must boot and then “mount” the remotely mirrored drive in order 10 make the data
accessible, which requires the operating system and applitations to be installed and correctly configured to
usé the replicated volume, as well as extensive integrity checks. Examples of companies and products in this

" category include EMC SRDF and Mirrorview, Symantec ‘Volume Repllcator, FalconStorlPStor. DataCore
"SANmelody and Hitachi TrueCopy.

Continuous Data Protection (CDP).  Although we have been providing continuous protection of data in
our software for over 10 years, some new vendors have attempted to redefine this term to refer to solutions
that capturc and slore a sequenced log of /O changes or otherwise allow a dala set to be recovered by “rolling
back” 10 a previous point in time. Thesé solutions lypncally focus exclusively on the data “roltback” aspects
and do not consider the need to recover servers and applications as well as data in order \0 resume providing
services to users. Examples of companies and products in this category include Revivio CPS, Mendocino
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Software RecoveryONE, TimeSpring TimeData, Kashya KBX5000 Data Protection Platform and Microsoft
Data Protection Manager.

r 8

In addition, our software competes with companies that also use host-based asynchronous replication, which
relies on software running on the host operating system to intercept small changes being made to files as those
changes are made. In addition to our products, examples of products that use host-based asynchronous replication
include Symantec Replication Exec, Legato Replistor, Neverfail and XOsoft WANSync.

Some of our competitors have greater financial, technical, sales, markeung and other resources than we do, as
well as greater name recognition and a larger overall customer base for their producls Additionally, some of these
competitors have research and development capabilitics that may allow them to develop new or improved products
that may compete with our software. As this market continues lo develop, a number of compames with greater
resources than ours could attempt to enter the market or incredse their presence in this market by acquiring or
forming strategic alliances with our competitors or business partners or by introducing their own competing
pmducls : . 1 .

Our success wnll depend on our ablluy to adapt to these competing forces, to develop more advanced products
more rapidly and less expcnswely than our competitors, to continue to develop a global sales and support network
and to educate potential customers about the benefits of using; our software rather than our competitors’ products.
Our competitors could introduce products with superior features, scalalnlny and funcuonalny at Jower prices than
our software. In addition, some of our customers and potential customers may buy other software or services from
our competitors, and to the extent that they prefer to consolidate their software purchasing from fewer. vcndors may
choose noi 10 continue 10 purchase our software and support services.

We expect additionai ;cpmpelition from other esmbli;hed_and emerging companies. Increased competition
could result in price reductions, reduced gross margins and loss of market share, any of which could harm our
business. ., . L, ) . '

i . M

Research and Development . : . .

We have made a significant investment in developmg and 1mprovmg our software Our resean:h and
development expenditures were $8.7 million, or approximately 29% of our total revenue, for 2004, $9.7 million,
or approximately 24% of our total revenue, for 2005 and $10.7 million, or approxnmalely 8% of our total revenue,
for 2006. Our development team has spec:ﬁc core competencies in Windows development including drivérs, file
systéms, storage, clustcnng, networking and applications such as Exchange, SQL Server, Oracle Database and
SharePoint server. Qur éngineering organization, located in Indianapolis, Indiana, is responsnblc for product
development, quality assurance, product management and documemauon

Intellectunl Pmperty
¢

- Qursuccess as a company depends upon our abllny o protect our core (echnology and intellectual property To
accomplish this, we rely on a combination of intellectual property rights, including patents, trade secrets, copynghts
and trademarks, as well as customary contractual protections. . .

We have been granted two United States patents relating, to our Real Time Backup System which is a
component of all of our products. The granted United States patents will expire in October 2015. These patents and,
to the extent any future patents are issued, may be contested, circumvented or invalidated over the course of our
business, and we may not be able to prevent third-parties from mfnngmg these patents. Therefore, the exact effect of
havmg patents cannot be predicted with cerlalmy

Furthermore, we have registered the Double-Take® and GeoCluster® product lmdcmarks in the United Siates
and have applied for registration for a variety of other trademarks including Double-Take Shadowcaster™,
Double-Take for Virtual Systems™ and Double-Take for Virual Servers™. A third party may contest the
registration of our trademark applications or may bring a claim for infringement .of any of our registered or
non-registered wademarks, . o
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Employeés ’ ) o

As of March 15, 2007, we had 301 employees in offices across the United -Slatcs Europe and Canada. Nonc of
our employecs are represented by Iabor unions, and we consu!er our cum:nt employee relations to be good

.

Executive Officers of Double-'l‘ake Soﬂware

The following table sets forlh mformauon with respect to our execuuve offtcers:

Name ’ .ﬂ;_e_ Posltlon
. Dean Goodermote . . ....,..... . X X Presndcm Chief Executive Officer and Chmrman
of the Board 6f Directors
Robert L. Beeler ................ .. 41 Vice President of Engineering
t: ' ) v oy !
David L Demlow................. .- 39 Chief Technology Officer
S. Craig Huke.. ... .. Ce e ': .. 44  Chief, Financial Officer '
Daniel M, Jones ................. .. 39  Vice President of Sales and Markeung
~ - Michael Lesh ................. ... 62  Vice President of Professnonal Services and-
. . oo - Suppont ) ' t
JoMurciane . ........... ... ... 55  Vice President of EMEA and Pre51dent of Double-
Tnke EMEA

Dean Goodermote joined Double-Take Software in March 2005 as ‘President, Chief Execuuve Ofﬁcer and
Chairman of the board of direciors. Since July 2004 he has also served as Chief Executive Officer of Grid-Analytics
LLC, a concept-stage company he founded focused on aggregated research. From September 2001 to March 2005,
Mr. Goodermote served as a Venture Partner of ABS Capital Partners. From Sepiember 2000 to’ August 2001,
Mr. Goodermote was Chairman and Chief Executive Officer of Clinsoft Corporation, a developer of sofiware for
clinical research. From 1997 to August 2001, Mr. Goodermote was Chainman and President of Domain Solutions
Corporation, a software developer for enterprise applications and the parent of Clinsoft. From May 2000 until
December 2001, Mr. Goodermote founded and was Chief Executive Officer and then the Chaimman of IPWorks,
Inc., a developer of intemet address management software. From August 1996 to May 2000, Mr. Goodermote was
Chief Executive Officer and President of Process Software Corporation, a developer of Intermetworking software.
From August 1986 to February 1997, Mr. Goodermote served in various positions, including eventually President
and Chairman, of Project Software and Development Corporation, later known is MRO Software, Inc., a provider
of software-based asset and service management solutions,

Robert L. Beeler joined Double-Take Software in July 1995 as Vice President of Engineering. From 1996 to
2001, Mr. Beeler served as a member of our board of directors. From July 1991 to July 1995, Mr. Beeler served as
Project Manager, Project Engineer and System/Software Engineer at the Naval Air Warfare Center, where he
supervised and provided technical leadership to a‘development team in support of the Navy Airbome Electronic
Warfare Platform. From 1988 to 1991, Mr. Beeler served as a Software Devcloper for National Field Service Inc

David J. Demlow joined Double-Take Software in 1997 as Vice Pre51dcnt of Product Management and, since
January 2005, has served as our Chief Technology Officer. From 1991 to 1997, Mr. Demlow held the following
positions at Seagate Software: 1994 10 1997, Senior Product Manager, Enterprise Storage Management; 1993 to
1994, Systems Engineer, Sales and Channel Support; 1991 to 1993, Account Rep, Direct and Channel Sales. From
1990 to 199), Mr. Demlow served as a Sales Manager at Business Technology Associates, Inc.

S. Craig Huke joined Double-Take Software in June 2003 as Chief Financial Officer. From May 2001 to
May 2003, Mr. Huke served as Chief Financial Officer for Apogee Networks Systems and Consulting LLC, Inc., 2
privately held software company specializing in ‘network cost visibility and containment. From April 1999 to
May 2001, Mr. Huke served as Chief Financial Officer at Bluestone Software, Inc., an Intemet infrastructure
software company. From April 1998 to April 1999, Mr. Huke'served as Vice President, Finance at Metronet
Communications Corp.. a communications company. From November 1994 to April 1998, Mr. Huke held the
following positions at Seer Technologies, Inc., a software development company: September 1997 10 April 1998,
Vice President & Corporate Controller; November 1996 (o September. 1997, Corporate Controller; November 1995




to November 1996, Director of Financial Reporting and Analysis; and November 1994 to November 1995, Manager
of Fmancnal chorung and Analys:s

Damel M. Jones Jomed Double-Take Soflware in October 200] as Eastern Region Salcs Dnmclor and, since
May 2005, has served as our Vice President of Sales and Marketing. From January 2000 to October 2001, Mr. Jones
served as National Director of Sales at StorageNetworks, a provider of data storage software services 1o major and
global businesses. From January 1998 to January 2000, Mr. Jones served as Vice President of North American Salés
of Net-tel Inc., a provider of internet protocol data and voice services. From June 1996 to December 1997, Mr. Jones
served as Director of Sales at MidCom Communications Inc., a facility-based telecommunications company. From
February 1991 1o June 1996, Mr. Jones held the following positions at ALLNET/Frontier Communications:
May 1993 to June 1996, Area Manager July 1992 to May 1993, District Manager; and July 1991 to July 1992, Sales
Representative.

Michael Lesh joined Double-Take Softwam in June 200! as Vice President of Professmna] Semces and
Support. From QOctober 2000 to June 2001 M. Lesh served as Director, Professional Services at Openpages, Inc.,a
provider of enterprise compliance managemem software. From February 1973 to October 2000, Mr. Lesh héld the
following positions at Data General, a division of EMC Corporation: January 1998 to October 2000, Director,
Professional’ Services; February 1996.10 January 1998, Director, Eastern Operations Professional .Sérvices;
March 1995 to February 1996, Direclor, Technology. Deployment Services; March 1990 1o March 1995, Manager,
Northeast Professional Services; and May 1984 to March 1990, Manager, Regional Systems Engineering.

Jo Murciano joined Double-Take Software in May 2006 as Vice President of EMEA and President of Double-
“Take EMEA, Mr. Murcianc is also Chief Executive Officer and a director of Sunbelt Software Distribution, Ing., one
of our resellers, which' he joined in 1994. From October 1983 to May 2006, Mr. Murciano served as Chairman of
Sunbelit System Software S.A.S., a software distributor that he founded in 1983 and which we acquired in May 2006.
From September 1982 to October 2000, Mr.-Murciano served as Chief Executive Officer of RMH Group; a provider
of development and communication tools- for the IBM AS/400 market that Mr. Murciano founded in 1982:

Available Information : co Yoot T

For more mformauon about us, visit our -web site at www. doublelake com. Our electronic fi lmgs with the SEC
(including our annual report on Form 10-K, quarterly. ~reports on Form 10- -Q and current reports on Form 8-K, and
any amendments to these reports) are available free of charge through our web site as soon as reasonably pracucablc
afier we electronically file with or furnish them to the SEC. . . » -

Item lA Risk Factors

An investmeny in our stock mvalves a hagh degree of nsk. You should carefully consider the fol!owmg risks and
all of the other information sei forth in this annual report before deczdmg to invest in shares of our common stock. If
any of the events or developments described below occur, our business, financial condition or results of operations
could be negatively affected. In that case, the trading price of our common stock could decline, and you could lose
all or pan of your investment in our common stock.

. - .
I ' A .

Risks Relnted to' Our Business

Intense compeunon in our mdusrry may hmder our abu'u‘y to genemte reveniue. and’ may adversely a_ﬂ'ect
our margins. . . . e .

The market for our software is intensely competitive. Our primary compelitors include EMC Corporation
(Legato), Neverfail Group, Ltd., Symantec Corporation (Veritas) and CA, Inc. (XOsoft Inc.). Some of these
companies and many of our other current and potential competitors have longer operating histories and substantially
-greater financial, technical, sales, marketing and other resources than we do, as well as larger installed customer
bases and greater name recognition.. Qur competitors may be able to devote greater resources to the development,
marketing, distribution, sale and support of their products than we can and some may have the gbility to bundle their
data replication offerings with their other products. The extensive relationships that these competitors have with
existing customers may make it increasingly difficult for us to increase -our market share. The resources of these
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competitors also may enable them to respond more’ rapidly to new or emergmg technologles and changes in
customer requirements and to reduce prices 10 win new Customers. AT

As this market continues to develop, a number of other companies with greater resources than ours, including
Microsoft, could atiempt to enter the market or increase their presence by acquiring or formmg slrateglc alhances
with our competitors or business partners or by introducing their own compctmg producls : o

Our success will depend on our ability to adapt to these competitive forces, to develop more advanccd products
more rapidly and less expenswely than our competitors, 16 continue to develop a global sales and support network,
and to educale potential customers ‘about the benefits of using our software rather than our competitors’ products.
Existing or new competitors could introduce products with superior features, scalability and functionality at lower
prices. This could dramatically affect our ability to sell our software.’In addition, some of our customers and
potential customers may buy other software, other competing products and related services from our competitors,
and to the extent that'they prefer to consohdale their software pufchasing from fewer vendors Lhey may choose not
to continue to purchase our software and support services. ' .

We expect additional competition from other established and emerging companies. Increased competition
could result in reduced revenue, price reductions, reduced gross margins and loss of market share any of which
would harm our results of operations. ;
Because a large majority of our sales are made to or through distributors, value-added resellers and
original equipment manufacturers, none of which have any obligation to sell our software applications,
the failure of this distribution network to sell our soﬂware effectively could ma!enally adversely aﬁecl
our-revenue and results of aperaaons : e NN “

Wc rely on dlstnbutors valuc-addcd resellers and ongmal equlpmem manufacturcrs. or OEMs, together with
our inside and field-based d:rect sales force, to sell our products These distributors, rescllcrs and OEMs sell our
software apphcauons and, in some cases, mcorpora!e our softwarc nto systems that they sell, We expect that lhesc
arrangements will continue to generate a large majority of our total revenue. Sales (o or thmugh our distributors,
resellers and OEMs accounted for approximately 93% of our total revenue for the year ended December 31, 2005
and 94% for the year ended December 31, 2006. Sales to or through our top five distributors, resellers and OEMs
accounted for approximately 63% of our total revenue for 2005 and '47% of our total revenue for 2006,

We have limited control over the amount of software that these businesses purchase from us or sell on our
behalf, we do not have long term contracts with any of them, and they have limited obligations to recommend, offer
or sell our software applications, Thus there is no guarantee that this source of revenue will continue at the same
Icvel as it has in the past. Any material decrease in the voluime of sales generated by our larger distributors, resellers
and OEMs could materially adversely affect our revenue and résults of operations in future periods.

We depend on growth in the storage replication market, and lack of growth or contrdction’in this market
could materially adversely affect our sales and financial condition. . toe

Demand for data replication software is driven by several factors, incliding an increased focus on prutecting
business-critical apphcauons government ahd ‘industry ‘régulations requiring data protection and’ fecovery, a
heightened awareness of the potential for natural and man-made disasters and the growth in stored dara from the
increased use of automated systems. Segments of the computer and software industry have in the past éxperienced
significant economic downtums and decreases in demand as a result of changing market factors. A change in the
market factors that are driving demand for data replication software could adversely affect’our sales, proﬁlab:lny
and financial condition. co

Our current products are designed exclusively for the'Microsoft server environment, which exposes us {o
risks if Microsoft products are not compatible with our software or if Microsoft chooses to compele mare
substannally with us in the future

*
.

We currently depend exclusively on customers that dcploy Microsoft products wuhm thclr organizations.
Microsoft could make changes to its software that render our software incompatible or less effective, Furthermore,

13




Microsoft may choose tofocus increased resources on applications that compele with our applications, including
competing applications that Microsoft bundles with its operating platform. These actions, could materially
adversely affect our ability to generate revenue and maintain acceptable profit margins.

. F . v, N ‘e .

We have not éen‘érated net praﬁts' Jor any year since our inception and we may be unable to achieve or.
sustain proﬁ:ablkty m the fu!ure )

. We generated net losses of $IS 3 mllhon for 2004, and $1 1.8 million for 2005, and $0.6 million for 2006. We
may be unable to achieve or sustain proﬁtablhty in future periods. We intend to continuie to expend significant funds
in developing our software offerings and for general corporate purposes, including ma_rkeung, services and sales
operations, hiring additional personnel, upgrading our infrasiructure, and regulatory compliance obligations in
connection with being a public reporting company. We expect that associated expenses will precede any revenue
generated by the increased spending. If, we experience a downturn in our business, we may incur or continue to incur
losses and negative cash flows from operations, which could materially agdversely affect our results of operations
and capitalization.

" Because we generate subslanﬂaﬂy all 0f our revenue from sales of our Double-Take software and rebued
services, a decline in demand for our Double-Take software could materially adversely affect our reveniie,
profitability and JSinancial condition.

f

We detive nearly all of our software revenue: frorn our Double-Take software, which gcnernted approxlmaxcly

" 979 of our total revenue for the years ended December 31, 2005 and December 31,-2006.In addition, we derive

substantially all of our maintenance and professional services revenue from associated maintenance and custorner
support of these applications. As a result, we are particularly vulnerable o fluctuations in demand for these software
appllcanons whether as a résult of competition, product obsolescence, technological change, budgetary constraints
of our customersor other factors. If demand for any of these software applications declines s:gmﬁcamly, our

revenue, proﬁlabllny and financial condition would be adversely affected. ..

We may no: be able to respond to rcchnalogwal changes with new soﬂware apphcauons, which could
matenally adversely affect our sales and profitability. .

. The markets for, our software applications are characterized by rapid technological changes, changing
customer needs, frequent introduction of new- software applications and. evolving industry standards, .The
introduction.of software applications that embody new technologies or the emergence of new industry standards
could make our software applications obsolete or.otherwise unmarketable. As a result, we may not be able to
accurately predict the lifecycle of our software applications, which may. become obsolete before we receive any
revenue or the amount of revenue that we anticipate from them. If any of the foregoing events were to occur, our
ability to retain or increase market share in the storage replication market could be materially adversely affected.

To be successful, we need to anticipate; develap and introduce néw software applications on a timely and
cost-effective basis that keep pace with technological developments and emerging industry standards and that
address the increasingly sophisticated needs of our customers and their budgets. We may fail to develop or sell
software applications that respond to technological changes or evolvmg industry standards, experience difficulties
lhat could delay or prevent the successful development, introduction or sale of these apphcaUOns or fail to develop
apphcauons that adequately meel the requirements of the marketplace or achieve market acceptance. Our failure to
develop and market such applications and services on a timely basis, or at all, could materially adversely affect our
sales and proﬁtabihty , ] .

.Our failure to offer high quality customer support services could harm our reputation and could - .
materially.adversely affect our sales of software applications and results of operations.

Our customers depend on us, and, to some extent, our distribution partners, to resolve implementation,
technical or other issues relating'to our software. A high level of service is critical for the successful marketing and
sale of our software. If we or-our distribution partners do not succeed in helping our customers guickly resolve
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post-deployment issies, our reputation could be harmed and our ability'to make new sales or increase sales to
exxsnng customers could be damaged. '

Defects or errors in our software could adversely affect our reputation, result in significant costs to us
and impair our ability to sell our software.

If our software is determined 1o contain defects or ervors our reputation could be matenially adversely affected,
which could result in significant costs to us and impair our ability to sell our software in the future. The costs we
would incur to correct product defects or errors may be substantial and would adversely affect our operating results.
After the release of our software, defects or ervors have been identificd from time to time by our intemnal team and by
our clients. Such.defects or errors may occur in the future.

Any defects ‘that cause interruptions to the data recovery functions of our apphcatlons or that cause other
applications on the opérating system to malfunction or fail, could result in:

* lost or delayed market acceptance and sales of our software;

« loss of clients; . BN ) . v '
« product liability suits 'againsl us; ' '
+ diversion of development resources;
* injury to our reputation; and

+ increased maintenance and warranty costs.

We may fail to realize the anticipated benefits of our acquisition of Sunbelt System Software S.A.S.

Qur future success will depend in significant part on our ability to realize the operating efficiencies, new
revenue opportunities and cost savings we expect to result from the integration of Sunbelt System Software S.A.S.,
which is now known as Double-Take Software $.A.S., or Double-Take EMEA. Our operating results and financial
condition may be adversely affected if we are unable to integrate successfully the operations of Double-Take
EMEA, or incur unforeseen costs and expenses or experiénce unexpected operating difficulties that offset
anticipated cost.savings. In particular, the integration may involve, among other items, integration of sales,
markeung. billing, accounting, management, personnel, payroll, network infrastructure and other systems and
operating hardware and software, some of which may be incompatible with our existing systems and therefore may
need to be replaced. The integration may place significant strain on our managemenl financial and other resources,

We may not receive significant revenue from our reseamh and dcvelopment efforts for seveml years, ;f at all

We have made a significant investment in developing and improving our software. Our research and
development expenditures were $8.7 million, or approximately 29% of our total revenue, for 2004, $9.7 million,
or approximately 24% of our total revenue, for 2005 and $10.7 million, or approximately 18% of our total revenue,
for 2006. We belicve that we must continue to dedicate a significant amount of our resources 10 our research and
development efforts to maintain.our competitive. position, and we plan to do so. However, we may not receive
significant revenue from these investments for several years following each investment, if ever.

The loss of key ;uersonnel or the failure to attract and rera;'n highly quhhjﬁed' personnel could adversely
affect our business.

. Our future performance depends on the continued service of our key technical, sales, services and management
personnel. We rely on our executive officers and semor management to execute our existing business plans and to
identify and pursue new opportunities. The loss of key employees could result i in significant dlsmptmns to our
business, and the integration of replaccment personnel could be time consuming, cause additional disruptions to our
business and be unsuccessful. We do not carry key person 'life insurance covering any of our employees.

Our future success also depends on our continued ability to attract and retain highly qualified technical,
services and management personnel, Competition for such personnel is intense, and we may fail to retain our key
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technical, services and management employees or attract or retain other highly. qualified technical, services and
management personnel in the future. Conversely, if we fail to manage employee performunce or reduce staffing
levels when required by market conditions, our personnel costs would be excessive and our business and
profitability could be adversely affected.

We will not be able to mamtam our sales growth if we do not retain or attract and train qualrﬁed sa!es
persannel.

y !

A portion of our revenue is generaled by our direct sales force, and our future success will depend in part upon
its continued productivity and expansion. To the extent we experience attrition in our direct sales force, we will need
to hire replacements, We face intense competition for sales personnel in the software industry, and we may not be
successful in retaining, hiring or training our sales personnet in accordance with our plans. If we fail to retain the
expenenced members of our sales force, or maintain and expand our sales force as needed, our future sales and
profitability could be adversely affected. "

Changes in the regulatory environment and general economic condition and other factors in countries in
which we have international sales and operasions could adversely affect our operations.

We derived approximately 24% of our revenue from sales outside the United States in 2005 and approxlmately
29% of our revenue from sales outside the United States in 2006. We anticipate that our acquisition of Double-Take
EMEA in May 2006 will significantly increase the percentage of our revenue generaled from sales outside the
United States in future periods. Our international operations are subject to risks related to the differing legal
political, social and regulatory requirements and economic conditions'of many countries, including:

» difficulties in staffing and managing our international operations; . v

« costs and delays in downsizing non-United States. workforces, if necessary, as a resuli of apphcable
non-United States employment and other laws; :

« the adoption or imposition by foreign countries of additional withholding taxes, other taxes on our income,
or tariffs or other restrictions on foreign trade or investment, including currency exchange controls;

» general economic conditions in the countries in which we operate could adversely affect our eammgs from
operations in those countries;

+- = jmposition.of,.or unexpected adverse changes in, fore:gn laws or regulatory reqmrements may occur,
including those pertaining to export duties and quota, trade and employment restrictions;

* longer payment cycles for sales in foreign countries and difficulties in collecting accounts receivables;

. * competition from local Supplieré; and . o

" o political unrest, war or acts of terrorist;

+ -Each of the foregomg risks could reduce our revenue or increase our expenses.

o . .

We are exposed to domestic and foragn currency ﬂucmanons that could harm our reported revenue and
results of operations. : < : !

Historically, our intemational sales were generally denominated in the United States doIlar As a result of our
acqmsmon of Double-Take EMEA, we now have international sales that are derominated in foreign currencies, and
this revenue could be malenally affected by currency exchangc rate fluctuations. Qur pnmary exposures are to
fluctuations in exchange rates for the United States dollar vérsus thé Euro arid, to a lesser cxtcnt the British Pound.
Changes in currency exchange rates could adversely affect our reported revenue and could require us to reduce our
prices to remain competitive in foreign markets, which could also materially adversely affect our results of
operations, We have not historically hedged exposure to changes in foreign currency exchange rates and, as a result,
we could incur unanticipated gains or losses.
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- Protection of our intellectual property is limited, and any misuse of our, intellectual property by others..
could materially adversely affect our sales and results of aperations.

Proprietary technology.in our software is important to our success. To protect our proprietary rights, we rely on
a combination of patents, copyrights, trademarks, trade secrets,.conftdentiality . piocedures ‘and contractual
provisions, While we own two issued patents, we have not emphasized patents as a source of significant competitive
advantage and have also sought to protect our proprietary technology under laws affordmg protection for trade
secrets, copyright and trademark protccuon of our-software, products and developmenls -whefe dvailable and
appropriate. In addition, our issued patents may not provide us with any competitive advamages or may be
challenged by third parties, and the patcms of olhers may seriously lmpede our ablllly to conduct our. busmess
Further any patents issued to us may ROt be umcly or broad enough to prolec( our propnetary nghls

We also have fivé rcglstcrcd trademarks in the U, S mcludmg the Double-Také mark Although we attempl 10
monitor use of and take steps to prevent third panties ‘from using our ‘tradémarks without” pcnmssron. pollcmg the
unauthorized use, of our trademarks is difficult. If we fail to take steps to enforce.our trademark rights, our
competitive posruon and bm.nd rccognmon may be. dlmlmshcd . P T SN

. s ko [ «

We protect our software, trade secrets and propneta.ry mformatlorl in part, by ré'qumng all of our employccs to
enter into, agreements providing for the maintenance of confidentiality and the assignment of rights'to inventions
made'by them while employed by us: We also enter into non-disclosure agreements with our consultants to protect
our confidential and proprietary information. There can be no assurance 'that our confidentiality agreéments with
our employees, consultants and other third parties will not be breached, that we will-be able to:effectively.enforce
these agreements, have adequate remedies for any breach, or that our trade secrets and other proprietary information
will not be disclosed or othérwise be protected, Furthermicre, there also can' be no.assurance that-others' will not
mdependently develop technologres that are smular or'superior to our technology or reversc engineer ourproducts’

L . " N N PR A N

" Protection of trade secret and othermtellectual property rights in thé markets in which we' operate and compete
is highly uncertain and may involve complex légal and scientific’ questions. The laws of countriés in‘which we
operate may afford little or no protection to our trade secrets and other intellectual property nghts Policing
unauthorized use of our trade secret technologies and proving mlsappropnauon of our technologles is parucularly
difficult, and we expect software piracy td continue to bea persistent problem Plracy of ouf producls represcms a
loss ‘of revenue to us. Fun.hermore any changes in, or unexpected mterpretauons of ‘the tradé secret’ and other
intellectual property laws in any country'in which we operate inay adversely affect our abllny to enforce our lmde
secret and intellectual property rights. Costly and time-consuming litigation could be nécessary 1o efiforce and
determme the, scope of our confidential information and trade secret protection. If we are unable to protect our
proprietary rights or jif. thrd-pames mdependemly devclop or gain access 10 ,our,or srmllar technologles our
competilive position and revenue could suffer. s S N R

] [

il e . L -’ !
Chums that we misu.re the imellectuai properry of others could subject us to. s:gmﬁcant habduy and.- r.
disrupt our business, which could matemllly adversely affect our results of opmu‘wns and ﬁnanczal
condition. '~ “foe AR FEE AL

Because of the nature of our business, ‘we may become subject’ to"aterial -clairiis of infringéient by
competitors and other third-parties with respect to current or future software applications, trademarks or other
proprietary rights. Qur competitors, some of which may have subsumtlally [Breater resources than us and have made
significant investments in competing technologles or products. may have, or seek to apply for and oblam patents
that will prevent, limit or interfere with our ability to make, use and sell gur current and future products, and we may
not be successful in dcfcndmg allegations of .infringement of- these patents: Further, we may not.be aware, of ail of
the patents and other intellectual .property rights owned by third-parties.that,may be potentially adverse:to our
interests. We may need to resort to litigation to enforce .our proprietary rights or to determine-the scope and validity
of a third party’s patents of other proprietary rights, including whether any of ocur products or processes infringe the
patents or other proprietary rights of third-parties. The outcome of any such proceedings. is.uncenain and, if
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unfavorable, could significantly harm our business. If we do not prevail in this type of litigation, we may be required
to: o -

« pay damages, including actual monetary damages, royalties, lost proﬁts or other damages and thlrd-pany s
L attomeys fees, which may be substantial; : " o

. cXpend s:g;mﬁcant tlmc and resources tq modlfy or redesign the aﬁ‘ccted producls or proccdures 50 r.hat they
do not infringe a third-party’s patents or other intellectual property rights; further, there can be no assurance
- that we will be successful in medifying or redesigning the aﬂ’ected products or procedures; -

» obtain a license in ordcr fo continue manufactunng or markcung the affected products or processes. and pay
license fees and royalties; if we are able w0 obtain such a license, it may be non-exclusive, gwmg our
competitors access to the same intellectual property, or the patent owner may reqmrc that we grant a
cross-hcense to pan of our proprietary tochno]ogles or

» stop the development, manufacture, use, marketing or sale of the affected products through & court-ordered
sanction called an injunction, if a license is not available on'acceptable terms, or not'available af ail; or our
atiempts to redeslgn !he aﬂ'octed products are unsucoessful

W’ A o

- Any of these events could: adversely affect our busmess strategy and the value of our business. In addition, the
defense and prosecution of .intellectual property suits, interferences, oppositions and related .legal and
administrative proceedings in the United States and elsewhere, even if resolved.in our favor, could be expensive,
time consuming, gencrate negative pubhc1ty and could divert financial and managenal resources.

In. December, 2005, we agroed 10 terms_ for settlemem of a lega] proceedmg wnh a prov1der of mformauon
storage systems that involved claims regarding some of the intellectual .property components of our software.
Pursuant to a settiement agreement, we paid $3.8 million in January 2006 and agreed to pay, or make purchase of
their products for our use or for resale in amounts equal to, $500,000 in each of January 2607, 2008, 2009 and 2010.
For January 2007, we purchased products to fulfill this agreement in December of 2006. .

We expect that software developers will mcreasmgly be subjecl 10 mfnngement claims as the number of
software applications and compemors in our industry segment grows and the functionality of software appllcamms
in different industry segments overlaps. Thus, we could bc subject to additional patent mfnngemenl clairis in the
future, There can be no assurance that the claims that may arise in the future can be amacably d:sposcd of, and it is
possible that litigation could ensue. )

,

intellectuat property litigation can be complex, costly and protracted. As a result, cany intellectual’ propeny
litigation to which we are subject could disrupt our business operations, requiré us to incur substanual costs ‘and
subject us to significant liabilities, each of which could severely harm our business: " :

Plaintiffs in intellectual property cases often seek injunctive relief. Any intellectual property litigation
commenced agamst us could force us to take acuons that could be harmful to our busmess, mcludmg the followmg

.
. .

« stop sellmg our products or using the technology that comams the allcgedly mfnngmg mtcllcctual property;

* attempt to obtain a license to use the relevant intellectual property, which may not be available on reasonable
_ terms or at all; and

. anempt to redcsngn thc producls that allegedly uﬁnngod upon the mtcl]ectual propcrty

If we are forced to take any of the foregoing actions, our business, financial position and operating results could
be harmed. We may not bé able to develop, license or acquire non-infringing technology under reasonable terrns, if
at all. These developments would result ini an ‘inability to compete for customers ‘and -would adversely affect oui
ability to increase our revenue: The measure of damages in intellectval property litigation can be complex; and is
often subjective or uncertain. If we were to be found liable for the infringement of a third party’s proprictary rights,
the amount of damages we might have to pay could be substantial and would be difficult to predict.
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We may engage in future acquisitions or investments. thas present many risks, and we may not realize the
anticipated financial end strategic goais for any of these transactions. e, .o

We do not have significant experience acquiring companies. Since our inception, our only acquisition has been
the acquisition of Double-Take EMEA. We may acquire or make investments in additional compantes. Acquisitions
and investment$ involve & number of difficulties that present risks to our business, including the following:

1. L . i . . . oo
.« we may be unable-to achieve the anticipated benefits from the acquisition or investment;
Py e

* we may havc difficulty integrating the operauons and personnel of the acquired busmcss. and may have
« . difficulty retaining the key personnel of the acquired business; ) . a,

* we inay have,diﬂicully'v_incorporating the acquired technologies or products with our existing software and
technology; .

" our ongoing business and managemem 5 auennon may be disrupted or diverted by transition or integration

issues and the complcmy of managing gcographlcally and culturally dlvcrsc locauons Col

= we may have difficulty maintaining uniform standards, controls, procedures and policies across locations;
and -

* we may experience significant problems or liabilities associated with -product quality, technology and legal
contingencies. .

These factors could materially adversely affect our business, results of operations and financial condition or
cash flow, particularly in the case of a farger acquisition or multiple acquisitions in a short period of time. From time
to lime, we may enter into negotiations for acquisitions or.investments that are not ultimatcly consummated. These
negotiations could result in significant diversion of management time, as well as expense. ' .

The consideration paid for an investment or acquisition may also affect our financtal results. If we were to
proceed with one or more significant acquisitions in which the consideration included cash, we could. be required to
use a substantial portion of our available cash, including proceeds of our initial public offering. To the extent we
issue shares of our capital stock or other rights to purchase shares of our capital stock’as consideration for the
acquisitions, including options or other rights, our existing stockholders may be diluted, and our eamings per share
may decrease. In addition, acquisitions may result in the incurrence of debt, write-offs and restructuring charges.
They may also fesult in goodwill and other intangible asscts that ‘are subject to an impairment test, which could
result in future impairment charges.

We cannot predict our future capital needs and we may be unable to obtain additional financing to fund
acquisitions, which could materially adversely affect our business, results of operations and financial
condition. ’ C

! . 1 [

"We may need to raise additional funds in the future in order to acquire complementary businesses,
technologies, products or services. Any required additional financing may not be available on terms acceptable
to us, or at all. If we raise additional funds by issuing equity securities, you may experience significant dilution of
your ownership interest, and the newly-issued securities may have rights senior to those of the holders of our
common stock. If we raise additional funds by obtaining loans from third-parties, the terms of those financing
arrangemenis may include negative covenants or other restrictions on our business that could impair our operational
flexibiliry, and would also require us to fund additional interest expense. If additional financing is not-available
when required or is not available on-acceptable terms, we may be unable to successfully develop or enhance our
software and services through acquisitions in order to take advantage of business opportunities or respond (o
competitive pressures, which could materially adversely affect our software and services offerings; revenue, results
of operations and financial condition. We have ng current plans, nor are we currently considering any proposals or
arrangements, writien or otherwise, 10 acquire a business or a material technology, product or service.
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- We are incurring significant.costs as a result of operating as a public company that we have not
previously incurred, and our management and key employees will required to devote substantial time to.
compliance initiatives.

. We have operated as a public company only since December 14, 2006. As a, public company, we incur
significant legal, accounting and other expenses that we did not incur as a private company. In addition, the
Sarbanes-Oxley Act of 2002, as well as new rules implemented by the SEC and NASDAQ, impose various new
requirements on public companies, including requiring changes in corporate governance practices. Our
management and other personne! are devoling substantial amounts of time to these new compliance initiatives.
Moreover, these' rules and regulations have significantly increased our iegal and financial compliance costs and
have made some activities more time-consuming aiid costly. In addition, we have and will -continue to incur
additional costs associated with our public company reporting requirements. We will incur significant costs to
remediate any material weaknesses we identify through these efforis. These niles and regulations have made it more
difficult and more cxpensive for us to obtain director and officer liability insurance, We currently are evaluating and
monitoring developments with respect to these rules, and we cannot predict or estimate the amount of additional
costs we may incur or the timing of such costs. If our profitability is adversely affected because, of these additional
cosls, it could have a negative effect on the trading price of our commion ‘stock. o

- .
. .. +

Risks Related to Our Common Stock

‘We may experience a'decline in revenue or volatility in our operating results, which may. adversely affect
the market price of our common stock.

We cannot prediét our future revenue with certainty because of many factors outside of our control. A
significani revenue or profit decline, lowered forecasts.or volatility in our operating results.could cause the market
price of our coinmon stock to decline substantially. Factors that could affect our revenue and operating results
include the following: o - ’ :

* . . .

« the possibility that our customers may cancel, defer or limit purchases as a result of reduced information
technology budgets; : . .

] ' ' . ’ .
the possibility that our customers may defer purchases of our software applications in anticipation of new
. softwarg applications or updates from us or our competitors; | . T . :

-

the ability o'f our distributors, value-added re'sellgrs;, and OEMg to meet their sales ijecﬁveé;

! T Fl . 4

market acceptance of our new applications and enhancements;

our ability, to control expenses;

« changes in our pricing and distribuition terms or those of dur competitors; _

+ the demands on our management, sales force and services infrastructure as a result of the introduction of new
* *  software applications or updates; and . ’ ' c

« the possibility that our businéss will be adversely affected as a result of the threat of terrorism or military
actions taken by the United States or its allies. : : . :

- Our expense levels are relatively fixed and are based, in part, on our expectations of our future revenue.. If
revenue levels fall.below our-expectations, our net income would decrease because only & small portion of our
expenses varics with our revenue. Therefore, any significant decline in revenue for any period ¢ould have an
immediate adverse impact on our results of operations for the period. We believe that period-to-period comparisons
of our results of operations should not be relied upon as an indication of future performance. in addition, our results
of operations could be below expectations of public market analysts and investors in future periods, which would
likely cause the market price of our common stock 1o decline. : . : .
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If:securities analysts do not publish research or.reports about our busmess or u’ they pubhsh ncgaave
evaluations of our stock, the price of our stock could decline. . -

"The trading market for our common stockK relies in part on the research and reports that industry or financial
analysts publish about us or our business. If one of more of the analysts covering us downgrade their evaluations ‘of
our stock, the price of our stock could decline. if one or more of these analysts cease coverage of our company, we
could lose v151b|l1ty in the markct for our stock, whlch in lum could cause our stock pnce to declmc .

Sales of outstanding skares of our common stock into the market in the future coufd cause the market

' price of our common “stock to drop s:gmﬁcantly, even gf our busmess is doing well.- o

If our existing stockholdcrs sell, or md:cate an intefition to sell, substantial amounts of our coimmon stock in the
public market, the trachng price of our comimon stock could decline, A$ of March'15, 2007, a total of
11,481,677 shares of bur éommon stock, or 55% of our outstanding shares as-of March 15, 2007, are currently
restricted as a result of securities laws or lock-up agreements but will be able to be sold in the near future. In
addition, the holders of an aggregate of 9,202,329 shares of our common- stock ‘as of*March 15, 2007, have
registration rights with respect to their shares of common stock. These registration rights include demand
registration rights, in which these stockholders are entitled 10 require us to register the sale of their shares under
the Securities Act on up to three occasions on SEC Form S-1 and on an unlimited number of occasions on
SEC Form S-3, and piggyback registration rights, in which the stockholders with the registration’ nghts are entitled
to require us to include their shares in a registration of our securities for sale by us or by other.security holders.

Duc to these factors, sales of a substantlal number of shares of our common stock in the pubhc markel could
occur al any time. These sales, or the perception in the ma.rke( that the holders of a large number of shares mlcnd to
sell shares, could reduce the market price of our common stock.

After the lockup agreements pertaining to our initial public offering expire on June 12, 2007, up to an
additional 11.7 million shares will be eligible for sale in the public market, 9.0 million of which are heid by
directors, executive officers and other affiliates and will be subject to volume limitations under Rule 144 under the
Securities Act of 1933 as amended, or the Securities Act. In addition, the 0.2 million shares subject to cutstanding
warrants and the 3.0 million shares underlying oplions' that are cither subject to the terms.of our equity
compcnsauon plans or reserved for future issuance under our equity compensation plans will become eligible
for sale in the public market to the extent péimitted by the provisions of various option agreements and warrants, the
lockup agreemems and Rules 144 and 701 under the Securities Act. If these additional shares are’sold, or' if itis
percewed lhal they wnl] be sold, in the pubhc market, the tradmg pncc of our common stock could dcclmc

Some of our stockholdcrs may exeﬂ significant mﬂuence over us. -

Two'general partners of ABS 'Capital Partners currently serve on’our-board 'of directors. 'Afﬁhales of
ABS Capital Parthers own in the’ aggregate shares represcmmg ‘approximately 29.9% of ouf outstandmg voting
power: As a result, these stockholders will be able to exert significant influence over all matters presented to our
stockholders for approval, including election and removal of our directors and change of control transactions. The
interests of these stockholders may not coincide with the mteresls of the other holders of our common stock with
respect to our operations or sirategy.

-

. . " N

*" . ' s 1L v “

We do not ammpate paymg any dividends on our common stock.

+ We do not anticipate paying.any cash dwxdends on our COMmon stock in thc foreseeab!e future. If. we do not
pay cash dividends, you could only receive a return on your investment in the common stock if the market price of
the common stock increases before you sell your shares. In addition, the terms of our loan, and.secunty agrccmcm
restrict our ability to pay dividends. . . . . . o
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Provisions in our organizational documents-and in the Delaware General Corporauon ‘Law may prevént
takeover attempts that could be beneficial to our stockholders. + - . <

Provisions in our charter and bylaws and in the Delawarc General Corporation Law may make it difficult and
expensive for a third party te pursue a takeover attempt wc oppose evenif achange in control of our company would
be beneficial, to the interests of our. stockholders. Our board of directors has the authority to.issue up to
20,000,000 shares of prefemed stock in one or. more series and to fix the powers, preferences and rights ‘of each
series without stockholder approval. The ability to issue preferred stock could discourage unsolicited acquisition
proposals or make it more difficult for a third-party to gain control of our company, or otherwise could adversely
affect the market price of our common stock: Further, as a Delaware corporation, we are subject to Section 203 of
the Delaware General Corpomuon Law..This section generally prohibits us-from engaging in mergers and other
business combinations with stockholders that beneficially own 15% or more of our voling stock, or with their
affiliates, unless our directors or stockholders approve the business combination in the prescribed manner. However,
because funds affiliated .with' ABS Capital, Partners acquired their shares prior to our initial public offering,
Section 203 is currently. inapplicable to any. business combination or transaction with it or its affiliates. ,

lte 1B. Unresolved Staff Comments. . R
" Not applicable. B ' '

Item 2, Propemes . .,< . - .

-

* We maintain office space in Southborough, Massachusetts, Paris, France, Worcester, United l(mgdom, Hoboken,
New Jersey, and lndlanapohs Indiana, where we have our dcvelopmenl operauons and principal call center. We have
45,429 square feet of office Space in Indianapolis pursuam to'a lease that expires in 2010. We also mainitain sales offices
in multiple locations worldwide. We believe that our currént facilities are suitable and adequate to meet our current
needs, and we intend to add new facilities or expand existing facilities as we add employces. '

'ltem 3 Legal Proceedmgs

. ' s y d .

We currently have no material legal proceedmgs pendmg L v

L , i . " . o

Itém 4. Submuswn of Marrers to a Yote of Secun'ty Holders. . - .

By wrmen consem dated November 2, 2006 a majonty of Lhe holderp of lhe capital stock of our Company,
entitled to vote at cach meelmg of our stockho!ders and a inajority of the issued and outstanding shares of our
Series B Convertible Preferred Stock and our Senes C. Convertible Preferred Stock, voting together as a smgle
voting clnss (|) approved an amendment to our Amended and Restated Certificate of Incorporation (the “Charter”)
to effect a 1-for-4.9 reverse stock split of our common stock, (ii) approved the Second Amended and Restated
Certificate of Incorporation, amending and restating.our Charter, and.(iii) approved and adopted an increase,in the
number of shares of our common stock available for issuance pursuant to the Double-Take Software 2006 Omnibus
Incentive Plan. Each: of the foregoing items was approved by holders of 13,633,333 shares of our Series B
Convertible Preferréd Stock then outstanding and 7,840,092 shares of our-Series C Convertible Preferred Stock then
outstanding. There were no votes cast against or withheld and no abstentions with respect to.the foregoing items.

By wmten consent datcd December 15,2006 a majority of the issued and outstanding shares bf our Series B
Conveftible Preferred Stock approved and consentéd (o the conversion of Series B Convertible Preferred Stock into
our common stock upon the closing of our initial public offering of our common stock. The ‘foregoirig item was
approved and consented to by holders of 13,633,333 shares of our Series B Convertible Preferred Stock then
outstanding. There were no voles cast against or wnhheld and no abstenuons with respect to the foregomg itern.

By written consent dated December 15, 2006 a majority of the lSSUCd and oulstandmg shares of our Scries C
Convertiblé Preferred Stock approved and consented to the conversion of Series C Convertible Preferred Stock into
‘our common stock upon the closing -of our.initial public offering of.our common stock: The foregoing item was
approved and consented to by holders of 7,840,092 shares-ofour Series C Convertible Preferred Stock then
outstanding. There were no votes cast against or withheld and no abstentions with respect to the foregoing item.
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PART II

ltem 5. Market for Registrant’s Cammon Equity, Relaled Stockholder Matters and Issuer Purchases of
Equity Secun:tes

Market Information S ' . . ;

Since December 15, 2006 our common stock has traded on the NASDAQ Global Market under the symbol
“DBTK." Prior to trading on the NASDAQ Global Market our common stock was not listed or quoted on any
national cxchange or market system. ) ,

The following table sets forth, for the penods indicated, the high and low sale price for our common stock as
reported on the NASDAQ Global Market.

Year Ended December 31, 2006 . _ ) . High Low
4'" Quanter
(December 15 through December 31) ............ e TP $13.60 $11.80

On March 15, 2007, the Iast sale price reported on the NASDAQ Global Market for our comumon stock was
$14.14. . . - ) .
Stockholders .

As of March 15, 2007, there were 287 holders of record of our common stock.

Dividends

We did not pay cash dividends on our common stock in 2005 or 2006 and we do not anticipate that we will pay
cash dividends on our common stock in the foresecable future. Future declaration and payment of dividends, if any,
on our common stock will be determined by our board of directors in light of Factors the board of directors deems
relevant, including our eamnings, operations, capital requirements and financial condition and restrictions in our
financing agreements. In addition, the terms of our loan and secumy agreement with SIIICOII Valley Bank restrict
our ability 1o pay dividends.

Securities Authorized for Issuance under Equity Compensation Plans

Information regarding securilies authorized for issuance under our equity compensation plans is included in
ltem 12 of this annual report.
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Performance Graph

The graph set forth below compares the cumulative total slockho]der return on our common stock between
December 15; 2006 (the' date our common stock |n1ually began tradmg on the' NASDAQ Global Market) and
December 31, 2006, with the cumulative total return of (i) the NASDAQ Composite [ndex dnd (ii) the NASDAQ
Technology Index, over the same period. This graph assumes the investment of $100,000 on Decciber 15; 2006 in
our common stock, the NASDAQ Composite Index and the NASDAQ Technology Index, and assumes the
reinvestment of dividends, if any. The graph assumes the lmual value of our common stock on December is, 2006
was thie'closing price of $12.66 per share. The comparisons shown in the graph below are baséd upon hlsloncal data
We caution that the stock price performance shown in the graph below is ilot necessarily mdlcauve of, nor is"it
intended. to forecast, the potential future performance of our common stock. . . < e '
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Use of Proceeds

On December 14, 2006, our Registration Statement on Form S-1 (333-136499) covering our initial public offering
was declared effective by the SEC, and the offering commenced the following day. We registered 5,000,000 shares of
common stock to be sold by us, 2,500,000 shares to be sold by selling stockholders and an additional 1,125,000 to be sold
by selling stockholders to cover an over-allotment option granted (o the underwriters. Cowen & Company, LLC and
Thomas Weisel Partners LLC acted as joint bookrunning managers for the offering. The initial closing of the offering was
on December 20, 2006, at which time we sold 5,000,000 shares and the selling stockholders sold 2,500,000 shares. The
closing of the underwriters' over-atlotment option and the offering closed on January 5, 2007, at which time the selling
stockholders sold an additional 1,125,000 shares.

The shares sold by us and the selling stockholders at the initial closing were sold ata price to the public of $11.00 per
share. Costs incurred in connection with the issuance and distribution of the securities registered were as follows:

» Underwriting discounts and commissions — $3,850,000

24




* Other expenses — $3,601,000, which included payments for legal services incurred on behalf of certain of
the sciling stockholders for their participation in the offering, including: ABS Capital Partners [V, L.P., ABS
Capital Partners IV-A, L.P,, ABS Capital Partners [V Offshore L.P. and ABS Capital Partners IV Special
Offshore L.P., which we refer 10 collectively as the ABS Entities, for whom two of our directors, Laura S.

, Witt and Ashoke (Bobby) Goswami, each serve as a managing member of the general partner, Robert
Beeler; Dave Demlow; and Mike Lesh. '

s Total expenses — $7,451,000.

Except as noted above, none of these payments were direct or indirect payments to directors or officers of the
Company or their associates or to persons owning 10% or more of any class of equity securities of the Company or.
any of our affiliates. The ne1 offering procceds 1o us after deducting the total expenses described above totalcd
approximately $47.5 million. v

As of December 31, 2006, we had used approximately $10.2 million of the net proceeds to fund a mandatory
payment to the holders of our Series B convertible preferred stock in connection with the conversion of the
outstanding ‘shares of our Series B convertible preferred stock immediately before the completion of our initial
public offering, which included payments 1o the ABS Entities on a pro rata basis in accordance with their ownership
of our Series B convertible preferred stock. We intend to use the remaining $37.4 million of the net proceeds from
the offering for working capital and other general corporate purposes. '

We pursue acquisitions of other businesses as part of our business strategy and may use a portion of the net procecds
to fund these acquisitions. We have no agreement with respect to any acquisition, although we assess opportunities on an
ongoing basis and from time to time have discussions with other companies about potential ransactions.

Our management will have significant flexibility in applying the net proceeds of the offering. Further,
changing business conditions and unforeseen circumstances could cause the actual amounts used for these purposes
to vary from our estimates. Pending their use, we have invested the net proceeds of the offermg in shon-term,
interest-bearing -securities. We cannot predict whether the proceeds invested will yield a favorable return.

Issuer Purchases of Equity Securities

None.

[tem 6. Selected Financial Data,

The following selected consolidated financial data should be read in conjunction with our audited consolidated
financial statements and related notes thereto and with Management’s Discussion and Analysis of Financial Condition
and Results of Operations, which are included elsewhere in this annual report. The consolidated statement of operations
data for the years ended December 31, 2006, 2005 and 2004, and the selected consolidated balance sheet data as of
December 31, 2006 and 2005 are derived from, and are qualified by reference to, the audited consolidated financial
statements included in the annual report. The consolidated stalement of operations data for the years ended December 31,
2003 and 2002, and the consolidated balance sheet data as of December 31, 2004, 2003, and 2002 are derived from
audited consolidated financial statements which are not included in the Annual Report

Year Ended December 3,

2006 2005 2004 2003 "7 2002
Statement of Operations Data: a v
Revenue: ' .
Software licenses . ......ovie e nenan $38418 $26,222 $19,943 $ 16,283 '$ 10.200
Maintenancé and professional services .. ......... 22422 14.488 -9.895 7,650 4,125
vTotal TeVenUe . .. .. vt et 60,840 40,710 29,838 23,933 14,325
Cost of revenue:
Software licenses . .. ........ ... 1,355 38 559 1.426 1,35]
Maintenance and professional services ........... 6,193 4,357 3,694 3,103 2,182
Totalcostof revenue. . . ... erinnnnnns 7,548 4,395 4253 4,529 3,533
Grossprofit . . ........ . . . 53,292 36,315 25,585 19.404 10,792




Year Ended December 31, . .

2006 2005 2004 2003 2002
Operating expenses: o ! ) ' ct
_ Sales and marketing . . ...t 22,211 17,191 16,188 13,654 10,307
Research and development ... ....... e 10,679 - 9,748 8,717 6,373 6,645
General and administrative . ..............c0v... 11,824 6,730 5,666 5,253 3,532
Depreciation and amortization. .. ............... 1,613 305 - 527 1,617 1,753
“l’xgal fees and settlement costs......... ST o 5671 1,755 200 —_
. Total operating expenses. .. ................. 46,327 40,145 32,853 27,097 22,237
Operating income (loss) . ............... MU y 6,965 (3.830) . (7.268) (7,693) (11,445)
Interestincome .............cciuviiriivnnn.nn 319 33 7 - 19 19
Interest eXpense . . ... ..o v ittt i @1 (36) {765) - (341) (2,923
Foreign exchange gains . .............. ... ..... 56 — — — —
Income:(loss) before income taxes ........ e i . 7,249 (3,783 (8,026) ° (8,015) (14,349
INCOME 18X EXPENSE . . . . vt veinnnerenneliin., 494 — — — $—
Netincome (10S8). .. .. .ovviveinreinnnnnnnnn. 6,755  (3.783) (8,026) (8,015) (14,349)
Less:
" Accretion of preferred stock . .................. (4,496) (5332) (5314)° (4,928) «(1,240)
Reduction in Series B preferred stock conversion ‘

50 L S -— — — . (1,194) —
Warrants exchanged for common stock............. — — —_ R C))
Exchange of Series A for Series B preferred stock . ., . — — - — (51D
Dividends on preferred stock . ......... ...l (2.830) _ (2.686) _ (2.029) _( 1,637) (206)
Net loss atiributable to common stockholders .."...... $ (571} $(11,801) $(15,369) $(15,774) ‘$(17.3}0)
Net loss per share attributable to common stockholders:

Basicanddiluted ...........oviiniiiiinnnne, $ (0.13) 3§ (311} § (406) § (4.16) § (6.57)
Weighted-average number of shares used in per share
amounts:
Basicanddiluted ................. ..o u.s 4,306 3,789 3,786 3,786 2,633
Dec'ember 3, .
. _ 2006 2005 2004 2003 2002
Balance Sheet Data:
Currént assets:- S ' '
Cash and cash equiivalents . . . .............. $55,170 % 8341 $ 5831 $ 676 $ 4373
"Working Capital . . ...................... 43,674 (2,256) 497 62 ' 3955
Total ASSELS ... ovvvevnnre i 71,026 18,590 13,318 8,772 11,307
Deferred revenue. . . ... e e 16,744 10,562 7,304 4,144 2,292
Long-term deferred revenue, .. ............. 3,977 2,887 1,607 586 —
Long-term deferred rent . ................. 406 518 610 668 692
Long-term capital lease obligations . . ........ .o 17 7 38 — —
Redeemable convertible preferred stock......... — 50,561 42,489 27,646 19,501
_ Total stockholders’ equity (deficit). .......... $45230  $(54.307) $(42,601) $(27.386) .$13,077)
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Item 7. Management’s Discussion and Analysis of Financial Condifion and Results of Operations.

You should read the following discussion and analysis together with our financial starements and the related
notes included elsewhere in this annual report.

Overview

Double-Take Software develops, sclls and supports affordable software that reduces downtime and protects
data for business-critical systems. We believe that we are the leading supplier of replication software for Microsoft
server environmenis. By simply loading our software onto servers running current Windows operating systems,
organizations of any size can maintain an off-site standby server with replicated data, providing rapid recovery in
the event of a disaster. We estimate that we have sold licenses for approximately 105,000 copies of Double-Take to
more than 10,000 customers.

In recent years, we have experienced substantial growth, increasing our total revenue from $14.3 million for
the year ended December 31, 2002 to $60.8 million for the year ended December 31, 2006, and we have gone from
having net losses of $14.3 million to a net income of $6.8 million during that same period. We believe that our focus
on providing affordable replication software to companies of all sizes through an efficient direct sales team and a
robust distribution network has been instrumental to our continued revenue growth. Revenue generated by sales of
our software representéd 63% of our total revenue in 2006, Sales of maintenance and professional services
generated the remainder of our revenue.

As a result of our investments in developing our software and establishing our broad distribution network (as
well as legal fees and settlement costs associated with the defense and setitement of a legal case involving our
intellectual property) we experienced significant operating losses through 2005. Our ability to increase the
productivity of our sales force and distribution partners while controlling our other expenses has driven an
improvement in our results, from an operating loss of $11.4 million and a net loss of $14.3 million in 2002 10 an
operating and net loss of $3.8 million in 2005. We achieved operating income of $7.0 million and net income of
$6.8 million in 2006.

We commenced operations in 1991, primarily developing software for load balancing between network
interface cards of servers running NetWare, a then-popular network operating system developed by Novell, Inc. We
released the first Windows-based version of Double-Take in 1996 based, in part, on these experiences.

- Some Important Aspects of Qur Operations

We license our software under perpetual licenses to end-user customers directly and to a network of
distributors, value-added resellers and original equipment manufacturers, or OEMs. Our distributors primarily
sell our software to our resellers, Our resellers bundle or sell our software together with their own products and also
sell our software independently, Our OEMs market, sell and support our software and services on a stand-alone
basis and incorporate our software into their own hardware and sofiware products.

Software sales made to or through our distributors, value-added resellers and OEMs gencrated approximately
94% of total software revenue in 2006. During 2006, approximately 6% of our software sales were made solely by
our direct sales force, approximately 15% were made to our distributors for sale to value-added resellers,
approximately 73% of which were made directly through resellers and approximately 6% were made through
OEMs, primarily Hewlett-Packard Co. We believe that we will need to continue to maintain close relationships with
our partners to sustain and increase profitability. We have no current plans to focus future growth on one distribution
channel versus another. We believe our direct sales force complements our indirect distribution network, and we
intend to continue to increase revenue gencrated by both.

In 2006, the median price of sales of Double-Take software licenses to customers was approximately $4,000
and the average sales cycle was less than three months. The pricing of our product has not materially changed from
2003 through 2006. We believe that these factors have contributed to more balanced sales throughout the quanier
and more predictable revenue streams in comparison to other software companies with perpetual license modets.
We believe that the affordability of our sofiware is a competitive advantage, '
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On May 23, 2006, we completed our acquisition of Sunbelt System Software §.A.S., which is now known as
Double-Take Software S.A.S., or Double-Take EMEA. From 1998 through the acquisition date, Double-Take
EMEA was the principal or cxclusive distributor of our software in our European, Middle Eastern and African
markets and a certified Double-Take training organization. Sales of our sofiware and related services generated
939 of Double-Take EMEA's revenue in 2005. Our acquisition of Double-Take EMEA has provided us with a
direct presence in the European, Middle Eastern and African markets, the opportunity to further our strategic’
initiative to increase revenue generated outside of the United States, and opportunities for improved margins. The
inclusion of Double-Take EMEA’s assets and operations in our business since May 23, 2006 has contributed to a
significant increase in the size of our business.

Revenue

We derive revenue from sales of perpetual licenses for our software and from maintenance and professional
services. '

Software Licenses. We derive the majority of our revenue from sales of perpetual licenses of our sofiware
applications, which allow our customers to use the software indefinitely. We do not customize our software for a
specific end user customer, We recognize revenue from sales of perpetual licenses generally upon shipment of the
software. In accordance with EITF 01-9, our software revenue is reported nct of rebates and discounts because we
do not receive an identifiable benefit in exchange for the rebate or discount.

Our software revenue generated approximately 64% of our total revenue in 2005 and 63% of our total revenue
in 2006. Sales to existing customers generated approximately 54% of our software revenue in 2005 and 56% in
2006. Sales to new customers generated the remainder of our software revenue for these periods. We do not
anticipate that our acquisition of Double-Take EMEA in May 2006 will materially affect the percentage of our total
revenue that is generated by software sales.

Our software revenue generally experiences some seasonality. Many organizations do not make the bulk of
their information technology purchases, including software, in the first quarter of any year. We believe that this
generally has resulted in lower revenue gencrated by software sales in our first quarter. in prior years. We also have
experienced in prior years lower revenue in the summer months.

Maintenance and Professional Services. We also generate revenue by providing our customers’ with
maintenance comprised of software updates and product support, We generally include our maintenance for a
designated period in the price of the software at the time of sale. In addition, many of our customers enter into a
maintenance agrecment for periods longer than a year. These agreements entitle our customers to software updates
on a when-and-if-available basis and product support for an annual fee based on the licenses purchased and the level
of service subscribed. Almost all of our customers that purchase maintenance pay the entire amount payable under
the agreement in advance, although we recognize maintenance revenue ratably over the term of the agreement. This
policy has contributed to increasing deferred revenue balances on our balance sheet and positive cash flow from
operations.

In some cases, most often in connection with the licensing of our software, we provide professional services to
assist our customers in strategic planning for disaster recovery and application high availability, the installation of
our software and the training of their employees to use our software. We provide most of our professional services
on a fixed price basis and we recognize the revenue for professional services once we complete the engagement.

Of total maintenance and professional services revenue, maintenance revenue represented 84% in 2005 and
85% in 2006. Professional services generated the remainder of our total maintenance and professional services
revenue in these periods.

Of our total revenue, maintenance revenue represented 30% in 2005 and 32% in 2006. Professional services
accounted for 6% of our total revenue in 2005 and 5% in 2006. Our maintenance and professional services revenue
historically has generated lower gross margins than our software revenue. The gross margin generated by our
maintenance and professional services revenue was 70% in 2005 and 72% in 2006. We expect the proportion of
revenue derived from sales of maintenance to increase in the future as we increase the number of software licenses
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sold and in service. As the percentage of total revenue attributable to maintenance increases, our overall gross
margins will be adversely affected. : .o - P ) :

Cost of Revenue

’ bpemting Expenses

. . . . "o

Our cost of revenue primarily consists of the following: e

" Cost of Software Revenue. '~ Cost of software revenue consists primarily’ of media, manual, translation
and distribution costs and may in the future include royalties to third-party software dcvc]opers for technology
embeddeéd within our software. Cost of software fevenue also has included amortization Of internally-
developed capitalized sofiware. Because our recent development initiatives have resulted in a significant
decrease in the time and costs incurred between technological feasibility and the point at which the software is
ready for general release, we no longer capitatize costs of our intemally-developed software. As a result, we do
not believe that amortization of intemally developed software will have any effect on ‘our cost of software
revenue in future periods. Cost of software related to Double-Take EMEA sales in the period from May 24,
2006 through December 31, 2006 will discontinue now that the sale of Double-Take products on hand on
May 23, 2006 has occurred, as subs'lamially all of Double-Take EMEA sales are sales'of ouf products.

Cost of Services Revenue. " Cost of services revenue consists pnmanly of salary and olhcr personnel—
related costs incurred i in connection with our provision of mmnlenance and professnonal services. Cost of
services revenue also includes other allocated overhead expenses for our professional semces and product
suppon personnel, as well as travel- relatcd expenses for our staff 1o perform work al a custorner 'S s:te

L - - . A | : (]

We classify our operating expenses as follows: . . : '
‘Sales and Marketing. ~Sales and marketing expénses primarily consi;l of the following: ’

» personnel and related costs for employees engaged in sales, corporate marketing, product markelting
and product management, including salaries, commissions and other incentive compensatlon includ-
mg equity-based compensation, related employee benefit costs and allocated overhead expenses,

-« travel'related expenses to meet with existing and-potential customers, and for other sales and markmng
related purposes; and Cos ; .o . . .

.. sales. promotion expcnscs public rclauons cxpenses and costs for markctmg matenals and other
., marketing events, including trade shows, industry conventions and advertising, and marketing devel-
opment funds for our distribution partners. o

. P

We expense our sales commissions ai the time of sale. 'We expect our sales and markeling expense 10
increase in the future as we increase the number of direct sales professionals and invest in marketing programs.
However, we expect sales and marketing expense to decrease as a percentage of revenue for the near future as
we anticipate that our revenue will increase more rapidly than our sales and marketing costs.

Research and Development. Research and development expenses primarily represent the expense of
developing new software and modifying existing software. These expenses primarily consist of the following:

» personnel and related costs, including salaries, employee benefits, equity and other incentive com-
pensation and allocated overhead expenses, for research and development personnel, including
software engineers, software quality assurance engineers and systems engineers; and

* contract labor expense and consulting fees paid to independent consuliants and others who provide
software engineering services 10 us, as well as other expenses associated with the design and testing of
our software.

To date, our research and development efforts have been primarily devoted to increases in features and
functionality of our existing software. We expect research and development expense to increase in the future as
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we continue’ to- develop new solutions for our customers. However, we expect research and development’
expense to remain relatively consistent, or possibly decrease slightly, as a percentage of revenue.

General and Administrative, General and administrative expenses represent the costs and expenses of
managing and supporting our operations. General and administrative expenses consist primarily of the
following:

.+ personnel and.related costs including salaries, employee benefits, equity and other incentive com-
pensation and allocated ovérhead expenses, for our executives, finance, human resources, corporate
information technology systems, strategic business, corporale quality, corporate trammg and other
adnumsl.rauve personnel e

. ¢

v e legal and accountmg profcssmna] fees; - R '

. rccrunmg and training costs;

"« travel relaied expenses for executives and other administrative personnel and
e compuler maintenance and support for our, mlemal mformauon technology system.
General and administrative expenses have increased as we have incurred increased expenses related to
being a pubhcly-traded company and have invested in an infrastructure to suppon our continued growth.
However, ‘we expect general and administrative expenses to decrease as a percentage of revenue for the

“foreséeable future after fiscal 2006 as we believe the rate at which our revenue will increase will exceed the

rate at which we expect to incur these additional expenses. During the period in"which our initial public
offering went effective, we incurred significant general and administrative expenses related to the restricted
shares issued to and the acceleration of options granted to our Chief Executive Officer. )

Depreciation and Amortization. Depreciation and amortization expense consists of “depreciation
expense primarily for computer equipment we use for information services and in our development and test
labs, and amortization of intangible assets acquired.

Legal Fees and Settlement Costs. In December 2005, wé agreed to terms Tor settlement of a legal

'procecdmg with a provider of information storage systems that involved claims regarding some of the

intellectual property used in our software, Pursuant to a settlement agreement entered into in January 2006, we

., paid $3.8 million in January 2006; which represented our initial settlement payment .in connection with the

resolution of this matter, and we agreed to pay the other company an additional $0.5 million in each of January
2007, 2008, 2009 and 2010. Our obligation to make these future payments will be reduced on a dollar-for-dol-
lar basis to the extent that we purchase or resell the other company’s products. Our obligation to make these
payments is collateralized by a letter of ‘credit from Silicon Valley Bank. Legal fees and settlement costs are
composed of the legal fees and expenses we have incurréd in connection with this legal proceeding.
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Results of. Opemtions

The follomng table sets forth our sources of revenue, costs of revenue and other selected ﬁnancxal data for the

spec:ﬁed periods and as a percentage of our total revenue for those periods. C ok
. Year Ended December 31,
L . .. 2006 , - 2005, 2004
" ' D (In lhousands)
Revenue: - -
SOTIWALE HCEMSES . « v vt vt et e e e e e e et r e et $38,418  $26,222 ‘°$ 19,943
Maintenance and professional services . . .._...... ... .. - 22,422 14488 - - 9,895
Total TEVEMUE. . .. ettt et er it 60,840 40,7100 ' 29,838
* Cost of revenue: U
+Software Hoenses, .. .....o.ii.,.. e e .+ 1,355 - 38 -559
Maintenance and professional services . .................. 6,193 4,357 ., 3,694
Total cost of revenue .. ........ e e ey 7,548 -« 4395 ° - 4253
Gross Profit. ... .\ veunnn ST 53292 36315 " 25,585
Operating expenscé: ‘ ' o ,. “. l
X . TR .
Salesand marketing. . .......... ... i 22 211 17,191 16,188
" Research and development. . ... ... e 0678 9748 8717
General-and administrativé. . . ......... ..o iiiinnin, 11824 ' 6730 ' '5666
‘ Depreciation and AMOTZAtON . ... . ... vvevivnreennnrrnse - 1,613 805 ¢ 527
Legal fees and settlement costS . .., ... o v vciennennnnns - 5671 - . 1,755
Total operaling expenses .. ..........0 .. ecieennnn. 46,327 40,145 32,853
Income (Joss) from OPEFAtONS . . ..o\ veeeencvarannsnen 6,965 _" (5,8365 ' (7,&68)
Interest’income . .. .......cvvvrrrnirninannnnn. U © 319 7 83 "7
_ Inmerest expense . .. . . e e e e '”_'(3'6)' . '(76_5)
Foreign exchange gains (10SSES)- . v v v s et eeruerierennnn. B R e
. Income (loss) before income taxes........................ 7249 ' (3,783) '(8.026)
' 'Irllcome"iax'cxpense ................................... o 494 - =
Net income (0SS} . . ......ovvvunnniiinns R 6755 °  (3,783)  (8.026)
" Accretion'on redéemable shares: ' oL o
SeriesB-................. e . (38T (5310 (5,310)
“SeriesC ...l e s (19) 'R @
Dividendson Series B. .. ...ttt iiinens (2,140 (2,035) (1,882)
Dividendson Series C. ... ...t et (690) . (651) - . - (147
Net loss attributable to common stockholders. ............... $ (571 $(L801)  $(15.369)
] "t ' . o '. {
w * : br P B
Y -1-,, ] A
~ i Lot o '
i, v te ' - v or ’ '
Tt T . ‘ ] . NN
LIPS ' i “a ' ’ 4
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Year Ended December 31,
2006 2005 2004

Revenue: ' .. . . s L
_ Software licenses . ........ .o 63% A% 67%
Maintenance 'and professional services ......... .. ot 3% 36% _33%
TOMAl FEVEIUE - . . ..o\ et e e et ae et e e e 100% 100% 100%
Cost of revenue: . o
Software licenses . ... ..o iieranann e PR % — 2%
Maintenance and professional services ........... .0 e 0% _11%  _12%
Total COSt OF FEVEMUE . . .« v v v evneereenneveenrnenenearanans 12% _11% _14%
Gross profit. . ...l e _88% 89% _B6%
Operating expenses:
+Sales and MArketing . . .%o o vttt e 31%. 2% 4%
"Researchand development .. .......... ... .ol 18% 24% 29%
General and administrative . . ... ......cooieeiiiiiinn. e 9% 7% 19%
Depreciation and amOrtizalion ... ... tvreeeereernnnenrieneens % 2% 2%
" Legal fees and setUement COSIS . . .. ..o vuvie ettt i S = 4% _6%
" Total OPErating €XPEMSES . . . « . v e v e v ee e ene et S 7% %9%  110%
Income (loss) from operations . ........ ... .coiiiiiil, e 1% (9% ((24)%
INGEFESE INCOMIE . .o i vt it v e e et e st asrossnaannnnnsoneronnons R — —
Interest expense . . . ... R EEE TR PR . — — (3)%
Foreign exchange gains (losses) .................oveenion s 2 - —
Income (loss) before income taxes .. ... ...cvvv i naaanns 1% (_9)%' (2%
INCOME LAX EXPENSE .+ .o v v e v vt einan it iar s e raannan e astsenns 1% — —_
Netincome (J0SS). . .o vt eia e ia s 10% (9% (2%
Accretion on redeemable. shares: _ . :
Senes B. ... i it e e ey (Hh%e (1Y% (18)%
Sel"iC-S Coniiirii i ..? ................................... _— _— -
Dividendson Series B . . ......... o iy (3)% )% (6)%
Dividends on Segies C . oo oo v et ie e (Hh% D% —
Net loss attributable to common stockholders . .............. . c.00t. D% 29% (D%
2006 Compared to 2005
Revenue . o

Total revenue increased $20.1 million, or 49%, from $40.7 million in 2005 to $60.8 million in 2006. Revenue
for 2006 includes revenue from Double-Take EMEA from its date of acquisition on May 24, 2006. Of our total
revenue in 2006, 94% was attributable to sales to or through our distribution partners, which was an increase from
93% of our total revenue atributable to sales to or through our distribution partners in 2005. Of our total revenue in
the 2006, 6% was altributable to direct sales to end users, a decrease from 7% of our total revenue attributable to end
users in 2005.

Software License Revenue. Software revenue increased $12.2 million, or 47%, from $26.2 million in 2005 w0
_ $38.4 million in 2006. The increase in software revenue was due to increased volume of $3.4 million resulting from
broader demand for, and acceptance of, our software, $1.9 million due to the release of our new product
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Double-Take for Virtual Systems, $1.9 million due to a price increase that was cffective on August 1, 2005 and
$5.0 million from Double-Take EMEA sales from May 24 through September 30, 2006,

+

Maintenance and Professional Services Revenue. Maintenance and professional services revenue increased
$7.9 million, or 55%. from $14.5 million in 2005 to $22.4 million in 2006. Maintenance-and professional services
revenue represented 36% of our total revenue in"2005 and 37% of our total revenue in 2006. Maintenance fevenue’
increased $7.1 million, or 59%, from $12.1 million in 2005 to $19.2 million in 2006. The increase in maintenance
revenue was attributable to higher sales to our expanding base of customers, as well as maintenance revenue of
$5.2 million generated by Double-Take EMEA. Professional services revenue increased $0.9 million, or 38%, from
$2.4 million in 2005 to $3.3 million in 2006. The increase in professional services revenue was due to more
professional service deliveries due to an increase in professional services personnel as well as $0.5 million of
revenue generated by Double-Take EMEA. ' '

Cost of Revenue and Gross Profit .

Total cost of revenue increased $3.1 million, or,72%, from $4.4 million in 2005 to $7.5 million in 2006 Total
cost of revenue represented 1% of our total revenue in 2005 and 12% of our total revenue in 2006,

Cost of software revenuve increased $1.3 million, or 3,466%, from a nominal amount in 2005 to $1.4 million in
2006. The increase was due to cost of inventory related to Double-Take EMEA sales in 2006.' We expect this amount
to decrease because Double-Take EMEA sold through their remaining inventory on hand at the time of the
acquisition during 2006. Cost of software revenue represented 0% of our software revenue in 2005 and 2% of our
software revenue in 2006,

" Cost of services revenue increased $1.8 million, or 42%, from $4.4 million in 2005 10$6.2 million in 2006. The
increase was the result of higher émployee compensation of $0.7 miltion due to an increase in the number of our
maintenance and professional services personnel, higher facility costs associated with the increase of personnel of
$0.2 million and $0.8 million of costs of Double-Take EMEA maintenance and professional’ services personnel.
Cost of services revenue represented 30% of our services revenue in 2005 and 28% of our services revenue in 2006.

Gross profit increased $17.0 million, or 47%, from $36.3 million in 2005 to $53.3 million in 2006. Gross profit
decreased from 89% in 2005 to 88% in 2006. ThlS dccreasc is pnmanly related to the cost of software increase
relalecl to Double-Take EMEA. ‘

]

Opera:i’ng Expenses

Sales and Marketing. Sales and marketing expenses increased $5.0 million, or 29%, from $17.2 million in
2005 to $22.2 million in 2006. The increase was due to an increase of compensation and commission expense of
$1.2 million resulting from increased sales, an incréase of $0.3 million in marketing and advertising related to our
Double-Take brand re-launch and $3.5 million of cosls of Double-Také EMEA sales and marketmg cffons

Research and Development. Research and development expenses increased by $1.0 million, or 10%, from
$9.7 million in 2005 to $10.7 million in 2006. The increase resulted from higher compensation expense of
$0.4 million duc to the implementation "of a company wide mccnuvc plan in the second half of 2005, and
$0.5 million from outsourced development projects.

.

General and Administrative. General and administrative expenses increased $5.1 million, or 76% from
$6.7 million in 2005 to $11.8 million in 2006, The increase was related to $1.6 million in compensation expense in
2006 attributable to expensing of stock options because of the adoptlon of SFAS 123R in January 2006, an increase
in compensation expense of $3.7 million due 1o the issuance of stock to our CEO of $3.2 million and the
implementation of a company wide incentive plan in the sccond half of 2005 and $1.4 million of costs from
Double-Take EMEA. These increases were offset by a decrease in legal fees of $0.6 million incurred in 2005 related
to an investigation of expenses attributable to former employees as well as a reduction in expenses in 2006 arising
from the settlement with the former COOQ for $1.2 miltion.

Depreciation and Amortization. Depreciation and amortization expense increased $0.8 million, or 100%,
from 30.8 million in 2005 to $1.6 million in 2006, The increase was aitributable to increased depreciation éxpense’
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associated with.increased capital expenditures, which were applied primarily for.preduct development and other-
computer-related equipment, as well as amortization related to the intangible assets.acquired in the Double-Take
EMEA acqmsmon

. Legal Fees and Senlemem Cosrs Legal fees and settlemment costs-decreased $5.7 milllion, or 1009:5; from
$5.7 million in 2005 to $0.0 million in 2006, This decrease is attributable to the settlement in December 2005 of the
legal proceeding between us and a provider of information storage systems regarding certain intellectual property
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- «Interest Income - . . . . P Y

Thterest income increased $0.2 million from $0.1 million in'2005 to $0.3 m:lhon in 2006. The i mcreasc is
attributable to higher cash balances in our deposit accounts and an increase in rélated interest rdtes” <~

‘i,

Foreign Exchange gains (losses)

L Forugn currency gains totaled $0. | million due to forelgn currency fluctuations related to Double-Ta.ke EMEA

from May 24 to Decémber 31, 2006. . ot e

o v - . . L P s [T

Income TaxExpeuse ) .. e oot L _ . '

Income tix expense incréased from $0.0 mitlion in 2005 to $0.5 milliod in 2006 The increase is related tor
income ‘'tax éxpense incurred by Doublé-Take EMEA as well ‘ds a nominal amount relaled 10 "dur domestic
operations. We expect that our income tax expense will continue to increase in future periods related 0 Doublé:
Take EMEA’s operations. This increase will be partially offset by our domestic operating loss carryforwards
available as well as assoc:ated fqn:tgn tax crcd:ls related to Double-Take EMEA tax payments. Asof Deccmbcr 3,
2006, we have approxnmately $60.0 million } in pet gperating loss canyforwards a portion of wluch is subject lo
usage lu'mlaUOns due to ownershlp changes. | . . e
L - . . . ) . . . . In ’

Net Income ( Loss)

Net income mcreased from a Ioss of $3. 8 n‘ulllon in 2003 to income of $6.8 million in 2006.. This mcrease is
related to our revenue growth of 49% from 2005 while operating expenses have increased by only 15% in the ! same_
period. This increase was the result of our continued focus on expense control and continuing to leverage our
existing sales force and partners to generate incremental revenue, as well as our acquisition oi; Double-Take EMEA.

Preferred Stock- C T

, Accrenon on our Senes B and Series C Preferred stock decreased from $5.3 million in 2005 o $4 5 million in,
2006. The accretion mcreases the canymg value of the preferred shares from their ca.n'ymg value to their
redemplion value on a straight-line basis over the period from the investment date 1o the mandatory redcmptwn
date.iThe decrease is a result of accretion ceasing.as of November 12, 2006, the redemption date for both i |ssuances

D1v1dends on our Series B and Senes C Preferred stock increased from $2.7 million i 2005 to $2! 8 :mlhon in
2006. The increase is a result of to the monlhly compoundmg of the d1v1dends pursua.nl 10 lhe terrns of each
issuance.

Upon complelmn 'of thie oﬂ'enng in Deceinber 2006, all'shares of our Series B arid Series C Preéferred stock
converted into 11,553,130 sharcs of common stock. A mandatory paymint (o 1he Series B holdcrs of approxlmawly
510 2 mlllmn was also made upon completion of lhe offenng

' 2005 .Comg:fred to 2004
Revenue ST . b L R N

Total revenue increased $10.9 million, or 36%, from $29.8 million i 2004 t6 $40.7 millio# for 2005. Of dur
total. revenue in 2005, 93%-was attributable to sales 10 or through our distribution partners, which was an increase
from. 90%-of our total revenue attributable 1o sales to or. through our.distribution partners in 2004. Of our total
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revenue in 2005, 7% was attribuiable to direct sales to end users, which was a decrease of 10% of our total revenue
attnbutable to end users in 2004. RS .

Software License Revenue. Software revenue increased $6.3 mnlhon or 31%, from $19.9 million i m 2004 to
$26.2 million in 2005. Software revenue represented 67% of our total revenue in 2004 and 64% of our total revenue
in 2005. The increase in software revenue was a result of an increase in the number of new licenses sold. In 2005, we
sold approximaiely 18,000 new licenses compared to approxlmatcly 14,000 licenses in 2004 due to broader demand
for, and acceptance of, our software applications. . '

Maintenance and meessiona! Services Revenue. Maintenance and professicnal services revenue lncreased
$4.6 million, or 46%, from $9.9 million in 2004 to $14.5 million in 200S. Maintenance and professional services
revenue represented 33% of our total revenue in 2004 and 36% of our total revenue in 2005. Maintenance revenue
increased $3.7 million, or 31%, from $8.4 million in 2004 to $12.1 million in 2005. The increase in maintenance

-revenue was attributable to higher sales to otr expanding base of customers. Professional services revenue increased

$0.9 million, or 60%, from $1.5 million in 2004 10 $2.4 million in 2005. The increase in professional services
revenue was due to our efficient use of resources to reduce our backlog built up from the second half of 2004 as well
as an increase in overall professional service bookings. '

'Cost of Revenue and Gross Profit

Total cost of revenue increased $0.1 million, or 3%, from $4.3 million in 2004 to $4.4 million in 2005. Total
cost of revenue represented 14% of ‘our total revenue in 2004 and 11% of our total revenue in 2005.

Cost of software revenue decreased $0.6 million, or 93%, from $0.6 million in 2004 to $0.0 million in 2005.
The decrease was due to $0.5 million of amortization of internally-developed capitalized software costs in 2004,
Since 2004, we no longér capitalize these costs due to the reduction in time between technological feasibility and
the release to market of our software, which resulled in no amomzauon in 2005.

Cost of services revenue increased $0.7 million, or 18%, from $3. 7 million in 2004 to $4.4 mllhon in 2005.
Cost of services revenue represented 37% of our services revenue in 2004 and 30% of our services revenue in 2005.
The iricrease in total cost of revenue and cost of services revenue was the resull of highet employee comnpensation of
$0.7 million resulting from an increase in the number of our mamtenance and professmnal semces pcrsonncl

Gross profit increased $10.7 million, or 42%, from $25 6 mllllon in 2004 to $36.3 million in 2005. Gross
margin increased from 86% in 2004 to 89% in 2005. This increase in gross margin resulted from the significant
increase in revenue, which grew at a higher rate than cost of revepue.

QOperating Expenses

Sales and Marketing: -Sales and marketing eXpenses increased $1.0 million, or 6%, from $16.2 million-in
2004 1o $17.2 million in 2005, The increasé was due to an increase of $1.2 million in commission expense resulung
from increased sale$, which was offset in part by a decrease of $0.2 million in employee compenSauon resulting
from a decrease in the number of sales and markéling personnel. :

Research and Development. Research and development expenses increased $1.0 million, or 12%, from
$8.7 million in 2004 10 $9.7 million in 2005. The increase was due to an increase in employee compensation
resulting from an increase in the number of our research and development personnel.

General and Administrative. General and administrative expenses increased $1.1 million, or 19%, from
$5.6 million in 2004 to $6.7 million in 2005. The increase reflected increased legal fees of $0.5 million related 10 an
investigation of expenses attributable to former employees and increased compensation expense attributable to.an
increase in the number of general and administrative personnel.

Depreciation and Amortization. Depreciation and amortization expense increased $0.3 million, or 53%,
from $0.5 million in 2004 to $0.8 mitlion in 2005. The increase was attributable to increased depreciation expense
associated with increased capital expenses, which were applied primarily for product development and other
computer-related equipment. o . '
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Legal Fees and Settlement Costs. Légal fees and settlement costs increased $3.9 million, or 223%, from
$1.8 million in 2004 to $5.7 million in 2005. This increase is the result of our agreeing in December 2005 to'a
payment of $3.8 million in connection with the settlement of a legal procecdmg belween us and a provndcr of
mformauon storage systems regarding certain intellectual property rights. '

. lmeresr Expensc " .

Interest expense decrenscd $0.8 million, from $0.8 miltion in 2004 t0'$0.0 mllhon in 2005 The decrease was
pnmanly attributable 1o an interest charge of $0.5 million related to the conversion of $2.0 million of convertible
uotes to shares of our Series c convemble preferred stock in October 2004,

lmeresr Income

lnterest income increased to $O 1 million in 2005 as a result of higher cash balances in our deposit accounts and
-an increase. in related interest rates. '
. PR ' . [ i v - * Ll

Net Income (Loss)

Net loss decreased from a loss of $8.0 million in 2004 1o a loss of $3.8 million in 2005. This decrease is a result
of revenue growth of 36% from 2004 compared to an operating expenses increase of 22% in the same period. This
decrease in nei loss was the result of headcount remaining virtually the same from 2004 to 2005 while contmumg to
leverage our existing sales force and partners to generate incremental revenue,

v

-

Prefcrred Srock . ' o

Accret:on on our Senes B and Senes C. Preferred stock increased nommally in 2005 from 2004 and was
$5.3 million in both periods. The accretion increases the carrying value of the preferred shares from their carrying
value to their redemption value ona Stralght-lmc basis over the penod from the mveslmem date to the mandatory
redempuondate T oot coe '

. Dmdends on our Series B and SeriesC Preferred stock mcmased from $2.0 rmllmn in 2004 to $2.7 millionin 2005
The increase is a result of the monthly compounding of the dividends pursuant to the terms of each issuance as well as the
dividend accrual for a full year for the Series C meen’ed stock, which was ongmally issued in October 2004

S ' PR

-Critical Accounting Policies* ’ . )

In presenting our financial statements in 'confonnity' with accounting principles generally accepled in the
United States, we are required to make estimates and judgments that affect the amounis reporied in our financial
statements. Some of the estimates and assumptions we are required 1o make relate 10 matters that are inherently
uncertain as they pertain to future events. We formulate these estimates and assumptions based on historical
.cxperience and on various other matiers that we believe to be reasonable and appropriate, Actual results may differ
significantly from these estimates. Of our significant accounting pelicies described in Note A to the financial
statements included elsewhere in this annual report, we helieve that the following policies may involve a higher
degree of judgment and complexity.

! Revenue Recognition

We denive revenue from two primary sources or elements: soflware licenses and services. Services include
customer support, consulting, installation services and training. A typicat sales arrangement includes both of these
‘elements: We apply the provisions of Statement of Position, 6r SOP, 97-2, “Software Revenue Recognition,”'as
amended by SOP-98-4 and SOP 98-9, and related mlerpretalnons to all transaclions to detenmne the recogmuon of
revenue. :

For software arrangements involving multiple elements, we recognize revenue using the residual method as
described in SOP 98-9. Under the residual method, we allocate and defer revenue for ihe undelivered elements
based ori relative fair value and recognize the difference between the total arrangement fee and the amount deferred
for the undelivered elements as revenue, The determination of fair value of the undelivered elements in multipie
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element arrangements is based on the price charged when such elements are sold separately, which is commonly
referred to as vendor-specific objective-evidence, or VSOE.

Our software licenses typically provide for a perpewal right to use our sofiware and are sold on a per copy
basis. We recognize software revenue through direct sales channels and resellers upon receipt of a purchase order
and when all other basic revenue recognition criteria are met as described below. Revenue from software licenses
sold through an OEM is recognized upon the receipt of a royalty report evidencing sales. '

Services revenue includes revenue from customer support and other professional services. Customer support
includes software updates (including unspecified product upgrades and enhancements) on a when-and-if-available
basis, telephone support and bug fixes or patches. Customer support revenue is recognized ratably over the term of
the customer support agreement, which is typically one year. To determine the price for the customer support
element when sold separately, we use actual rates at which we have previously sold support.as established VSOE.

Other professional services such as consulting and installation services provided by us are not essential to the
functionality of the software and can also be performed by the customer or a third party. Revenues from consulting
and installation services are recognized when the services are completed. Training fees are recognized after the
training course has been provided. Based on our analysis of such other professional services transactions sold on a
stand-alone basis, we establish VSOE for such other professional services when sold in connection with a multiple-
element software arrangement. .

We have analyzed all of the undelivered elemems included in our multiple-element arrangements and
determined that VSOE of fair value exists to allocate revenues 1o services. Accordingly, assuming all basic
revenue recognition criteria are met, software revenue is recognized upon delivery of the software license using the
residual method in accordance with SOP 98-9,

- We consider the four basic revenue recognition criteria for each of the elements as follows:

Persuasive evidence of an arrangement with the customer exists. Our customary practice is to require a
purchase order and, in some cases, a written contract signed by both the customer and us prior to recognizing
TEvenue on an agreement. .

Delivery or performance has occurred, Our software applications are usually physically delivered to
customers with standard transfer terms such as FOB shipping poim. Software and/or software license keys for
add-on orders or software updates are typically delivered via email. We recognize software revenue upon
shipment to resellers and distributors because there is no right of retum or refund and no price protection
agreements. In situations where multiple copies of licenses are purchased, all copies are delivered to the
customer in one shipment and revenue is recognized upon shipment. Occasionally, the Company enters into a
site license with a customer that allows the customer to use a specified number of licenses within the
organization. When a site license is sold, the Company delivers a master disk to the customer thal allows the
producct to be installed on muitiple servers. The Company has no further obligation to provide additional copies
of the software or user manuals. Revenue on site licenses is recognized upon shipment of the master disk to the
customer, Sales made by our OEM partners are recognized as revenue in the month the product is shipped to
the end user. We estimate the revenue from a preliminary report received from the OEM shorily after the end of
the month. Once the final report is received, the revenue is adjusted to that based on the final report, usually in
the following month. Services revenue is recognized when the services are completed, except for customer
support, which is recognized ratably over the term of the customer support agreement, which is typically a
year.

Fee is fixed or determinable. The fee customers pay for softwarc applications, customer support and
other professional services is negotiated at the outset of an arrangement. The fees are therefore considered to
be fixed or determinable at the inception of the arrangement,

Collection is probable. Probability of collection is assessed on a customer-by-customer basis. Each new
customer undergoes a credit review process to evaluate its financial position and ability to pay. If the Company
determines from the outset of an arrangement that collection is not probable based upon the review process,
revenue is recognized on a cash-collected basis.
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Our arrangements do not generally include acceptance clauses. However, if an arrangement does include an
acceptance clause, revenue for such an arrangement is deferred and recognized upon acceptance. Acceplance
occurs upon the earliest of receipt of a written customer acceptance, waiver of customer acceplance or expiration of
the acceptance period. ' )

Stock-Based Compensation

Prior to January 1; 2006, we accounted for stock-based compensation using the intrinsic value method prescribed in
Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,” and related inlerpretations.
Accordingly, compensation cost for stock options generally was measured as the excess, if any, of the estimated fair market
value of our common stock over the amount an employee must pay to acquire the common stock on the date that both the
exercise price and the number of shares to be acquired pursuant to the option are fixed. We had adopted the disclosure-only
provisions of SFAS No. 123, “Accounting for Stock-Based Compensation,” and SFAS No. 148, “Accounting for Stock-
Based Compensation — Transition and Disclosure,” which was released in December 2002 as an amendment to
SFAS No. 123 and used the minimum value method of valuing siock options as allowed for non-public companies.

In December 2004, the Financial Accéunting Standards Board issued Statement of ‘Financial Accounting
Standards No. 123(R), Shaie-Based Payment. SFAS No. 123(R) is a revision of SFAS No. 123, Accounting for
Stock-Based Compensation and supersedes APB Opinion No. 25, Accounting for Stock Issued to Employees, and
its related implementation guide. SFAS No. 123(R) requires the measurement of the cost of employee services
received in exchange for an award of equity instruments based on the fair value of the award on the measurement
date of grant. The cost will be recognized over the period during which an employce is required to provnde service in
exchange for the award. We adopted SFAS No. 123(R) on January 1, 2006, which requires compensation cost to be
recognized as expense in 2006 and future periods for the portion of outstanding awards that were unvested at that
date and awards that are subsequently granted, based on the fair value of those awards on the measurement date,
calculated using an option pricing model. For more information regarding our accounting for stock opuon grants,
see Note 15 1o our financial’ statements, “Stock-Based Compcnsatlon

Prior to December 31, 2005, we granted our employees options to purchase our comumon stock at exercise prices
cqual to the fair marke1 value of the underlying common stock at the date of each grant, as determined by our board of
directors at the time. Our board of directors determined these values primarily based upon internal valuation estimates as
well as amn’s-length transactions involving our prefesred stock. Determining the fair market value of our common stock
requires making complex and subjective judgments since there is no public trading market for our comumon stock. We did
not obtain comcmporaneogs va.luanons by an unrelated valuation specialist in connection with these oplion grants because
our board of directors, which includes representatives of the investors in our prefermred stock financings, determined that it
had the relevant expertise to reasonably estimate the fair market value of our common stock. These estimates were based
on several factors, including the fair market value of prefemed stock we issued from time to time with superior rights and
preferences to our common stock, current market conditions and our financial ‘and operating performance.

Based on this analysis, our board of directors estimated that the per share fair market value of the common
stock underlying stock options granted in 2005 was $1.52 per share. In 2005, our board of directors considered
numerous objective and subjective factors 10 determine the fair market value at each option grant date during this
period, including the following:

+ the sale of our Series C preferred stock at $0.98 per share in a private placement in 2004 to venture capital
investors, which, taking into account the effect on the conversion rate of the Series C preferred stock of the
reverse stock split of our common stock on November 3, 2006, is equivalent to $4.80 per share, including the
superior rights and preferences of the Series C preferred stock to our common stock;

* the superior rights and preferences of all classes of our preferred stock to our comumon stock, including the
aggregate liquidation preference, accrued and unpaid dividends, conversion provisions and superior voting nights;

+ our financial and operating performance in 2005;

» our siage of development and business strategy in 2005;- and

38




» the likelihood of achieving a liquidity event for the shares of common stock undeflying the stock options
granted in 2005.

In particular, .during 2005, we experienced significant changes in' our. senior management team and
experienced delays in rolling out our products and services and uncertainties surrounding new development
projects, all of which resulted in a high degree of uncertainty as to whether we could achieve our business goals. In
addition, we were also involved in patent litigation, the outcome of which was uncertain but which if determined
adversely would have had a material adverse effect on our business and future prospects. The pendency of this
litigation effectively made a liquidity event with a third party, or an initial public offering, remote, and so long as the
litigation remained pending our board of directors did not believe any revision in the fair market value of'the
common stock was appropriate. While mediation efforts surrounding this litigation failed in May 2005, our new
senior management was able to settle this matter in December 2005. We did not grant any options in November or
December 2005. As a resuli of these uncertaintiés and the timing of our option granis in 2005 and other factors
described above, we have subsequently determined that no reassessment of this estimate is appropriate. '

In January 2006, we determined that because of the settlement of the patent litigation in December 2005 and
the achi¢vement of several lmponant ‘business milestoncs in’late 2005 and January 2006 such as a new' product
launch and two consecutive quarters of profitable operating results, the valuation of our common stdck was more
complex and required the assistance of an independent valuation specialist. As a result, we engaged The McLean
Valuation Services Group, an unrelated valuation specialist, in February 2006 to prepare a valuation of our common
stock as of December 31, 2005. The valuation specialist considered several methodologies in its analysis, including
an analysis of guideline public companies, an analysis of comparable company transactions, and a discounted cash
flow analysis. The results of the public company and comparable company transaction components of the analysis
vary not only with factors such as our revenue, EBITDA, and income lcvels, but also with the performance of the
public market valuation of the companies at the time and the selected transactions used in the analysis. Although the
market-based analyses did not include companies directly comparable to us, the analysis provided useful
benchmarks. The final valuation conclusion was based on the discounted cash flow analysis in light of the results
of the market-based analysis. The discounted cash flow analysis, an income-based approach, involves applying
appropriate discount rates to estimated future free cash flows, which were based on management’s forecasts of
revenue and costs at the lime. As with any valuation based on the discounted cash flow method, the underlying
assumptions involve a significant degree of complexity and Judgmenl. Once the enterprise value of the. Company
was determined, the result was reconciled to equity value after the consideration of any interesi-bearing dcbl and
excess working capital. The equity value was allocated between preferred and common classes of stock in
accordance with the current value method. In determining the per share value of the common shares, management,
without taking into account discounts for Jack of marketability or lack of control, divided the equity value by the
number of common stock equivalents. The discounted cash flow method resulted in an estimated fair market value
of our common stock as of December 31, 2005 of $1.96 per share. We believe that this valuation also supports our
determination for 2005. The valuation report was used as an aid to the board of- directors in determining the fair
market value of the common stock underlying the options granted with accounting measurement dates in. April
through May 2006. Based on the results of this valuation, which was completed in April 2006, the board of directors
detcrmined at that time that the fair markel value per share of our common stock was $1.96 per share during this
period.. All stock options granted during this period have an exercise price equal to that fair .market value
detemunanon of $1.96 per share. As described below, this determination was subsequently rcasscsscd

In Augusl 2006, the same independent valuauon specialist was engaged to perform a valuation of our oommon
stock as of June 30, 2006. The valuation report was used as an aid by our board of directors in determining the fair market
value of the common stock underlying the stock options granted through September 2006. The valuation specialist used
substantially the same analysis and methodologies as it did for the previous valuation, except that The McLean Valuation
Services Group also took into account the prospect of the public offering and considered some of the assufmptions from
the preliminary valuation methodologics oomcmplatcd by the underwriters. The valuation specnallsl determined that thc
fair market value of our common stock was $7.06 pér shire as of June 30, 2006, °

As a result of reviews of our stock option grants, we determined that reassessments of the fair market value
estimate for grants made during 2006 were appropriate.
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. As an initial matter, we concluded that because our business had demonstrated continued growth and
improvement during the six months ended June 30, 2006 and the fair market value of our common stock was
in a period of sequential increases, a valuation report that estimated the fair market value of our common stock
nearest 10 the end of .the period, rather than. the beginning of the period, would'provide a more reliable and
.conscrvative estimate of the fair market value of éur common stock underlying stock option grants whose
measurement dates for accounting purposes occurred in the second quarter of 2006, which includes all options
granted from April 1 through June 30, 2006. As a result of this reassessmeni, we have retrospectively.estimated that
the fair market value of our common stock for purposes of determining the appropriate compensation expense for
our options granted with an accounting measurement date in the second quarter of 2006 was $7.06 per share. We did
not grant.any. options having an accoummg measurement dale in the first quarter of 2006 so no reassessment of that
period was necessary : ! i

Dunng the third quancr of 2006 and through the fourth quancr of 2006, our business continued to demonstrate
growlh and improvement and we progresscd toward our initial public offering. To reflect this progress and to
achieve consistency with the valuation methodologies used by the underwriters of our initial public offering to
:establish the price range for the offering, we refined some of the assumptions relicd upon in the valuation report to
closer align the fair market value with the midpoint of the price range listed on the cover page to the prospectus
rclalcd 10 our initial public offering. As a result of these adjuslmems we estimated that the fair market vatue of our
common stock for purposes of determining the appropriate compensation expense for our options granted in the
third quarter of 2006 and through the date of the initial public offering was $9.02 per share.

As a résult of the reassessment of the fair madrkei value of our common stock undetlying stock option granis to
employees, we have recorded additional stock-based compensation for each stock option granted during 2006 based
upon the difference between the retrospectively determined fair market value of our common stock at the relevant
measurement date of the stock option grant and the exercise price of the stock option. We amortize the unearned
stock-based compensauon and record stock:based compensation expense ratably over the vesting penods of thcse
"stock options. For 2006, we recorded $1.0 million of stock-based compemanon expense.

. The intrinsic valuelof our outstanding options at December 31, 2006 was $29.8 million, with $21.4 million
attnbulablc 1o vested options and §8.4 million atiributable to unvested options. Co

We account 'for stock options grants to non-tmployees in accordance with SFAS No. 123 and EITF Issue
,No. 96-18, “Accounting for Equity Instrumentd That Are Issued to Other Than Employees for Acquifing; 6r in
Conjunction with Selling, Goods or Services,” which require that the fair value of these instruments be recognized
as an cxpcnse over the period in whlch the rclatcd services are rendercd )

»
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Income Taxes

As pan of the process of preparing our financial statements, we are required (o estimate our income taxes in
each of the jurisdictions in which we operate. We record this amount as a provision or benefit for taxes in
accordance with Statement of Financial Accounting Standards No. 109, Accounting for Income Taxes. This process
involves estimating our actual current tax exposure, including assessing the risks associated with tax audits, and
assessing lemporary differences resulting from different treatment of items for tax and accounting purposes. These
differences result in deferred tax assets and liabilities. As of December 31, 2006, we had deferred tax assets of
approximately $25 million, which were primarily refated to federal and state net operating loss carryforwards and
federal and state research tax credit carryforwards. We assess the likelihood that our deferred tax assets will be
recovered from future taxable income and, to the exienl that we believe recovery is not likely, we establish a
valuation allowance. To the extent that we establish a valuation allowance or increase this allowance in a penod we
musl include an expcnse within the 1ax prowsnon in our consohdated stalement of opcranons

Due to the uncenamty of future proﬁtablhty, we have recorded a valuauon allowance equal to the 525 mllhon
of deferred tax assets. Significant management judgment is requlrcd in determining our provision for.income taxes,
our deferred 1ax assets and liabilities and any valuation allowance recorded against our net deferred tax assets..The
valuation allowance is based on our estimates of taxable income by jurisdiction and the peried over which our
deferred tax assets will be recoverable. If our actual resuits differ from these estimates, our provision for income
taxes could be materially impacted. R .
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Soﬂ'ware Developmem Costs + . v . . w, e

In accordance with SFAS No. 86, cenam costs associated with the development of soﬁware are capltahzed
Such costs are amortized at the greater of (1) the percen(age of sales 1o date compared 10 total estimated sales or
(n) amortized using lhe straight-line mclhod over the software’s chmau:d uscfu! lives. Thc n:covemblllty of
capitalized software developmcnt cosls are penodlcally evaluated and wnlc-downs are taken if required. Costs’
incurred to develop software programs prior to the .achievement of lechnologlcal feasnb:lny are expensed'as
incirred. Our current process for developing software is esscnually comp[eted concurremly wnh the eswbllshmem
of technological feasibility and therefore no soflware dechOpmcnl costs have been capllahzed for the  years ended
December 31, 2006, 2005 and’ 2004.

Liquidity and Capital Resources
Overwew . ., )
During the development stages of our busmess, we incurred s:gmﬁcam Iosses from. operaung activities.Since
the three months ended June 30, 2005, however, our operations have generated sufficient cash flow to meet.
substantially all of the cash requirements of -our business; including.our .operating, capital and other cash
requirements. Our ability to sustain a level of positive cash flow from operauons that is sufficient to continue
to meet all of our future operating, capital and othér cash requlrcmcnts is subject to the risks associated with our
business, including those described under “Risk Factors” in this annual report, and to changes in our business plan,
capital structure and other events.

From the start of ouir bperations in 1991 until the three months ended June 30, 2005, we financed our operations
primarily through the issuance of preferred stock and common stock. Since the three months ended June 30, 2005,
we have primarily financed our eperations through internally generated-cash flows. In December 2006, we received
$47.5 million in net proceeds from our initial public offering. As of December 31, 2006, we had cash and cash
equivalents of $55.2 million and accounts receivable of $12.7 miliion.

o * . .

In January 2006, in connection with the settlement of an- mtcllectual .property -dispute reached in. December
2005, we paid $3.8 million to another company. We also agreed to make future payments of $0.5 million jn each of
January 2007, 2008, 2009 and 2010, which we collatcrallzed by a $2.0 million letter of credit to that company. The
letter of credit will be drawn down automatically in incréthents of $0.5 miltion at the time of each’ paymem
requirement. Qur future obligations under the settlement will be reduced on a dollar-for-doliar basis to the extent
that we purchase or resell the other company's products.

In May 2006, we paid $1.1 million to the former stockholders of Double-Take EMEA, which was our primary
distributor in Europe, the Middle, East and Africa as the initial payment for the acquisition of that company. Subsequent
paymems totaling $2.4 million’ were made through the end of 2006, The remammg portion of the total purchasc price,
which we estimate will | rangé betweén $10 0 rrulhon and $12.0 rmlllon, will be payable in monthly increments based
upon a specified percemage of the’ mlemompany amounts paid by Double-Take EMEA to u$ edch month in respect of
purchases under our. mtcrcompn.ny distribution agreemenl with Double-Take. EMEA thmugh December 31, 2007. A
pomon of our eam-out paymems are hcld in cscrow thmugh Decernber 31, 2007, to satisfy claims against the scllmg
shareholdcrs lhal we may have’ from time (6 tiré asa result ot‘ breaches of nepresentauons. wammm:s or covcnams

- In May 2006, we entered into an amendment to our credit famhty with.Silicon Valley Bank that extendcd the teml of
the facility to April 30, 2007. Under the terms of the amended credit facility, our maximum borrowings are the lesser of
75% of eligible receivables or $4.75 millicn, including up to $2.5 million available for letters of credit, foreign'exchange
contracts and cash management services..At December 31, 2006, our maximum borrowings available’under this facility.
were $4.75 million, including-our $2.0'million letter of credit relating to our settled legal proceeding, We had “no-
borrowings under this line of credit as of December 31, 2006. The rate of interest-for this facility.is 0.75% above the,
prime rate. The facility is collateralized by .all of our assets, excluding our intellectual property. . Aoy

. . = ‘ . -

Our credit factlity contains a number of restrictions that will limit our ability, among other things, to do the
following::borrow money; enter into transactions-outside the ordinary course of business; pledge .our accounts
receivable;’ inventory, intellectual property .and-most-of* our other assets as. security in other borrowings or
transactions; pay dividends on stock, redeem or acquire any of our securities; sell certnin assets; make cenain,
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investments; guaranty obligations of third-parties; undergo a merger or consolidation;” or engage in any business
other than the business in which we are cunrently engaged or business that is reasonably related to that business. In
addition, all of our assets other than our mtelleclual property are pledged to co!lalerallzed borrowing under our
credit facility, and our credit facility has financial covenants related to our eamings and cash balances, At the end of
cach ¢alendar quarter our camnings for lhat quarter before interest, income tax expense and, to the extent deducted in
the calculation of eamnings, deprecwuon expense and amortization expense, must have exceeded our capital
expenditures. We also must mainlain a ratio of at least 1.5 to 1 for the sum of our cash, cash equivalents and
domestic arid Canadian receivables to the sum of our liabilities to Silicon Valley Bank and other liabilities dué
within one year. Failure to satisfy any of these financial covenants would constitute an event of default under the
credit facility, without regard to whether we have the ability to meet our obligations.

Sources and Uses of Cash

For 2006, cash generated from operating activitics was $13.7 million. We used cash in investing activitics in
the amount of $4.1 million. We generated cash from financing activities in the amount of $37.2 million. Our net
increase in cash and cash equivalents. from December 31, 2005 to December 31, 2006 was $46.8 million. We
currently expect to expcncnce positive cash flow from operations in future periods.

The followmg table sets forth cash flow data for the periods indicated: .
Year Ended

. h ‘December 31,
. 2006 2005 2004
, o (In thousands)
Cash flow data : .

Net cash provided by (used in) operaung activiies. . .......... $13.651 $3605 § (464)
- Cash used by investing activities .. ......... R e {4,123 (1,096) (1.218)
Net cash provided by financing activities. . ................. 37,193 1 6837
Effect of exchange rate chinges on cash and cash equwalems 108 — ©
Net ‘incréase in_cash ‘and equivalents . . ... e S 46,829 2,510, 5,155
Cash and cash‘ cqmvalenls, beginning of peried . ;. ... . e 8341 5,831 676

Cash and equivalents, end of period........... Ve eaaeann $55,170 $8341 $ 5,831

- Cash Flows from Operating Activities - - -

Cash ) provided by operating activities increased in 2006 compared to 2005 primarily due to having $6.8 mitlion
of net income in 2006 as opposed, to a net loss of $3.8 million in 200S. Another contributing factor was our
continued growth of deferred revenue of $5.9 million, which was a result of our increase in software license sales
and maintenance renewals. Compensation expense of $1.0 million related to SFAS [23(R), $1.2 million related to
our former CEO's opuons and $3.2 million related to the issvance of common stock to our CEO are additional
add-backs to cash flow from operatmns These increases in cash flow from operations have been partially offset by
the change in accounts payable and accrued expenscs. This changc is primarily due to our payment of $3.8 million
in the settlement of a proceeding with 4 provider of information siorage systems-in January 2006, as well as our
payment of $0.9 million related to income taxes for Double-Take EMEA. The acquisition of Double-Take EMEA
has contributed a nominal amount to our operating cash flow through the end of 2006. We expect that the acquisition
of Double-Take EMEA will not increase our operating cash flow significantly in the near term. We anticipate
software license sales and maintenance renewals to continue to grow from the EMEA region resulting in growth of
deferred revenue. We anticipate the growth in deferred revenue in the near term will be offset by growth in accounts
receivable balances due to the growth in sales and historically-slower collections from customers experienced by
Double-Take EMEA.

Cash provided by opcratmg activities increased in 2005 compared 10 a use of cash in operating activities in
2004 primarily due to having a lower net loss of $3.8 million compared to a net loss of $8.0 million in 2004. Another
contributing factor was our continued growth of deferred revenue, which is.a result of our increase in software
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license sales.and maintenance renewals from 2004 to 2005. Also contributing to the increase in cash flow was the
change in accounts payable and accried expenses. This change is primarily due to our accrual of $3.8 million in the
settlement of a-proceeding with a provider of information storage systems which was subsequently paid in January
2006. These increases were partially offset by the change in accounts receivable in 2005 due to growth in bookings
at the end of 2005, which resulied in higher accounts receivable balances from customers at-the end of 2005.

Cash Flows from Investing Activities . - . L

Cash used in investing activities increased in 2006 compzircd 10 2005 primarily due 1o increased research and
development lab cquipment expenditures, and our acquisition of Double-Take EMEA on May 23, 2006. As we
continue to make eam-out payments related to our acquisition of Double- Take EMEA, which will aggregate
between $10 to $12 million, we expect that cash used in investing activities will continue to increase until the end of
the earn-out period at the end of 2007. - v '

Cash used in mvestmg activitiés décreased slightly from 2005 to 2004 due to lower computer equ1pmem
purchases for new employees in 2005 as a result of lower headcount at the end of "2005 compared to 2004,
Cash Flows from Financing Activities E "

Cash provnded by ﬁnancmg actmues increased $37.2 ‘million in 2006 compared to 2005 due to our initial
public offcnng Thls was offset by our payment of $10.2 million to the holders of our Serics B preferred stock upon
the conversion of the outslandmg shares of our Series B convenible preferred stock in connection with our initial
public oﬁ'cnng

gt | LN B LTI . ]
Cash prowded by financing activities dccreased from 2005 10 2004 due 10 the Series C preferred stock i issuance
in 2004 and only nominal cash prov:ded by common stock issugnces in 2005.
! [ W L - ‘1 f . '

Cash Requirements " -, v

We have various contractual obligations and commercial commitments. The following table sets forth our
fulure conu'actual obhgauons and commcrcnal commitments as of December 31, 2006:

Payments Due by Period
' St : e ¢l . Less Than 1to3 Jto 5
. Total | Year Years Years 5+ Years

. {In thousands)
Contractual obligations
As of December 31, 2006

Capital.(finance) lease obligations. . .......... $ 36 . §$ 36 §$ — $— $—
Operating lease obligations . . . .............. 6,403 1,679 4306 418 —
Purchase obligations ., . ................... 2,000 500 1,000 500 =
Total ...... PP $8439  $2215 85306 $918  $—

We have entered into various non-cancelable operating lease agreements, with expiration.dates through 2011,
for office space and compuler equipment. Some of these leases have free or escalating rent payment provisions. We
recognize rent expense under these leases on a straight-line basis. Our purchase obligations as of December 31,
2006 represent non-cancelable contractual obligations for equipment and services. The foregoing table does not
reflect any contractual obligations and commiércial commitments that we entered into after December 31, 2006,
including our obligations to make additional acquisition-related payments to Double-Take EMEA’s former
stockholders on a monthly basis through December 31, 2007. The payments to the former Double-Take EMEA
stockholders are based on purchases under our inter-company distribution agreement with that company, and we
estimate that they will aggregate between $10.0 million and $12.0 million.

Given our current cash and cash equivalents, our accounts receivable, the net proceeds from our initial public
offering, available borrowings under our revolving loan agreement and our expectation of continued positive cash
flow from operations, we believe that we will have sufficient liquidity to fund our business and meet our contractual
obligations over a period beyond the next 12 months. We may need to raise additional funds in the future, including
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for acquisitions or investments in complementary businesses or technologies or if we experience operating losses'
that exceed our expectations. In the event that additional financing is required, we may not be able to obtain it on
acceptable terms or at all. Additional sources may include equity and debt financing and other financing
arrangements. If we raise additional funds through the issuance of equity or convertible securities, our stockholders
muy experience dilution. We may not be able 1o generate sufficient cash flow from operations according 10 our
planned schedule, or to obtain any additional financing arrangements we may require or seek on terms acceptable to
us. Any inability by us to gencrate or obtain the sufficient funds that we may. require could limit our.ability'to
increase our revenue or to enhance our profitability.

Off-Balance Sheet Arrangemenls

As of December 31, 2006, other than our operating leases described above under “— Liquidity and .Capital
Resources — Cash Requirements” above, we do not have off-balance sheet financing arrangements, including any
relationships with unconsolidated entities or financial partnerships, such as entities often referred to as structured
finance or special purpose entities. -

Quarterly Results of Operations . .

1yt aad

The following table sets forth our unaudited quarterly consolidated statement of opcrauons data for cach of the
cight quarters ended December 31, 2006. In management’s opinion, the data has been prepared on the same basis as
the audited consolidated financial statements included in this annual report and reflects all necessary adjustments,
consisting only of normal recurring adjustments, necessary for a fair presentation of this data. The results of,
htstoncal pcnods are not necessarily md:cauvc of the results of operations for a full year or any future penod

! For the Three Months Ended
2006 o * 2008
Dec. 31 Sep. 30 Jun. 30 Mar.31 Dee. 31 Sep. 30 Jun 30 Mar. 31
{In thonsands, except per share data) .

Revenue:
Product ......oovvinnviinnninnnnn $12,178 $10231 $ 9,637 § 6,372 S 7881 $ 7315 §5, 752§ 5274
Maintenance and Professional Services ... _ 6,875 6,185 _ 5055 _ 4, 307 3948 3790 3,556 3.194
Total revenue. . ......... Vieei..i.o.. 19,053 16416 14692 10679 11,829 11,105 9,308 _ 8,468
Cost of revenue: ) .
Costofproduct ................... 26 514 Bl 4 ) 7_ ] 8 12 11
Maintenance and Professional Services . . . 1,767 1,703 1462 1,261 1,143 1,151 1,118 945
Total costofrevenue .. ............... L L7193 2217 2,273 1,265 1,150 1,159 . 130 . 956
Gross profit. . . ............ e 17,260 14,199 12419 9414 10,679 , 9946 8,178 7512
Operating expenses . . \ ' .
Sales and Marketing . . .. ..ot 6,620 5641 5620 4330 4546 4302 4279 4,064
Research and Development .. ......... 2930 2,753 2,532 2464 2456 2543 2372 2,37
"General and Administrative .. ......... © 54537 2,577 - 1,767 2,027 1462 - 1648 1544 2,076
Depreciation and Amoftization......... 519 492 351 251 235 "216 187 ° 167
Legal fées and Settlement costs ... ... .. " - = = — 4631 404 268 ' 368
i Ly . ", Lt . ) .- .
Total Operating Expenses . . . .. .. e 15,522 " 11,463 10,270, 9,072 13,330, _ 9,113 ‘ 8,650 9,052




+  For the Three Months Ended

2006 2005
Dec. 31 Sep. 0 Jun. 30 Mar 3l Dec. 3] Sep. 30 Jun. M Mar 3t
e - (In thotisands, excépt per share data)
Operating Income (loss) ... ............ 1,738 2736 2,149 42 (2,651) 833 {472) (1,540)
Iterest INCOME . .o .ot eereeenannns 106 92 70 51 48 26 h) 4
Interest Expense. . ...... ...t (22) (26) (26) (1N (15) (8) {9) ' (C))]
Foreign exchange gains (losses).......... (23) 24 55 — — — — 1 —
Income (foss) before income taxes . . . ... .. 1799 20826 ° 2248 376 (2618) 851 (476 '(1,540)
lncomc Tax expcnsc .................. 91 370 ¢ 83 kI — 0 — — —
" Netincome {loss) ........... ..., 1708 2509 2, 165 373 (2618) 851 (476) (1,540)
Accretion on redeemable shnres ........ L (496)" (1.334) () 332) (1 334) {1,332) (1.334) (1,332) (1,334)
Dividends ........ R R , (667) (743) (722) {698) {698) (684) (662) (642)
Net gain (loss) attribulable 10 common
stockholders. .................. .. 8 545 § a4 $ 111 $(1,659) $(4, 643) $(1,167) $(2,470) $(3.516, 516)
Net loss per share, basic . . . ............ $ 0098 011 § 003§ (0.44)5 (123) $ (0.31) S (0.65) § (0.92)
Net loss per share, diluted. . . ... .. ... ., $ 007 5 007 $ 002 § (044)8 (1.2 § (0.31} § (0.65) $ (0.92)
Stock-bascd compensation expense included
inabove ........... ... . . . el $1030 § 487 & 253 § 446 $ 119 $ 0% 05 Y

Our operating results may fluctuate due to a variety of factors, many of which are outside of cur control. As a
result, comparing our operating results on a period-1o-period basis may not be meaningful. You should not rely on
our past results as an indication of our future performance.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

We do not engage in trading activities involving non-exchange traded contracts. As such, we are not materially
exposed to any financing, liquidity, market or credit risk that could arise if we had engaged in these relationships.

Historically, our exposure to foreign currency exchange rates was limited as our intemational sales were
denominated in the United States dollar. As a result of our acquisition of Double-Take EMEA in May 2006, we now
have international sales that are denominated in foreign currencies, and we face exposure to adverse movements in
foreign currency exchange rates. Depending on the amount of our revenue generated from Double-Take EMEA,
adverse movement in foreign currency exchange rates could have a material adverse impact on our financial results.
Our primary exposures are 1o fluctuations in exchange rates for the United States doltar versus the Euro and 10 a
lesser extent, the United States dollar versus the British Pound. Changes in currency exchange rates could adversely
affect our reported revenue and could require us (o reduce our prices to remain competitive in foreign markets,
which could also materially adversely affect our results of operations. We have not historically hedged exposure to
changes in foreign currency exchange rates and, as a result, we could incur unanticipated gains or losses.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders of
Double-Take Software, Inc.

We have audited the accompanying consolidated balance sheets of Double-Take Software, Inc, (formerly NSI
Software, Inc., the “Company™) as of December 31, 2006 and 2005 and the related consolidated statements of
operations, changes in stockholders’ equity (deficit) and cash flows for each of the years in the three-year period
ended December 31, 2006. Our audits also include the financial statement schedule — Valuation and Qualifying
Accounts (Schedule 11). These financial statements and schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and schedule based on
our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(Uniled States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements and schedule are free of material misstaternent. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements and schedules. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion,

In our opinion, the financial statements enumerated above present fairly, in all material respects, the
consolidated financial position of Double-Take Software, Inc. as of December 31, 2006 and 2005, and the
consolidated results of their operations and their consolidated cash flows for each of the years in the three-year
period ended December 31, 2006, in conformity with accounting principles generally accepted in the United States
of America. Also, in our opinion, the related financial statement schedule, when considered in retation to the basic
consolidated financial statéments taken as a whole, presents fairly in all material respects the information set forth
therein.

_ Asdiscussed in Note F to the financial statements, effective January 1, 2006, the Company changed its method
of accounting for stock based compensation in accordance with Stalement of Financial Accounting Standards
No. 123(R), “Share-Based Payment”.

s/ Eisner LLP

New York, New York
March 29, 2007
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DOUBLE-TAKE SOFTWARE, INC.
Consolidated Balance Sheets

Current assets: |
Cashandcashequivalents . . .. ... ittt n s ea ras s agn e
"Accounts receivable, net of allowance for doubtful accounts of $570 and $274 at December 31,
2006 and 2005, respeclively . . . ... e e e
L 1L T
Prepaid expenses and other current asseis . .. ... ...t e

Total current assels .. ......oveniin . P T
Property and equipment — at cost, net of accumulated depreciation of $2,838 and $1,400 at
_ December 31, 2006 and 2005, respectively. . . . .. e e e
Customer relationships, net of accumulated amortization of $274 at December 31, 2006. ... ...
Marketing relationships, net of accumulated amortization of $150 at December 31, 2006 . ... ..
L0 17 1T R

TORA @SSELS ... .ot e

Current liabilities:
Accounts payable . . .. ..... e e e
Accrued expemses. ... .. ... ... e e e e
Accrued purchase Price. . .. .ottt it e
Other Habililies . ... ...t ous i iii i e ia oo cananerranastactssnnsnsas
Deferrod revenue . ... ..o oe it i e s s

Total cumrent Habilities. . . . .ottt ettt i e e

Long-term defErmed TEVEIBE ..o\ ot v e st i s st a e
Longterm deferred cent . .. ... ... ... it e
Long-term capital leasg obligations . .. ... . ... . e

Total long-term liabihities . . .. . .. v e i
Total LabiiteS « . . v oo vttt e e e it ea i ae e e

Redeemable shares:
Redeemable convertible Series B preferred stock; 14,451,572 shares authorized; 0 and
13,633,334 shares issued and outstanding at December 31, 2006 and 2005; redemption value of
30 and $46,663 at December 31, 2006 and 2005, respectively ... ... ..o il
Redeemable convertible Series C preferred stock; 8,382,201 shares authorized; 0 and
7,772,094 shares issued and outstanding at December 31, 2006 and 2005; redemption value of
$0 and $8,361 at December 31, 2006 and 2005, respectively .. ... ... ... ..ot "
Total redemption valte . ... ...t i et s
Stockholders’ equity (deficit) ,
Preferred Stock, $.01 par vaiue per share, 20,000,000 shares authorized; 0 shares issued and
outstanding at December 30,2006 . ... . oo i e e
Common stock, $.001 par value per share; 130,000,000 shares suthorized; 20,726,589 and
3,789,270 sharcs issued and cutstanding at December 31, 2006 and 2005, respectively . .......
Additional paid-incapital ... ... .. .. i e
Accumulated deficil . . ... oo e s
Accumulated other comprehensive income
Cumutlative foreign currency translation adjustment ... ... . ..ot iiini i
Total stockholders” equity (deficit) ... ... vin i i e e e

Total liabilities, redeemable shares and stockholders’ equity (deficity. ... ... nv v ons

See notes to financial statements
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December 31,

2006

2005

(In thousands, except
share and per share
amounts)

$55170 § 8341
12,676 7.982
14 -
2210 345
70070 16,668
3.000 1,864
1,993 —_
1,842 -
121 5§

$ 77,026 § 18,590
$ 2217 § 1537
6,845 6,825
1,425 -
135 -
16774 10,562
27,396 18924
3977 2,887
406 518

17 7
4,400 3,412
31,796 22,336
—  ais4

— 8377

— 50561

21 4
138,398 42,931
(93317)  (97,242)
128 —
45230  (54,307)
$ 77,026 $ 18,590




e ' DOUBLE-TAKE SOFTWARE, INC.- *

Consolidated Statements of Operations

Year Ended -De:tem‘ber 31,
- 2006 005~ 2004
(In thousands, except share and per
share amounts)
Revenue: . . . v r
SO Iware JICENSES . . v vttt i i it i . $38418 $26222 319943
Maintenance and professional services . ............. .. 00, 22422 - 14,488 9,895
TOM TEVERUE . .+ v\ e v e e ea e aeeecn e e e s et aanen 60,840 40,710 29,838
Cost of revenue: ) ) e
Software licenses . ............ P e e 1,355 ° 1 38 559
Maintenance and professional services . ...................c0 .. 6,193 4 357 3,694
Total cost of revenue - . . .. e PR e P 7,548~ . 14395 -4,253
GEOSS PIOTIt .+ . o v e aeeenreennenns, P U P 53292 36315 25585
Operating expenses: ] . . ' - . .
Sales and marketing. :. . 0. vt e 22,211 17,191 16,188
Research and development . ............. e e 10,679 - 9,748 ‘8,717
General and administrative . . . . ... ... ... 11,824 6,730 - 5,666
. Depreciation and amortization .......... [ S T - 1613 ' 1805 . 527
. Legal fees and settlement COSES. .. ... ..o v vnrn v n e tninsvaay " —_ 5,671 1,755
. - - . . ] . . I
Total -operating expenses. . .......... O 46,327 * 40,145 32,853
‘Operating income (10S8) . .« .« v v ere it 6965 . (3.830) (7, 268)
Interest iNCOME . .....vvvviinnnnnenns e e 319 83
Interest EXPenSe . . ... i et er e e on (36) (765)
.Foreign exchange gains .. ............... ...l 56 — .=
Jncome (loss) before income taxes . ...... e e e 7,249 (3,783) (8,026)
‘Income tax expense ............ e et e 494 — .=
Net income (loss)......... Y T - 6,755 (3,783) (8,026)
Accretion on redeemable shares: i *
Series B. ... ........ e P @A (53100 (5,310)
Seres C.............. PR e e . - (19 (22) . @
Dividendson Sertes B. ... ............ PPN e - (2,140) (2,035) {1,882)
Dividends on Series C .. ... R A e e ~-(690) (651) (147)
Net loss attributable to comlﬁon stockholders . . ... .... FEETETRERRERRRS .8 (571) -$(11,801) $(15,369)
Net loss per share attributable to common stockholdcrs T
Basic and diluted . . . .. S S S et a e $-(0.13) $ (3.1 § (4.06)
Weighted-average number of shares used i in per share’ amounts: ) C
Basic and diluted . .. .. e e e e e s T 4,306 3,789 3,786
. h - . :
. : oo
iy N

-See notes Lo financial statements - -
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DOUBLE-TAKE SOFTWARE, INC.
Consolidated -Statements.of Cash Flows -

[} " * RS
_ S _ , Year Ended December 31,
(In thousands, except share
- » . and per share amounts) |
Cash flows from opemating activities:
Netincome (loss) - . . . .. ... . ... i, T $ 6755 .%3,783) $(8,026)
Adjustmemts 1o reconcile net income (loss) ] nel cash provided by (used in) operating activides:
Depreciation and amortization... . . . et e e et e r e . L1189 805 , 1042
Amortizotion of intangible assets . . ... ... ... L., R TR R L y—
Amortization of debt dlscoum md ﬁnnncmg OIS ;. e e P R - = . .B
Amomzuuonofdeferredcompensauon ............. AP SR S SN AT S T — e s
+ Proviston for doubtful Seounts . ... .. 0L L s b T et S 200 100 0 0 16
* 1ssbance of oplions for services, ... ..... [ R A T 2215, . 19 P
Issuance of common stock 0 CED. . . L. .. ... . i e e e 3240 ., —_
Issuance of redeemable convenible Serics C preferred to management as compensation . ... ...... 103 54 -
Issuance of redeemable convenible Series C preferred stock as additional interest’. . ... .~ ... .. Sy = ae— N 513
Changes in:
Accountsreccivable . . ... . ... . e i P e W s (1,939 (25%0) . 232
Prepaid expenses and other nssels ............................................ (1,684) 4 (176)
.q,lnvcmory.' ............... B ke aateres TR R P R o 323,’;' —_ -
¢ Otherassets. ...... ... ienes D o @. 15, —=
Accounts ‘payable and uccmed cxpensu. et e I P (2,159) , 4343 83
Accruedmtereslpaynblc....' ........ e e e e PR Lot - = 50
Other Jinbilities. . . . . R PR e e L S A S I SEs - =
Deferred revenue. - ., ..o vviieinianan, e e e e 5867 4,538 4,181
“Restricted eash. LS O L S e T - /.
Net cash provided by (uscd in) opernung m:nwnes e, e eeelIois. esr 3605 (464)
Cash flows from investing activities: ot ’ C ' ' "
Purchase of propeny and cquipment. . .. ... .. " A S oMo 2,050 (i 096y  (1.218)
Acquisition of Double-Tike-EMEA, net of ¢ash acquired 4: . . | ., B wu e (2073 = —_
Net cash used in investing activities. . .. ... e e e ey (4123  (1.096) (1.218)
Cash flows from financing activities: B
Proceeds (repayments) from revolving line of credit, met. . . . .. ... .o i e _ —_ (100)
Barrowing under bridge financing, . .. .. ..., o e e Ve rrpaeaaaes Vo, ™, 2,000
 Issuance of redsemable convenible puferred nocl: _ Senr.s C ........... e ) - S— ,5.000
Costs incurred in issuance of redéemable convcmblc prefen'ed stock—SeriesC............n.. et (63)
Retumof Capital — Series B .. . . ... 5. oo 0 e ia e LIPS (10225) 7 T — v e
Proceeds from public offering, net of expenses., . .. . ... .. ... ..l e, 48319 -~ — 1. -
Repurchase of common stock fream CEQ. . .. ... . v i i i e i e i (1.343) — —
Proceeds from exercise of stock options ... .. ... .. ii i s e . 453 1 T2
Payment on capital lease obligotion . . .. .u vttt e e e P € ) B G
Net cash provided by financing uctivilics“ R FE R R g , 37,193 oo 1 6,837
Efreclofexclnngcmedungcsoncash ......... e e PN 108 -, -
Net increase in cash and cash equivalents . . . ... ............ e e P 48731 ., 2510 5155
Cn.shandcnsheqmvaicms—bcglnmngofyear..."'..,....'....'.'.'..."........Z'..' ......... Y |66
Cash and cash equwa.lent.s-—-cnd of year . .. Sl "‘:' Sl .". L et . ._'.'i". $55170 $8341  §5831
Supplcmentgl dlsclosurcs of cash low, information: . - . VU et l
Cashpmddunnslhepcrlodfor L L . . e N . o ]
Interest .. ... ... .0 PN sl e e s o5 s e
licome taxes . ....... e s e e Lot L S 1066 $  Ferd 14
Supplemental disclosures of noncash investing and financing activities: . . v ° L EE S R
Issuance of preferred stock upon conversion-of bridge financing including-interegt of $50 .. .. ... - . - $2050
Issuance of warrants in connection with revolving line of credu .......................... - - -
Acerued purchase price payments . ...y .. e s e e — = -
,Accrucd costs for public offering. . . ... ... ... e R F LT s 10, ..
Rccelvublc I'rorn employces in connection wuh cxcmse of stock opllons' R R R TP s . 14!' R R o~
o ' , .. -See notes to financial statcmcms e e

51




DOUBLE-TAKE SOFTWARE, INC.

_ Notes to Consolidated’ Financial Staterhents
December 31, 20606, 2005 and 2004
(in thousands, except for share and per share amounts)

-

NOTE A — QRGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

{1] The Company: '

Double-Take Software, Inc. (formerly NSl Soflware lnc ) (the “Company") a Delaware corporauon is
engaged in developing, marketing and supporting data protection software solutions for high availability, disaster
recovery and centralized backup. The Company operates in one reportable segment and its revenues are mamly
derived from sales of software and related services. Software is licensed by the Company pnmanly to distributors,
value added reselters (“VARS™) and original equrpmem manufacturers (“OEMS") Iocated pnmanly in the United
States and in Europe: - .

The Company completed an mmal pubhc offenng of its common stock in December 2006 Ce

In connection’with the Company's initial public offering:
e ..
+ The Compaiy effected a 1 for 4.9 reverse stock split of its common stock on November 3, 2006 A]l share
and per share amounts related to common stock, options and warrants included in the consolidated financial
statenients have been restated to reflect the reverse stock split. The ¢onversion ratios of the Company's

Series B Preferred Stock and Series C Preferred Stock have also been adjusted to reflect the reverse split.

* There were 7.5 million shares of common stock sold at $11.00 per share to the public, compsising 5 million
shares of comirnon stock sold by the Company and 2.5 million shares of common stock sold by existing
stockholders. The Company received gross proceeds of $55, 000, or $47,549 after deducting underwntmg
discounts and commissions of $3,850 and offering costs of $3,601. Upon closing of the IPO, all ‘shares of
redeemable preferred stock automatically converted into 11,553,130 shares of common stock

.

Principles of Consolidation

The consolidated fanancial statements include all subsidiaries. All inter-company transactions and bala.nces
have been eliminated. Double-Take EMEA became a submdrary on May '23, 2006, therefore the consolidated
financial statements only include Double-Take EMEA’s financial results and activities from the date of acqursmon
until December 31, 2006. .

1

! a

2] Acqm'sition of Double-Take EMEA:

On May 23, 2006, the Company acquired all of the issued and outstanding shares of Sunbelt System Software
S$.A.S. which_is now known as Double-Take Software S.A. S., or Double-Take EMEA. From 1998 through the
acqulsluon date, Double-Take EMEA was the principal or exclusive distributor of the Company's software in the
European, Middle Eastern and African market and a certified Double-Take training organization. "An initial
payment of $1.1 million was made to the former stockholders of Double-Take EMEA for the acquisition, which’
represented cam-out payments for the period January 1, 2006 through April 30, 2006. Subsequent payments
totaling $2.4 million were.made through December 31, 2006. A portion of the earn-out payments are held in escrow.
The escrow account was established to hold 20% of the initial $1.1 million payment and 20% of each eamn-out
payment through December 31, 2007 to satisfy claims against the selling shareholders that the Company may have
from time to time as a result of breaches of reprcsenmnons warranues or covenants through December-31, 2007.

The acquisition of Double-Take EMEA was accounted for using the purchasc method of- -accounting, and the
assets acquired and liabililies assumed were accounted for at their fair values at the acquisition dale based on a
management review, including a valuation report issued by an independent third party. The amounts ‘are based on
currently available information and certain assumptions and estimiates ‘that management believes are reasonable.
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DOUBLE-TAKE SOFTWARE, INC.
Notes to Consolidated Financial S{atements — (Continued)

- « Operating results of Doublc-Takc EMEA are mcluded in the consolidated financial stalements from its dale of

acquisition. - . . . S T
The details of the mlual purchase pnce allocauon are as follows (m thousands)
' P DR
Eam-out payments for the period szuary l 2006 through Apnl 30,2006,............. $1,133
Amount due 10 former Double-Take EMEA shareholders . ..................c0vvvns 932
BT 7T (e o] 3 318
Total mmal purchase ¥+ $2,383 383

In accordance’ with SFAS 141, earn-out payments, whlch are estimated to be between $10 and $12 million,
have'not all been included in the calculation of the purchase price because they are contingent in-nature and based
on a specified percentage of the payments made to the Company by Doublc-Take EMEA under the Company’s
intercompany distribution agreement through December 2007. A portion of the conungem purchase price equal to
the excess of the fair value of the assets acquired and liabilities assumed over the non-contingent portion of the
purchase price was accrued in accordance with SFAS No. 141, If carn-out payments éxceed the initial amount
recorded as the liability, the amount by v whu:h the eam-out payments exceed the recorded liability will be recorded
as additional purchase price and goodw1l|

The identifiable assets and liabilities on the date of acquisition are in thousands as follows:

. Voot . y Life
Cash and cash equivalents .................... SRLEEE S ceeege $L778
Accounts receivable, net of al]owance. e RO . 2927 .
Inventory . ........... .. .. .., RS TR 1.1 B
Prepaid eXpenses ... ... i e e i 2,694
ACCOUNE PAYADIE - . o v e e o et e et e et e teee foens (1L229) 0
Accrued EXPENses. . .. .. .. R R REEEE RS ERERRRRTR RIS (‘1.790) .
Other fiabilities ..., 7, /1.0 L T ey
Deferred revenue ... . ... ) e, e o (3.944) , ,
Properties and eqUIPmMENt . . . ... ... .. .. i e e e e 275 5 years
L0 T g T T . 54
Customer relationships . . . ... ... .. ittt i e 2,267 5 years
: Marketmg mlanonshlps(l) e PR N AT NS el 1992 8 years
a Tota.lassclsacqulred ...... ,". $6261
M  Puichasé Price paid through December 31, 2006 . .. o Lot 84836 S
' Accruedpurchascpnce “ ..... ,--'--':"'----.':.-.- -’ ‘1425 -
Total .....oooeennn... OIS LD skas

(1) 'I'he acqmred mtanglblc markcung relanonsh:p mcluded in the acquisition of Double-Take EMEA rclates tothe
reacquisition of a pneexnsnng distribution a.rmngemcm between Double-Take Software and Double-Take
EMEA for software markclmg nghls that had prewously been granted to Doublc Take EMEA Under the
agréement, Double-Take EMEA purchascs software hcenses froh Doublc-Take ‘Software at rates that were
negotiated at arms length and that represenied current market rates, At'the date of acquisition, the agreement

. *between Double-Take Software and Double-Take EMEA was continued without any amendments upon the
acquisition and was neither favorable nor unfavorablc to cither party. Accordingly, there was no gain or loss
recorded upon the reacquisition of the preexisting arrangement. .

s
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DOUBLE-TAKE SOFTWARE, INC.
Notes to Consolidated ‘Financial Statements — (Continued)

* Thé consolidated financial statéments for the year ended December 31, 2006 includes the results of opérations
of Double-Take EMEA from the date of acquisition, The following unaudited pro forma information represents the
Company’s condensed consolldatcd results of operations as if the acquisition of Double-Take EMEA had occurred
as of the beginning of the penods prescmed The pro forma amounts of net income (loss) attributable to common

stockholdcrs include amortization of the amiounts ascribed to intangible assets acqulred in the acquisition.
. C o i

- - S ' " Year'Ended
December 31,
o, 2006 2005
Total Revenue . ........ e " $65.621 § 5|.069
Net income (loss) attributable to common stockholders. . . . . PR w1 5. (417 2 8(13,065)
-" Basic'and diluted mcome (Ioss) pershare.-. . ...... .0 ...... o R ‘$ (0.10) '$ (3. 45) v
s Welghu:d avemgc shares outstandmg — basic and dl!uted ..... P 4,306 3,789
L nl- !- . . ' - a 1. - v + tT .
N ! i1 " P .-' ,.' | I ’ ' . ' B 1y
[3] Cash and-cash equivalerm- v S _ . Y ,

" The Company consnders all h:ghly liquid i invediments {including commcrc:al paper) purchascd wuh a malumy
of 90 days or less to be cash equivalents.

R . o

[4] Accounts receivable and allowance for doubtful accounts:

Financial instruntents that potentially subject the Company to significant coricentration of credit risk consist
primarily of accounts receivable. The Company performs ongoing credit evaluations of its customers and maintains
allowances for potential credit issues based on historical trends. . weom,

[5] Fair valiié of financial instruments:

At December '31, 2006 and 2005, the Company’s ‘financial instruments consist pnmanly of accounts
receivable, and accounts payable. The carrying values of these instruments approximate their fmr value, because
of thmr shorl-tcrm nature. :

[6] Revmuc rccognmon.

| L f}

In accordancc-wuh E.lTF 0[-9 our revenue is reponed net of rebates and discounts because we do not receive
an identifiable benefit in exchange for the rebate or discount. The Company derives revenues from two pnmary
sources or elements: $oftware licenses and services. Services include customer support, consulting, instailation
services and training. A typical sales arrangement includes both of these elements. The Company applies the
provisions of Statement of Position (“SOP”) 97-2, “Software Revenue Recognition,” as amendcd by SOP 98:4 and
SOP 98-9, and related mtcrprctanons to all transactions to determine the recognition of revenue.

For software arrangemcms involving multiple elements, the Company recognizes revenue using the residual
melhod as described in SOP 9‘8-9 Under the residual method, the Company alIocates and defers revenue for the
undehvered elemcms based on relanvc fau- value and recogmzes the dlfference bctween the total ammgemcm fee
and the amuunl dcferred for the ndelivered elements as revenue. The detérmination of fair value of the undelwercd
clemems in multiple eIcmem anangements is based on the price . charged wtien such elements are sold scparatcly.
whlch is commonly referned lo as vendor- pecxﬁc objecuve—ewdcncc (‘VSOE") ' .

' .
v

~The Company’s software-licenses typically provide fora perpétial right to use thie Company 5 soflwarcand are
sold"on a per-copy basis. The: Company recognizes software revenue through direct sales channels and -resellers
upon receipt of a purchase order or other persuasive evidence and when all‘othier basic revenue recognition criteria
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DOUBLE-TAKE SOFTWARE, INC..

Notes to Consolidated Financial Statements — (Continued)

are met as described below. Revenue from software licenses sold through an original equipment manufacturer
partner is recognized upon the receipt of a royalty report evidencing sales.

Services revenue includes revenue from customer support and other professional services. Customer support
includes software updates (including unspecified product vpgrades and enhancements) on a when-and-if-available
basis, telephone support and bug fixes or patches. Customer support revenue is recognized ratably over the term of
the customer support agreement, which is typically one year. To determine the price for the customer support
element when sold separately, the Company uses actual rates at which it has previously sold support as establlshed
VSOE.

Other professional services such as consulting and installation services provided by the Company are not
essential to the functionality of the software and can also be performed by the customer or a third party. Revenues
from consulting and installation services are recognized when the services are completed. Training fees are
recognized after the training course has been provided. Based on the Company’s analysis of such other professional
services transactions sold on a stand-alone basis, the Company has concluded it has established VSOE for such
other professional services when sold in connection with a multiple-element software arrangement. The price for
other professional services has not materially changed for the periods presented.

The Company has anatyzed all of the undelivered elements included in its multiple-element arrangements and
determined that VSOE of fair value exists to allocate revenues to services. Accordingly, assuming all basic revenue
recognition criteria are met, software revenue is recognized upon delivery of the software license using the residual
method in accordance with SOP 98-9. .

The Company considers the four basic revenue recognition criteria for each of the elements as follows:

Persuasive evidence of an arrangement with the customer exists.  The Company’s customary practice is
1o require a purchase order and, in some cases, a written contract signed by both the customer and the
Company prior to recognizing revenue on an arrangement.

Delivery or performance has occurred. The Company's software applications are usually physically
delivered to customers with standard transfer terms such as FOB shipping point. Software and/or software
license keys for add-on orders or software updates are typically delivered via email. We recognize software
revenue upon shipment to resellers and distributors because there is no right of return or refund and no price,
protection agreements. In situations where multiple copies of licenses are purchased, all copies are delivered to
the customer in one shipment and revenue is recognized upon shipment. Occasionally, the Company enters
into a site license with a customer that allows the customer to use a specified number of licenses within the
organization. When a site license is sold, the Company delivers a master disk to the customer that allows the
product to be installed on multiple servers. The Company has no further obligation to provide additional
copies of the software or user manuals. Revenue on site licenses is recognized upon shipment of the master
disk to the customer. Sales made by the Company’s Original Equipment Manufacturer (OEM}) partners are
recognized as revenue in the month the product is shipped. The Company estimates the revenue from 2
preliminary report received from the OEM shontly after the end of the month. Once the final report is received,
the revenue is adjusted to that based on the final report, usually in the following month. Services revenue is
recognized when the services are completed, except for customer support, which is recognized ratably over the
term of the customer support agreement, which is typically one year.

Fee is fixed or determinable. The fee customers pay for software applications, customer support and
other professional services is negotiated at the outset of an arrangement. The fecs are therefore constdered to
be fixed or deterrmnable at the 1nceptlon of the arrangemem

Collection is probable. Probability of collection is assessed on a:customer-by-customer basis; Each
new customer undergoes a credit review process to evaluate its financial position and ability to pay. If the
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DOUBLE-TAKE SOFTWARE, INC,
Notes to Consolidated Financial Statements — (Continued)

Company determines from the outset of an arrangement that collection is not probable based upon the review .
process, revenue is recognized on a cash-collected basis.

The Company's arrangements do not generaily include acceptance clauses. However, if an arrangement does
include an acceptance clause, revenue for such an arrangement is deferred and recognized upon acceptance.
Acceptance occurs upon the earliest of receipt of a written customer acceptance, waiver of customer acceptance or.
expiration of the acceptance period. :

[7] Cost of revenue:

Cost of software revenue. - Cost of software revenue consists primarily of media, manual, translation and
distribution costs. Cost of software revenue also has included amortization of internally-developed. capnallzed
software. Because there is not a significant amount of time and costs incurred between technological feasibility and
the point at which the software is ready for general release, the Company no longer capitalizes costs of its
internally-developed software. Cost of software related to Double-Take EMEA sales in the period from May 24,
2006 through December 31, 2006 has discontinued upon the sale of Double—Take products on hand on May 23,
2006.

Cost of services revenue. Cost of services revenue consists primarily of salary and other personnel related
costs incurred in connection with the Company's provision of maintenance and professional services. Cost of
services revenue also includes other allocated overhead expenses for professional services and product support
personnel, as well as travel-related expenses for staff 10 perform work at a customer’s site.

[8] Property, plant and equipment:

Furniture, equipment and computer hardware are depreciated using the straight-line method over their
estimated useful lives of up to three years. Leasehold improvements are amortized by the straight-line melhod over
the shorter of the remaining initial terms of the respective leases or economic useful life.

[9] Software development costs: .

In accordance with SFAS No. 86; certain costs associated with the development of the software are capitalized.
Such costs are amortized at the greater of (i) the percentage of sales to date compared to total estimated sales, or
(i) amortized using the straight-line method over the software’s estimated useful lives. The recoverability of
capitalized software development costs are periodically evaluated and write-downs are taken if required. Costs
incurred to develop software programs prior to the achievement of technological feasibility are expensed as
incuried. The Company’s current process for developing software is essentially completed concurrently with the
establishment of technological feasibility and therefore no software development costs have been capllallzed for
the years ended December 31, 2006 and 2005.

[10] Inmngtb.'e assels:

Intanglble assets are amoruzcd using the strmght -ling method over their esumated useful lives. Customer
relationships have an estimated useful life of 5 years and marketing relationships have an estimated useful life of
8 years.

[ 11} Impazrment of long-lived assels:

In decordance with SFAS No. 144, “Accounting for the Impairment or Dlsposal of Long-Lived Assets,” the
Company records 1mpam'nent losses on long-lived assets used in operations or expected to be disposed -of when
indicators of impairment exist and the cash flows expected to be derived from those assets are less than carrying
amounts of those assets. The Company has not recorded any impairment charge for the years ended December 31,
2006, 2005 and 2004.
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DOUBLE-TAKE SOFTWARE, INC.

Notes to Consolidated Financial Statements — (Continued)

[12] Advertising expense:

Advertising costs, which include reimbursements to resellers and distributors of $2,997, $2,648 and $2,440 for
the years ended December 31, 2006, 2005 and 2004, respectively, are expensed as incurred. Advertising costs are
included in sales and marketing costs.

[13] Income taxes:

The Company accounts for income taxes in accordance with SFAS No. 109, “Accounting for Income Taxes.”
Deferred tax assets and liabilities are determined based on differences between financial reporting and tax bases of
assets and liabilities, and are measured using the enacted laws and tax rates that are expected to be in effect when the
differences are expected to reverse. The measurement of deferred tax assets is reduced, if necessary, by a valuation
allowance for any tax benefits not expected to be realized. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in the period that such tax rate changes are enacted. '

{14] Accounting estimates:

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenue, costs and expenses during the period. Based on historical experience and current
account information, estimates are made regarding provisions for allowances for doubtful accounts receivable,
sales discounts and other allowances, depreciation, amortization, asset valuations and stock based compensation.
Actual results could differ from those estimates.

[15] Concentration of credit risk:

The Company grants credit to customers in a wide variety of industries and geographic locations.

[16] Foreign Currency Translation:

The functional currency of the Company’s foreign operations are the local country’s currency, the Euro. In
accordance with SFAS No. 52, Foreign Currency Translation, the assets and liabilities of the Company’s
international subsidiaries are translated at their respective period-end exchange rates, and revenues and expenses
are translated at average currency exchange rates for the period. The resulting balance sheet translation adjustments
are includéd in “Other comprehensive income (loss)” and are reflected as a separate component of stockholders’
equity (deficit). Foreign currency transaction gains and losses are included in results of operations. Through
December 31, 206, the Company has not entered into any transactions to hedge its exposure to changes in foreign
currency exchange rates.

[17] Comprehensive Income (Loss): -

Comprehensive income (loss), presented in the statement of changes in stockholders’ equity (deficit), includes
other comprehensive income and net income or loss. Other comprehensive income includes certain changes in
equity that are excluded from net income (loss). Specifically, cumulative foreign currency transtation adjustments
are included in accumulated other comprehensive income.

[18] Stock-based compensation:

Prior to January 1, 2006, the Comnpany accounted for stock-based compensation using the intrinsic value
method prescribed in Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,”
and related interpretations. Accordingly, compensation cost for stock options generally was measured as the excess,
if any, of the estimated fair value of the Company’s common stock over the amount an employee must pay to
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acquire the common stock on the date that both the exercise price and the number of shares to be acquired pursuant
to the option are fixed. The Company had adopted the disclosure-only provisions of SFAS No. 123, “Accounting for
Stock-Based Compensation,” and SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and
Disclosure,” which was released in December 2002 as an amendment to SFAS No. 123 and used the minimum value
method of valuing stock options as allowed for non-public companies.

In December 2004, the Financial Accounting Standards Board, referred to as FASB, issued SFAS No. 123(R),
which revised SFAS No. 123 and supersedes the Accounting Principles Board, referred to as APB, Opinion No. 25,
“Accounting for Stock Issued to Employees.” SFAS 123(R} focuses primarily on transactions in which an entity
obtains employee services in exchange for share-based payments. Under SFAS 123(R), a public entity generally is
required to measure the cost of employee services received in exchange foran award of equity instruments based on
the grant-date fair value of the award, with such cost recognized over the applicable requisite service period. In
addition, SFAS 123(R) requires an entity to provide certain disclosures in order to assist in understanding the nature
of share-based payment transactions and the effects of those transactions on the financial statements. The
provisions of SFAS No. 123(R) are required to be applied as of the beginning of the first interim or annual
reporting period of the entity’s first fiscal year that begins after December 15, 2005. -

Effective January 1, 2006, the Company adopted the fair value recognition provisions of SFAS No. 123(R),
“Share-Based Payment.” using the prospective transition method, which requires the Company to apply its
provisions only to awards granted, modified, repurchased or cancelled after the effective date. Under this transition
method, stock-based compensation expense recognized beginning January 1, 2006 is based on the grant-date fair
value of stock option awards granted or modified after January 1, 2006. As the Company had used the minimum
value method for valuing its stock options under SFAS 123, all options granted prior to Janvary 1, 2006 continue to
be accounted for under APB Opinion No. 25. b ‘

As a result of adopting SFAS No. 123(R) on January |, 2006, based on the grant-date fair value estimate of
employee stock options granted, in the year ended December 31, 2006 the Company recognized compensation
expense of $1,017, of which $242 is included in sales and marketing, $266 in research and development, $391 in
general and administrative, and $118 in cost of revenue, maintenance and professional services. The grant date fair
value of options not yet recognized as expense at December 31, 2006 aggregated approximately $3,272. The
Company’s income before provision for income taxes and net income for the year ended December 31, 2006 are
each $473 less than if the Company had continued to account for stock-based compensation under APB Opinion
No. 25. The impact of the adoption of SFAS 123(R) was to reduce basic and diluted net income per share
attributable to common stockholders by $0.11.

The Company accounts for stock option grants to non-employees in accordance with SFAS No. 123 and EITF
Issue No. 96-18, “Accounting for Equity [nstruments That Are Issued to Other Than Employees for Acquiring, orin
Conjunction with Selling, Goods or Services,” which require that the fair value of these instruments be recognized
as an expense over the period in which the related services are rendered.

[19] Net loss per share:

Basic and diluted net loss per share information for all periods is presented under the requirements of
SFAS No. 128, “Earnings Per Share.” Basic loss per share is calculated by dividing the net loss attributable to
common stockholders by the weighted-average number of common shares outstanding during the period. Diluted
loss per share is calculated by dividing net loss attributable to common stockholders by the weighted-average
number of common shares outstanding, adjusted for the dilutive effect, if any, of potential common shares.
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The following potential common shares-(in thousands) were excluded from the computation of diluted net
income (loss) attributable to common stockholders per share because they had an anti-dilutive impact:

v . Yenr Ended December 31,
' . : . i 2006 2005 2004
Stock options . ... . . . .. [ TP 2929 2562 2509
WIS . .o v vttt s et e taeee s it etauess s et ian e 82 163 163

Redeemable convertible preferred stock. .......... e e 0" 10668 9,829
{20} l"teceut accounting prapouqc:engem;: L. . - .

‘In Seplember 2006, the Financial Accounting Standards Board {“FASB"} issued SFAS No. 157, “Fair Value
Measurements”, (FAS 157). FAS 157 (a) establishes a common d_éﬁhilion for fair value 10 be applied to assets and

liabilities, where required or permitted by Accounting Standards; (b) establishes a framework for measuring fair’

value; and (¢) expands disclosures concerning fair value measurements. FAS 157 does nol extend the required use
of fair value 1o any new circumstances. The Statement is effective for financial statements issued during fiscal years
beginning after November 15, 2007. The Company is currently assessing what the impact of this Slalcmcm will be
on the Company's financial position and rcsulls of operations,

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans” (FAS 158), This stalement requires employers to recoghize the over funded or under
funded status of a single-employer defined benefit postretirement plan as an asset or liability in its statement of
financial position and recognize any changes in that status in comprehensive income in the year in which it occurs.
It also requires that employers measure the funded status of a plan as of the date of its year-end statement of
financial position. The Statement does not’change how plans are accounted for and reported in the income

statement. For publicly traded compariies, FAS 158 is effective for fiscal years ending after December 15, 2006. The

Company does not expect that it will have a material effect on its consolidated ﬁnanual statemems

In February 2007 the FASB issued SFAS No. 159,“The Fair Value Option for Fmancnal Assets and Financial
Liabilities™ (FAS 159). The fair value-option esiablished by FAS 159 permits, but does not require, all entities to
choose to measure eligible items at fair vatue at specified election dates. An entity would report Onrealized gains
and losses on items for which the fair value option has been elected in earnings at each subsequent reporting date,
FAS 159 is effective as of the beginning of an entity's first fiscal year that begins after November 15, 2007. The
Company is currently assessing what the impact of the adopuon of lhlS Stalemcm wnll be on'the Company 5
ﬁnancnal position and results of operatnons ' :

In June 2006, the F:nanc:al Accounting Standards Board (“FASB”) issued FASB Interpretation No. 48,
“Accounting for Uncertainty-in.Income Taxes”, (FIN 48). This Interpretation clarifies the accounting for uncer-
tainty in income taxes recognized in an enterprise's financial statements and prescribes a recognition threshoid or
more-likety-than-not to be sustained wpon examination. Measurement of the tax uncertainty occurs if the
recognition threshold has been met. This Interpretation also provides guidance on de-recognition, classification,
interest and penalties, accounting in interim periods, disclosure and transition. FIN 48 will be effective for fiscal
years beginning after December 15, 2006. The Company does not.expect that the adoption of FIN 48 will be
matenial to our financial position and results of operanons

In Novcmbcr 2005, the, Fmanmal Accounting Standards Board (“FASB") issued FASB Staff Position
FSP 1i5-1 which addresses the determination as to when an investment is considered impaired, whether that
impairment is other-than-lemporary, and the measurement of an impairment loss. This FSP also .includes
accounting considerations subsequent to, the recognition of an other-than-temporary .impairment and requires
certain disclosures about unrealized losses that have not been recognized as other-than-temporary impairments.
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The guidance in this FSP amends Statement of Financial Accounting Standards (*SFAS") No: 1135, “Accounting for
Certain Investments in Debt and Equity Securities” and APB Opinion No. 18, “The Equity Method of Accounting’
for Investments in Common Stock.” The guidance in FSP 115-1 is applied to reponing periods beginning after
_ December 13, 2005. We are required to adopt FSP 115-1 for fiscal years beginning after January 1, 2006. The
Company adopted this standard for periods beginning on January 1,2006 and it did not have a malerial impact on its
financial statements or disclosures. T

In June 2006, the EITF reached consensus on EITF Issue No. 06-3; “‘Disclosure Requirements for Taxes
Assesscd by a Government Authority on Revenue-Producing Transactions™ (“EITF No. 06-3"), EITF 06-3 requires
disclosure of a company's accounting policy with respect to presentation of taxes collected on a revenue producing
transaction between a seller and a customer. For taxes that are reported on & gross basis-(included in revenues and
costs), EITF 06-E also requires disclosure of the amounts of taxes included in the financial statements. The
Company records sales tax collected from its Customers on a net basis, EITF 06-3 is cffective for interin and annual
reporting periods beginning after December 15, 2006. The Company does not expect the adoption Of EITF 06-3 to_
have a material impact on the Company’s consolidated financial statements. Cow

In February 2006, the FASB issued SFAS No. 155, “Accounting for Centain Hybrid Financial Instruments.”
This statemerit amends SFAS No. 133, “Accounting for Derivative Instriments and Hedging Attivities,” and
No. 140, “Accounting for Transfers and Servicing of Financial Asséts and Extinguishments of Liabilities.” This
statement resolves issues addressed in Statement 133, Implementation Issue No. D1, “Application of Statement 133
to Beneficial Interests in Securitized Financial Assets.” SFAS No. 155 permits fair value remeasurement for any
hybrid financial instrument that contains an embedded derivative that otherwise would require bifurcation, clarifies
which interest-only strips and p'rincipal-only swips arg not _subject to the requirements of Statement 133, and,
establishes a requirement to evaluate interest in securitized Qnancfgl assets to identify interests that are freestanding
derivatives or that are hybrid financial instruments that contain an embedded derivative requiring bifurcation. It also
clarifies that concentrations of credit risk in the form of subordination are not embedded derivatives and amends
Statement 140 to eliminatg the prohibjtion on a qualifying special-purpose entity from holding a derivative
financial instrument that pertains to a beneficial interest other than another derivative financial instrument, This
statement is effective for all financial instruments acquired or issued after-the beginning of an entity’s first fiscal
year that begins after September 15, 2006. The Company has,not yet determined the impact of.the adoption of
FAS 155 on its financial statements, if any.' C - . . A .

1n May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections™ (“FAS 154%).
FAS 154 replaces APB Opinion No. 20, “Accounting Changes” and SFAS No. 3, “Reporting Accounting Changes
in Interim Financial Statements.” SFAS 154 requires that a voluntary change in accounting principle be applied
retrospectively with all prior period financial statements presented based on the application of the new accounting
principle. The statement will require the retrospective application of the impact of the direct effect of changes in
accounting principles unless it is impracticable to détermine either the period-specific effects or the cumulative
effect of the change. SFAS 154 carries forward without change the guidance contained in APB 20 for reporting the.
correction.of an emor in previously-issued financial statements and changes in accounting estimates. SFAS 154 is
effective for accounting changes and corrections of errors made in fiscal years beginning after December 15, 2005
and requires prospective-application.. The Company adopted this standard for 2006 and it did not have a material

impact on its financial statements or disclosures. . ! ¢ "

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Asscts — An Amendment
of APB Opinion‘No. 29" (“SFAS 153"). SFAS'153 eliminates the exception for nonmonetary exchanges of similar
productive assets and replaces it with a' general exception for exchanges of ‘nonmonetary assets that do not have:
commercial substance. SFAS 153 is effective for fiscal'periods beginning after June 15, 2006 and adopted by the
Company in 2006. The adoption of SFAS 153 did not have a material impact on the Company’s consolidated results
of operation or financial condition. ot R Cedea
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+* In November 2004, the FASB issued. SFAS No..151, “Inventory Costs, an amendment of ARB No. 43,
Chapter 4. FAS 151 amends Accounting Research Bulletin No, 43, Chapler 4, 10 clarify that abnormal amounts of
idle facility expense, freight, handling costs and wasted materials (spoilage) should be recognized as current-period
charges: In addition, FAS 151 requires that allocation of fixed production overhead to inventory be based on the
normal capacity of the production facilities. The Company adopted FAS 151 beginning January 1, 2006, The
adoption of FAS 151 did not have a material impact on its financial position and the results of its operations.

Nore B — RevoLvinG LINE oF CrepiT
PRI TR P

In October 2003, the Company entered into a 12-month revolving line of credit agreement (**Facility”) with a
bank which provrdes for aggregale advances not to exceed the lesser of $4,750 or up 10 75% of eligible receivables,
as defined. Borrowings under the Fatility bear interest at the bank's prime rate plus 2.5% per annum, subject 1o an
unused line fee of 0.5% annually. The obligations under the Facility are collateralized by substantially- all the
Company’s assets except its intellectual property. In addition, all present and future indebtedness of the Company to
its officers, directors and shareholders are subordinated to borrowings under the line. In connection with entering
into the Facility, the Company issued a warrant to the bank to purchase 90,000 shares of its Series B Preferred Stock
exercisable at $1.50 per share, subject to adjustment, as defined, expiring in October 2013. The warrant was valued
at approximately $105 and was amortized over the 12-month life of the Facility. The Facility contains certain
restriclive covenants, including but not limited to, maintenance of minimum tangible net worth and minimum cash
or excess availability of $300, both as defined, and other non-financial covenants. In April 2004, in connection with
a modification to the Facility, the Company received a waiver for the failure of the Company to comply with the
minimum tangible net worth covenant as of December 31, 2003. In September 2003, the Company received a
waiver for the failure to comply with the minimum tanglble net worth covenant as of December 31, 2004 and for the
delivery of audited financial statements.

In May 2006, the Company entered inlo an amendment to the credit facility with Silicon Valley Bank that
extended the term of the facility to Aprit 30, 2007. Under the terms of the amended credit facility, maximum
borrowings are the lesser of 75% of eligible receivables or $4.75 million, including up to $2.5 million available for
letters of credit, foreign exchange contracts and cash management services. At December 31, 2006, maximum
borrowings available under this facility were $4.75 million, including a $2.0 million letter of credit relating to a
settled legal proceeding (see Note G [2]). At December 31, 2006, 2005 and 2004, there were no borrowings under
this line of credit. The rate of interest for this facility is (.75% above the prime rate. The facility is collateralised by
all of the Company’s assels, excluding intellectual property.

NoTe C — PROPERTY AND EQUIPMENT

Propenty and equipment consists of the following:

December 31,
2006 2005
-

EQuipment . . . e et e $ 95 § 69
. +Fumiture and fixeures. .. ....... . it et rrar et 460 148
Motor Vehicles., :. ... .. ...... e [ 104 —_
. Computer hardware ........., L 4561 2,592
*  Leasehold improvements ................ .. . .. . .. ..... 618 455
5,238 3,264
Less accumulated depreciation and amortization . . . . . T o, 2,838 1,400
' ' Lo $3.000 $1,864
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During the years ended December 31, 2006, 2005 and 2004, the Company recorded dcprccnanon and
amortization expense of $1,189, $805 and 5527 respectively. 4 . v

LI PP Yl ot [

During 2005, the Cornpany wrote off fully deprecnated propcrty and eqmpmem with an ongmal costof §1, 357

NOTE D — INTANGIBLE Assars

During the year ended December 31, 2004, the Company recorded amortization of software development costs
of $515 and this amount is included in the cost of sofiware licenses. . T

Dunng the year ended Decembcr 3I 2006, the Company recorded amortization of mtanglble ussels of 3424
and this amount is included in dcprecmuon and amortization. .

[ . n ol g R
lntzmglble assets consist of the fo]low:_ng: - ’ . . .
. ' . fe . . .
Customer relauonshlps ..................... e frepe e e 82,267
-+ Less accumulated amortization. . . .. e el e P O I I LA aee 0 (279)
Balance, December 31,2006 . .. . .. e e e Dot 81993
. ] . N -0 . -
Marketing relationships . . ... P e e N e $1,992
Less accumulated amortization. . ... .: ..o n e o 2150
Balance, December 31,2006 .. .......ovvvvineiannrenanens Ll e D0 818420

The Company will record amontization of iﬁtangilal.e assets as follows:

Year Ending December 31; * ) ' ; A

2007 ... L s e
2008 . . . e e e e e $ 702
200D . e e e TR P $ 702
.0 1 1 R I na. 0§ 702
{11 5 [ R $ 428
B E 1T r Y11 O R T R TR -$ 599
TOWl ..ot e e PN e oo ween e 33,835

NoteE E — NoTES PAYABLE

In June 2004, the Company issued $2,000 of §% Convemble Promlssory Notes as bridge financing in
anticipation of a private placement. In October 2004, the notes, including accrued interest of approximately $50
were converted into 2,615,357 shares of Series C Preferred Stock valued at approximately $2, 563. The notes, plus
all accrued and unpaid interest, were convertible into shares of Series C Preferred Stock at a pnce equal to 80% of
the pnce of the Senes C Preferred Stock sold in the October 2004 private placement (sce Note J{11(€D.

ln connection with the conversion of these notes, the company recorded, for the year ended December 31,
2004, an interest charge of $513 for the incremental value of the Series C Preferred Stock received upon the

conversion.

62




DOUBLE-TAKE -SOFTWARE, INC.

Notes to Consolidated Financial Statements — (Continued)

Noti F — Provision ror Income Taxgs . © « 1 '

The Company’s net income {loss) before income taxes is as follows:

Year Ended December 31,
2006 2005 ' 2004
I 111 P 5,7.55 (3.783.) (8,026)
Foreign...................... feeeaeaans e 1,494 0 0
Tmal ................................................... 7,249 .. (3,783) (8,0‘26)
The Company’s current income tax provision is as follows: _ o '
) 2006 2008 2004
0 0 0 0
SEate AN JOCR] . .. e e vt e e e e e e e e e .0 0 0
205 £ T S I 494 06 0
TOWL. + + v e e ettt e e e e e 44" 0" 0

The variances between the Company’s effective income tax rate and the Federal statutory rate are as follows:

Inc.:rease(decrease)it'walua;ionpllpwance...'._..................: .....
. State taxes (bencﬁt)...........l....'.._ ......... ;..-. ..... e L e
Impact of permanent difference ........... i e e
Foreigntaxes . -.....l...L. 5 .0 ST, O
Other ' L

Effective income tax expense, (benefit) ate

--------------------------------------------------------

...........................
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M% (4% (34)%
(“N% 3% 38%

6% (% (%
9% . 3% 2% .

% 0% " 0%
2% 2% (%

% . 0% 0% .
L
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The Company has deferred tax assets related to temporary differences and operating Joss carryforwards-as follows:

- Co e Year Ended December 31,
C ey 2006 1005
Deferred 1ax assets: - :

Current;, . .

" Allowance for doubtful accounts . . . ............ ... ... ........ $ 184 § 106
Deferredrevenue. . ...........iiinnnennas el ' 1,127 7 318
ACCIUEH EXPEISES . L v v vttt it s in e enten i e et e a ey 0 1,454
Prepaid expenses ..................... FERRER SREPERERERPRY (374) 0

Total current deferred tax assets. . ........ P e 93T 1878
Non-current:’ C
Fixed assets ... ........ e e $ 513 $ 1465
' Straight-linerent. .. ................. e e S 220007 40236
Net operating loss camryforward. .. .. ..o oo 23,284 + 24,675
Sales X TESEIVE. .. ... .t e e 97 213
Other .......... ... .. cciivuin.. e 4 11
o Totdl non-current deferred'tax assets ... ¢ 1. ... ol Dl 24,098 ¢ 26,600
Tothl deferred (ax aSSE1S . ... ... ... oii e 25035 28478
s Valuation allowance .. ............ . it {25,035) (28,478)
Net deferred tax assets ........ P S ) .0

e D

At December 31,"2006 and 2005, the Company has available state het operating loss carryforwards in certain
states ranging from approximately $58,000 to $66,000 and $67,000 10 $70,000, respectively, depénding upon the
state, -expiring in various amounis through.2025. The Company also has available federal net operating loss
carryforwards of approximately $66,000 and $69,400 at December 31, 2006 and 2005, respectively, expiring 2011
through 2025. The utilization of these operating loss carryforwards may be limited based upon changes in
ownership as defined in Section 382 of the Internal Revenue Code. The Company’s net deferred tax assets at
December 31, 2006, 2005 and 2004, respectively, have been fully reserved due to uncertainty of realization through
future operating results.

The valuation allowance decreased by approximately $3.443 in 2006 due to operating income while it
increased by $1,234 in 2005 due to net operating losses, respectively.

Note G — CoMMITMENTS AND CONTINGENCIES
[1] Leases:

In September 2001, the Company entered into a lease agreement for its offices in New Jersey which expires in
2011. The Company entered into a lease during 2001 for its office in Indiana which expires in 2010. In March 2003,
the Company entered into a sublease agreement for an office in Massachusetts which expired in 2006. The lease was
extended through February 2008. The Company has a lease agreement for its offices in Paris, France which expires
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in 2016 with the Company option to terminate in 2009 and Worcester, United Kingdom which expires in 2009 with
the Company option to terminate in 2008. Future minimum annual payments are as follows:

Year Ending December 31,
& e 51,679
2008 .. ... el i e S 31,656
2000 . .. e et i R I $1,557
L2010 . A 0. $1,093
© THEREAMIEr © .. ettt e e e $ 418

t . . ' ' AU Y

Rent expense under’ operaung leasés amounted to approxlmalcly $1,732, §1, 538 and $1,405 for the years
ended 2006, 2005 and 2004 respecuvely

Renl expense is ca.[cu]ated by amomzmg total rental paymems {net of any rental abatements, allowances and

other rental concessions), on a straight-line basis, over the lease term. Accordingly, rent expense charged to,

operations differs from rent paid resulting in-the Company recording deferred rent.

1 - L * ., .

{2] Litigation:

In May 2003, a provider of information storage systems (“Plaintiff"), filed a complaint in.the State of
" California alleging that the Company infringed certain of its patents. In December 2005, the Company and Plaintiff
entered into a.settlement agreement (the *Settlement Agreement”) wherein all claims and counterclaims were
dismissed with prejudice. Under the terms of the Settlement Agreement, the Company made an initial payment to
Plaintiff of $3,760 and further agreed. 10 make additional minimum payments aggregating $2,000 which the
Company can use towards the purchase or resale of Plaintiff’s products over 4 years. This annual payment
obligation is collateralized by a letter of credit. As the Company has the ability and intent to acquire inventory or
fixed assets for the $2,000, no accrual of this amount was made at setilement. The Company acquired $500 worth of
computer equipment from the plaintiff in 2006, which was subsequently paid in January' 2007.

Included in legal fees and settlement costs for the years ended December 31, 2006, 2005 and 2004 are costs of
$0, $5,671 and $1,755, respectively. As of December 31, 2005, the Company had accrued the initial settlement
payment and legal costs of $3,860, which were included in accounts payable and accrued expenses. The. initial
settlement payment of $3,760 was paid in January 2006. . .

NoTE H — CONCENTRATION. | . . .

) Thc Company sells i its products primarily to or through Dismbutors VARS and OEMS who in turn sell to end-
users of the Company’s products. The Company believes that the toss of any of these reselier/distributors would
require the Company to develop other channels to sell its products to end users.

During the years ended December 31 2006 and 2005, one domestic resellcr accoumed for approximately 20%
and 19%, respectively, of total revenue and one foreign reseller, which was acquired by the Company on May 23,
2006, accounted for approximately 4% and 17%, respectively, of total revenue. The domestic reseller accounted for
approximately 16% and 30% of accounts receivable at December 31, 2006 and 2005, respectively. The foreign
reseller accounted for approximately 0% and 23% of accounts receivable at December 31, 2006 and 2005,

respectively. . . e L
As descnbed in Note Al2], the Company acqum:d thf: forengn reseller in May 2006.

+ During the year ended December 31, 2004, sales to one domestic and one foreign reseller accounled for.
approximately, 16% and 22%, respectively, of total revenue.. . .o 1
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‘In addition, the Company had sales to a Series B preferred stockholder, prior to its dlsposal of its interest in the
Company, of $6,598 (20%) for the year ended December 31, 2004, *

Note | — EMPLOYMENT Acu:mmrs

In January 2001, the Company entered into a 4-year employment agreement with its former Chief Executive
Officer (the “Former CEQ”) which provided for a base salary of $250 per annum subject to 10% annual increases,
plus bonuses. In connection with the agreement, the officer was granted options to purchase 102,040 shares of
common stock at an exercise price of $19.60 per share, which was not less than fair market value on the date of the
grant. These options were fully vested as of December 31, 2004,

Subsequently, in March 2005, the Company entered into a separation agreement (the “Separation Agree-
ment”) with the Former CEO. Pursuant to the Separation Agrecment, the Former CEO resigned from the Company
and its Board of Directors and entered into a two-year arrangement providing for consultmg fees of $275 in the first
year and $175 in the second year. The Scparation Agreement also contained various provisions related to restrictive
covenants concerning non-competition, non-disclosure and non-solicitation. In addition, the Separation Agreement
provides that the Former CEO may be required 1o make certain reimbursements to the Company. The reimburse-
ments, if any are required, are collateralized by shares of the Company common stock owned by the Former CEO.
Further, the consulting arrangement was cancelable by the Company if the provisions of the Separation Agreement
were not met. . e

Under the Separation Agreement, subject to any required repayments being made, the unvested stock options
owned by the Former CEO will continue to.vest over the term of the consulting arrangement, and thereafter will be
exercisable for the remainder of their term. As of Dcccmbcr 31, 2006 and 2005, the Former CEO had been awardesd
the following options: . '

Number of Excrﬂ_“" " 'December 31, 2006 December 3[; 2005

Options  -* _Price Vested Unveited ~_Vested Unvested Explring
102040~ $1960 102040 | = 102,040 — 008
10209 . $490 10209 . = ., 10209 —~ . 2008
366,181  $094 366181 — 205976 160,205 2008
6.125 $094 6125 — 2680 3445 2008’
6637 152 6,637 — 1.244 5,393 2008
— 322,049 169043 .

491,192 491,192

On November 2, 2006, the Company entered into a settlement agreement with the Former CEO. Under the
terms of the settlement agreement, all actual or potential claims by both the Company and the Former CEQ are
released and both. deny any llabllaty or wrongdoing. Additionally, the consuiting agreement with the Former CEO
terminated effective October 1, 2006, all unvested stock options immediately vested and the expiration dates of the
opuons were set at the earlier of their ongmal expurauon dates or June 22, 2008. '

' ln connection with the modlﬁcauon of the terrns of the opnons granted to the Former CEO and the change in
the grantee’s status and the settlement, the Company recorded a compensation charge of $1,198 and $119 for the
years ended December 31, 2006 and 2005, respectively, based on the estimated fair value of the > oplions during those
periods. .

On October 30, 2006, the Company entered into a settlement agrcement with its former Chief Operaling
Officer (the “Former COO™). Under the terms of the setlement agreement, the Former COO agreed to pay
$1.2 million to the Company within 5 years of the date of the settlement agreement. The settlement amount bears
interest at 4.96% per year compounded semi-annuafly. In the event of an [PQ by the Company, all payments due
under the settlement agreement were acceterated and became due within 10 days of the IPO date.- Under the terms:of
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the sertlement agreement, all actual or potential claims by both the Company and the Former COO were released
and both denied any liability or wrongdoing. The $1.2 million payment was received in December 2006 and was
recorded in 2006, as a reduction in general & administrative expense.

* The employment terms for the Company’s current Chief Executive Officer (*CEQ™), as revised in August
2006, provide for annual compensation of $340,000 and provide for certain transaction and IPO related bonuses.
Under the terms of his employment, the Company initially granted the CEQ options to purchase 380,182 shares of
common stock at $1.52 per share, the fair market value on the date of grant. The options vest over4 years. The CEO
subsequently received an additional option grant to purchase 152,073 shares of common stock at $1.96 per share,
the then fair market value, and an additional option grant to purchase 38,018 shares 'of common stock at $1.96 per
share, the then fair market value, both of which vest over 4 years. In the event of a change in control, all unvesied
options would immediately vest. Vesting of the initial option grant was accelerated in full, and vesting of 25% of all
other options held by the CEO was accelerated in connection with the IPO. In addition, upon the IPO the Company
agreed tp grant to the CEO shares of common stock equivalent to 1.45% of the fully-diluied shares of common stock
outstanding immediately prior to the IPO’ which vesied immediately. Accordingly, the Company granted
269,845 shares to the CEQ and recorded a charge of $3,241 equal (o the fair value of the shares granted. Under
SFAS 123{R), the Company-recorded a compensation charge of $544 based upon the fair. valuc of the options that
were accelerated. . "

In addition, the Company entered into severance agreements with certain key employees which generally
provide for severance if the employees are terminated without cause, . .

Nom J — StockHOLDERS® EQuiTy )
[1] Redeemable preferred stock . S -

(a) Series A preferred stock: . . _
- In November 2002, holders of 2,536,133 shares of Series A Preferred agrccd to convert their preferred shares
into 646,760 shares of common stock. At Decembér 31, 2006, holders of approximately 107,000 shares of Series A
Preferred Stock had not submitted their Series A Prefermred Stock centificates 'to the stock transfer agent for the
issuance of common stock. However, for legal and accounting treatment purposes, these shares have been deemed
as having been submitted and the related common shares shown as issued and outstanding.

(b) Series B preferred stock:

In November 2002, the Company sold 10,000,000 shares of Series B conventible, redeemable, participating,
preferred stock (“Series B Preferréd™) a1 $1.50 (“Original Issue Price’) per share for-gross proceeds of $15,000in a
ptivaie placement. In connection with the Series B private placement, the Company issued 1,333,333 shares of
Series B Preferred at the Original Issue Price upon conversion of 2,233,902 issued and outstanding shares of
Series A Preferred. In addition, the Company issued 433,334 shares of Serics B Preferred, valued at-$650, in
repayment of the principal portion of certain notes payable. The Company also issued 800 shares of Series B
Preferred as additional interest on a $1,200 bridge loan made to the Company in October 2002 and recorded an
interest charge of $1,200 for the value of the Series B Preferred issued. Upon completion of the Series B private
placement in November 2002, the Company had 12,566,667 shares of Series B Preferred issued and outstanding
with an aggregate Original Issue Pricc of $18,850. The Company incurred costs of $355 in connecuon with the
Series B Preferred private placement.

Costs incurred in the Serics B private placement are bemg amomzcd on a straight- lmc basis lhrough the
mandawry redemption date in 2006.

[

In October 2003, the Company sold an additional 1 066,667 shares of Series B Preferred for gross procecds of
$1,600. .
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The Series B Preferred had the following designations: - . T

« Convertible, including accrued dividends at 8% per year (compounded monthly) through ‘the date of
conversion or redemption, into common stock dt $3.68 per share post split. In addition, if converted
immediately prior to a Liquidation Event (defined to include a sale of the Company, except upon the election
of a majority of the holders of the Series C Preferred) or a gualified public offering requiring mandatory
conversion, or a public offering not requiring mandatory conversion, then the holders of the Series B were
also entitled to a cash payment ¢qual to $0.75 per share (50% of the Original Issue Price). . RRTIPN

« Adjustment of Conversion Price — conversion price was to be reduced by 20% if at any time prior to July I,
2003 the Company failed to mect minimum ending cash balances of $4,000 for each of three ¢onsecutive
months and achieve aggregate revenues of $18,000 for the nine-month period éndéd June 30, 2003, or after
July 1, 2003, and until the Company is cash flow positivé, it failed to maintain a mitnimum cash balanceé of
$4,000. In 2003, the Company did not meet these requircments and the conversion pnce wns reduced by
20%, resulting in a beneficial conversion feature charge of $1, 194

« Automatic Conversion — upon a qualified public offering, automaueally convens..mcludmg accrued
dividends, 1o common stock at $3.68 per share post split. In addition, the holders of the Series B Preferred
are also entitled to a cash payment equal to $0.75 per share (50% of the Original Issue Price).: -.

 Cumulative dividends at 8% accrued through the carlicst of the conversion, liquidation or redemption,
payable only after payment of all dividends due to the holders of the Series C Preferred. ~ - '

* Liguidation Preference — after payment has been made in full to the holders of the Series C Preferred Stock,
the “Liquidation Preference” was the greater of (i) 200% of the Original Issue Pricé plus accrued and unpa:d
dividends or (ii) pro rata participation on an as converted to common stock basis, plus a cash payment of
$0.75 (50% of the Original Issue Price). Upon any liguidation of the Company, after the preferred payments
10 the holders of the Series B Preferred and the Series C Preferred, the Series B Preferred would participate
ratably on an as converted basis, with the Series C Preferred and the common:stock, until the Liquidation
Preference and common stock, proceeds equaled 300% of the Original Issue Price, In December 2006, the
Company paid $10,225 to the holders of the Series B Preferred shares upon closmg pf the [PO.

r .

» Participation in all dividends on an as-converted basis. . '
In connection with the issuance of the Series C Preferred Stock in October 2004, cenain dcmgnauons of (he
Series B Preferred were amended. The Series B Preferred, as amended, has the following additional

designations:

* ‘Voting Rights — Voted on an as-converted basis. In add:tlon, the holders of a majonty of the shams of
. Series B Preferred had to consent to, among other things, changes in the' designations of the Series.B
Preferred and the Series C Preferred, the payment of dw:dends and any sale of or change in contro! of the
Company. . . D

. Rcdemptwn — redeemable at the option of the holder on or after November 12, 2006 at a pnce equal to the
Liquidation Preference plus declared but unpaid dwldends (the “Rédemption Value ). Thc minimum
redemption value was equal to 200% of the Original Issue Price plus accrued and unpaxd dw:dends It the
holders of the Series C Preferred requested redemption prior to when the rcdcmpuon paymcm for ‘the
Series B Preferred was made, then the Series C Preferred was to be paid i m fuII pnor to nny redcmpuon of the
Series B preferred,

The Company prov:ded straight-line annual ‘accretion for thé difference between the carrymg value of the
Series B Preferred and the Redemption Value so that on the redemption date the carrying value”equaled the
minimum Redemption Value, The Company recorded dividends and accretion aggregating $6,617, $7,345 and
$7,192 for each of the years ended December 31, 2006, 2005 and 2004, respectively. In December 2006, :upon
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closing of the IPO, all outstanding Series B Preferred shares, including accrued dividends, were converted into
0,643,036 common shares.

(c) Series C preferred stock:

‘In October 2004. the Company sold 5,102,041 shares of Series C convertible, redeemable, participating,
preferred stock (“Series C Preferred”) ($.01 par) at $0.98 per share for gross proceeds-of $5,000 in a private
placement. In connection with the ptivate placement, the Company issued an additional 2,615,357 shares of
Series C Preferred Stock in exchange for outstanding 8% Convertible Notes in the amount of $2,000 plus accrued
interest. The 8% Convertible Notes were originally issued in June 2004 (see Note E).

. In 2005, the Company issued 54,696 shares of Series C Preferred to managemem in connection with the 2005
Executive Bonus Plan {(Note J[5]). The’Company ‘recorded compensauon of $54 for the fair value of Series C
Preferred valued al $0.98 per share.

In February 2006, the Company issued 67,998 shares of Sencs C Preferred to management in connection with
the 2005 Executive Bonus Plan. The Company recorded compensation expense of $102 for the fair value of Series C
Preferred vatued at $1.50 per share.

Costs incurred in the Series C private placement are being amortized on a straight-line basis through the
mandatory redemption date in 2006.
1

The Scrics C Preferred had the following dcsignationS'

. Convcmblc mcludmg accrued dividends at 8% per year (compounded monthly) through the date of
. conversion, into common stock at $4.80 per share post split. .

= Automatic Conversion — upon a qualified public offering, au(omaucally converts, including dividends, to
common stock at the Series C Original 1ssue Price. :

« Cumulative dividends at 8% accrued through the earliest of the conversion, liquidation or redemption.

« Liquidation Preference — upon any Liquidation of the Company, the Series C Liquidation Preference was
equal to the greater of (i) the Series C Original Issue Price plus accrued dividends and (ii) the amount the
* holders of the Series C Preferred .would have received on an as-converted basis, ratably with the holders of
the Series B Preferred and the common stock (with the Series B Preferred panticipating only up to 300% of
the Original Issue Price), after the payment of all preferential amounts to the holders of Series B Preferred
and Series C Preferred. A Liquidation was defined 10 also include a sale of the Company, unless a ma]only of
. the holders of the Series C Preferred elect not to do so. . . . '

» Participation in all dividends on an as-converted basis.

» Vating Rights — Voted on an as-converted basis. In addition, the holders of a majority of the shares of
Series C Preferred must consent to, among other things, changes in the designations of the Series B-Preferred
. and the Series C Preferred, the payment of dividends and any sale of or change in control of the Company.

i Redemption — redeemable at the option of the holder on or afier November 12, 2006 at a price' equal to the
Series C Liquidation Preference plus accrued dividends (the “Redemption Value™).

In connection with the Series C Preferred, the Company recorded dividends and accretion aggregating $709,
. $673 and $151.for cach of the years ended December 31, 2006, 2005 and 2004, respectively. In December

2006, upon closmg of the IPO, all outstanding Series C Preferred shares, mcludmg accrued dividends, were

converted into 1,910,094 common shares. | . . . . . .
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{2] Common stock:
The Company completed an initial public offering of its common stock in December 2006.
In connection with the Company's initial public offering:

+ The Company effected a 1 for 4.9 reverse stock split of its commoen stock on November 3, 2006. All share
and per share amounts related to common stock, options and warrants included in the consolidated financial
statements have been restated. to reflect the reverse stock split. The conversion ratios of the Company's
Series B Preferred Stock and Series C-Preferred Stock have also been adjusted to reflect the reverse split.

* There were 7.5 million shares of common stock sold at $11.00 per share to the public, comprising 5 million
shares of common stock sold by the Company and 2.5 million shares of common stock sold by existing
stockholders. The Company received gross proceeds of $55,000, or $47.549 after deducting underwriting
discounts and commissions of $3,850 and offering costs of $3,601. Upon closing of the 1PO, all shares of
redeemable preferred stock automatically converted into 11,553,130 shares of common stock.

" Options to purchase 158,198, 1,484 and 2,198 shares of common stock were exercised for each of the years
ended December 31, 2006, 20G5 and 2004, respectively and the Company received nggrcgatcd proceeds of $453, 51
and $2, respectively.

[3] Warrants:
{a} Common stock:

Warrants to purchase 81,632 shares of common stock were ex.crcised for the year ended December 31, 2006.
Per the terms of thé agreement, the holders of the warrants performed a cashless exercise in which the Company
received 13,636 shares of common stock in lieu of proceeds of $150, These shares were retired into treasury stock.

As of December 31, 2006 and 2005, 81,632 and | 17.346 warrants were outstanding to purchase common stock
exercisable at $1.84 a share. These warrants have a cashless exercise provision and expire in 2007. .

(b) Preferred stock:

In October 2003, the Company issued warrants to purchase 90,000 shares of Series B Preferred, exercisable at
$1.50 per share,’in conneclion with entering into its revolving credit facility. These warrants are outstanding as of
December 31, 2006 and 2005. Each warrant was valued at approximately $1.17 or an aggregate of $105, which was
amortized to financing costs over the term of the facility (see Note B). Amortization for the. year ended
December 31, 2004 was $83. As a result of the Company's IPO and.the conversion of the Series B Preferred
shares to common shares, these warrants became exercisable into 45,918 shares of commeon stock at $2.94 per
share. These warrants are included in the 81,632 outstanding common stock warrants as of December 31, 2006.

{4] Stock option plans: "

In November 1996; the Company adopted the Non-Executive Director Stock Option Plan (the “Directors
Plan"), which was amended in 2003. The Directors Plan, as amended, allows the Company to issue up to 61,224
options to non-executive directors of the Company. The Plan provides that commencing June 30, 2004, all non-
executive directors on the Board of Directors will initially be granted options to purchase 10,204 shares of common
stock at the fair market value at the date of grant and that annually thereafier, each non-executive director will be
granted an option to purchase 5, 102 shares of common stock at the fair market value at the date of grant.

In November 1996, the Company adopted a stock option plan (the “1996 Option Plan™}, which was amended
in 2000. The 1996 Option Plan, as amended, allows the Company to issue up to 1,020,408 options to employees of
the Company under incentive and nonstatutory stock option grants. The options generally become exercisable over
a period of 3 years commencing at the date of grant and expire in 4-10 years from the date of grant. The exercise
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price of options granted pursuant 1o the 1996 Option Plan shall be no less than one hundred percent (100%) of the
fair market value at the date of grant for incentive stock opnons and eighty-five percent (85%) of the fair market
value at the date of the grant for other options.

'I‘hrough November 2001, the Company had issued 181,331 options to employees and dn-eclo:s at exercise
prices above the fair market values at the dates of the grants.

In December 2001, the Company issued 93,545 options to employces at an exercise price of $4.90. The fair
market value of the common stock at the date of this grant was $10.29, The Company, recorded deferred
compensation of $504 in connection with this issuance and amortized the cost over the three-year vesting period.

In September 2003, the Company adopted the 2003 Employees Stock Option Plan (the 2003 Option Flan™).
The 2003 Option Plan allows the Company to issue up to 2,244,897 options to employecs of the Company under
incentive and nonstatutory stock option grants. In March 2006, the Plan was amended to allow the Company to
issue 3,367,346 options. The options generaily vest over a period of 3-4 years commencing at the date of grant and
expire in 10 years, In 2003, the Company issued 1,721,565 options to purchaée shares of common stock at $0.94 per
share, which was the fair market value on the date of the grant.

In September 2006, the Company adopted the 2006 Omnibus Incentive Plan (the 2006 Plan) The 2006 Plan
allows the Company to issue stock options, restricted stock, restricted stock units, stock appreciation’ rights,
unrestricted stock, cash based awards or any combination of the foregoing. Any of the foregoing awards'may be
made subject 10 attainment of performance goals over a performance period of up to one or more years. The 2006
Plan allows the Company to issue up to 224,490 shares of common stock subject to awards pursuant to the 2006
Plan. The vesting period of the options granted is at the discretion of the Board of Directors and the options expire in
10 years. The exercise price of options granted shall be no less than one hundred percent (100%) of the fair market
value at the date of grant or one handred-ten percent (1 10%) if the option is granted to a ten percent stockholder. In
November 2006, the number of shares cligible for issuance was increased 10 2,653,061,

In 2004, the Company issued options to purchase 156,921 shares of common stock exercisable at prices
between $0.94 and $1.52 per share, which equaled fair market value on the dates of grant, to employees.

In 2005, the Company issued options to purchase 832,011 shares of common stock exercisable at $l 52 per
share, which equaled fair market value on the dates of grant, to employees.

In 2006, the Company issued options to purchase 638,637 shares of common stock, with a weighted average
exercise pricc of $4.55 per share, which is based on exercise prices equal to the fair market value per share on the
dates qf grant lo employees.

1 -’
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Year Ended Decemnber 3,

2006 . 2005 2004
Weighted Weighted . Weighted
. Shares Average Shares Avernge Shares Average
Qutstanding at beginning - : ’ ' . .
ofyear ............. 2,561,309  $ 3.79 2,508,347 $5.77 ° 2,507,683 $6.29 °
Options granted. . ....... - 638,637 $ 455 832,011 $1.52 156,921 ~ $ 099
* Options cancelled ... ... (112,667 $26.32 _ (771,565) $1.76 (154,059) $ 9.44
" Options excmsed(l) ..., (158,198) § 0.98 !‘1.484)' $0.94 g2,]98) $ 094
Outstanding at'end of o T v o
! year. ........ L.l 2929081 § 342 2,561,309 ¢ $3.78; 2,508,347 $ 5.7
Cptions exercisable at.year - L .
end .. .. ive e . 2,048,651 $ 305 1,211,057 3660 1,226,078  $10.44
Options not vested at year ' F I '
end{(2)..... e e - 880,430 $ 3.26

) lntnnSlC value of $1,398, 51 and $l in,2006, 2005 and 2004, respc::lwely Cash recewed of $453,%1 and $2 in
2006, 2005 and 2004, respectively. L e e ;

(2) 4I35!20puonsareexpectcd to vest in 2007, e . .

A summary of the status of the Company s nonvcsled opuons and changes dunng the year is presemed below:
Year Ended December 3I 2006

Welghted |
Average Grant Date
. . . St!ares Fair Value
Nonvested options at beginning of year . . ... ........ P 1,250,252 | . $1.26
Options granted, .............. e eeeege e 638,637 ) $8.15
OptoNs VEStEd . ..o\t vneein e veereon (1091,528) - $4.83
Options forfcned ......................... [, {1693 $2.53
Nonvested options at cnd of ycar. P R N 880,430 $5.21

The Company’s policy is to issuc new shares upon exercise of options as the Company does not hold shares in
treasury.
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, The following tables summarize information about stock options outstanding ag Desember 31, 2006 and 2005:
.+ December 31, 2006

\ Weighted Avc'mgc
Number Number Remazining Controctual
of Shares of Shares Life of Shares Exercisable
Exercise Price Qutstanding Exercisable _ {in year_l) -
094, ... 1,260,218 1,120,154 .. 648,
$152......... e er st me e 817,394 578,259 " 8.1.2 .
S196. ... . e e 371,795 104,763 N, 624
$490. .. 3,963 3,963 - 092
$7.06. < e e 189,311 5612 . .. 671
$1029. ... e -, 61,926 61,926 . 0.25
1100, .. ... e e 70,908 20,408 . 696,
S19.60 . v et ... 142856 142856 . 3.6
537.29 ................................ 10,710 10,710 2.52
2,929,081 2,048,651
December 31, 2005 °
noo. ' 1 : . Weighted Average
. . Number Number Remaining Contractual
. . of Shares of Shares Life of Shares Exercisable
Exercise Price Outstanding . Exercisable ‘ (in years) .
CS094.1.. ... e, sl 13490530 758094 0 748 .
CSISZi P ‘832448 73254 . . 912
$4.90....... e, e 74798. . 74798 . . .1.96
$1029. ... ......... Ve L 75,393 75,393 1.22
$19.60.1...... WP [ Yeaas 142,856 ' 142,856 - 426" -
$37.29.......... e © __B6,662 86,662 0.75

2561300 1211057

The aggregate intrinsic value of stock options outstanding at December 31, 2006 was approximately $29,820.
The aggregate intrinsic value of stock options exercisable at December 31, 2006 was approximately $21,351.

All options granted are equuy awards and the Company has not granted any liability awards. The Company
expects to recognize future compensation costs aggregating $3,272 for options granted but not vested as of
December 31, 2006. Such amcunt will be recognized over the weighted average raqunsntc service pcnod whlch is
expected to be approximately 2 years.
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" The Company has resérved shares of comman stock for issuance upon redemption of preferred stock and the
exercise_of warrants and options as follows:
' . ) December 31,  December 31,
2006 2005

.
B L Can

Shares- reserved for: .
The Directors Plan. .. ... PR S . 61224. . 61224

e -

1996 Option Plan. . . .. RS e T, 219,455 379,791
2003 Option Plan. ........ e 3 P . 3,258,708 . 2,241,211
2006 Option Plan, . .... S e 2,653,061 —
Common stock warrants .. ... ... .. e e 35714 117.346
Conversion of Series B preferred stock 1ncludmg accrued dividends. . — 8,915,266
Series B warrants. . . . . N S e . 45918 - 45918
Conversion of Series C preferred stock including accrued dividends. . — 1,752,319

Ve L 6274080 13,513,075

L . .

Upon adoption of SFAS 123(R), the Company selected the Black-Scholes option pricing model as the most
appropriate model for-determining the estimated fair value for stock-based awards. The fair value of stock option
awards subsequent to January 1 , 2006 is amontized on a straight-line basis over the requisite service period of the
awards, which is genérally the vesting period. Expected volatility was calculated based on reported data for a peer
group of publicly traded companies for which historical information was available. The Company will continue 10
use peer group volatility information until historical volatility of the Company is relevant to measure expected
volatility for future option grants. "The average expected life was determined according to the “SEC shortcut
approach” as described in SAB 107, Disclosure about Fair Value of Financial Instruments, which is the mid-point
between the vesting date and the end of the contractual term. The risk-free interest rate is determined by reference to
U.S. Treasury yield curve rates 'with a remaining term equal to the expected life assumed at the date of grant.
Forfeitures are estimated based on the Company's historical analysis of actua) stock option forfeitures. Prior to
2006, the Company used the minimum value method for disclosing the pro forma effects of stock options as
permitted for private companies under SFAS 123, The assumptions used in the Black-Scholes option-pricing model
are as follows:

Year Ended December 31,

, o o 2006 005 2004
Expecied Tenn....:;.......:.‘ ........... - 7year§ 10 years 10 years
. Volatility ... . Lo LTl 8000%.  C 001% T 001%
RISK fTE€ TAE ¢ . ..y vvvsvneeee s e onaeey: 436%5.12% 363%-4.53% 383%-473%
Dividend Yield . . ..., . — o — .
Discount. . ... ..ot —_ — —
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During 2005 and 2006, the Company granted stogk options with exercise prices as follows: |

' : : - - ‘Feir Mirket =~
t o Lo Tore . e . L. « Value per Shure
. . Numberof . on Accounting ] .
Options Exerclse Measurement Intrinsic
v, Measurement Datem . ) _ Gmntcd . Pnce , Date _ Value
“Jan—Mar2005 ... e 420104 f$152 %152 ., $0.00
Apr—Jun2005............ O seean... 394264 8'1520 ¢ 18152 " $0.00
Jul —Sep 2005 ....%... .. LSt 1275 $ 1527 §0152 0 8000
Oct—Dec 2005 ..ovvvvnennen ... ..., 5000 $152 ‘$1.52 7 $0.00
* Jan —~Mar 2006 ..... e . N — - —
Apr—Jun2006...........0..... . 1376520 -$'196° $ 7.06 $5.09
Jul —Sep 2006....... e 179,126: $ 7.06 $ 9.02 $1.96
Oct2006.........0 eeeev it 10,204 87706 §9.02 $1.96
" Nov'—Dec 2006........... e 70908 $11.00 ° $11.00 © 5000 -

* The board of-directors determined at each gramt date in 2005 that the per share 1' air markel value of the common
stock underlying stock options granted in 2005 was $1.52 per shate. These estimates were determined primarily based
upon internal valuation estimates as well an arm’s-length transaction involving the Company’s preferred stock in
October'2004. During 2005, the Company experienced signiﬁcam'changes in the senior management team and
experienced delays in rolling out the Company’s products and services and uncenainties surrounding new devel-
opment projects, all of which resulted in a high degree of uncenamly as to whether the Company could achieve its
business goals In addition, the Compa.ny was also, mvolved in palenl lmgauon the outcome of which was uncertain.
. Whlle mediatign efforts surrounding this lmgamm failed in May 2005, I.he new senior management was able to settle

thjs matter in December 2005. Asa result of these uncertainties, the board of directors determined that the fair market
value of the common stock underlying stock options-granted in 2005 should remain at $1.52 per share throughout the
period. The Company has subsequently determined that no reassessment of this estimate is appropriate.

In January 2006, the Comp.my determined that because of the sculement of the patent litigation in December
2005 and the achievement of several important business milestones in late 2005, such as a new product launch and
two consecutive quarters of profitable operating results, the valuation of the common stock was more complex and
required the assistance of an independent valuation specialist. As a-result, the Company engaged an unrelated.
valuation specialist in February 2006 to prepare a valuation of our common stock as of Dec¢ember. 31, 2005. The
valuation specialist considered several methodologies in its analysis, including an analysis of guideline public
companies, an analysis of comparable company transactions, and a discounted cash flow analysis. The results of the
publnc company and comparable company transaction components of the analysis vary not only with factors such as
revenue, EBITDA, and income Icvcls, but also with the performance of the public market valuation of the
companies at the time and the selected transactions used in the analysis. The final valuation conclusion was based
on the discounted cash.flow analysis in light of the results of the market-based analysis: The discounted cash flow
analysis, an income-based approach, involves applying appropriate discount rates to estimated future free cash
flows, which were based on management’s forecasts of revenue and costs at the time. As with any valuation based
on the discounted cash flow method, the underlying assumptions involve a significant degree of complexity and
judgmeant: Orice the enterprise value of the Company was determined, the result was reconciled to equity value after
the consideration of any interest-bearing debt and excess working capital.- The equity value was allocated between
preferred and common classes of stock in accordance with the current value method. In determining the per share
value of the common shares, management, without taking into account discounts for lack of marketability or lack of
control, divided the equity ‘value by the number of common stock equivalents. The dlscountcd cash flow method
resulted in an estimated fair market value of the Company's common stock as of December 31, 2605 of $1.96 per
share. The valuation report was used as an aid to the board of directors in determining the fair market value of the
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common stock underlying the options granted in January through May 2006. Based on the results of this valuation,
which was completed in April 2006, the board of directors determined at that time that the fair market value per
share of the Company's common stock was $1.96 per share during this period. All stock options granted during this
period have an exercise priceé equal to the board of director's fair market value determination of $1.96 per share.

In August 2006, the same independent valuation specialist was engaged to perform a valuation of the
Company’s commeon stock as of June 30, 2006. The valuation report was used as an aid by the board of directors in
determining the fair market value of the common stock underlying the stock options granted through June 2006.
The valuation specialist used substantially the same analysis and methodologies as it did for the previous valuation
and determined that the fair market value of the common stock was $7.06 per share as of September 30, 2006.

As aresult of reviews of the Company's stock option grants, management determined that reassessments of the
fair market value estimates for grants made during the nine months ended September 30, 2006 were appropriate.

As an initial mater, management ¢concluded that because the Company's business had demonstrated continued
growth and improvement during the 'six months ended June 30, 2006 and the fair market value of the Company’s
common stock was in a period of sequential increascs, a valuation report that estimated the fair market value of the
common stock nearest to the end of the period, rather than the beginning of the period, would provide a more reliable and
conservative estimate of the fair market value of the Company’s common stock underlying stock option grants whose
measurement dates for accounting purposes occurred in the second quarter of 2006, which were all options granted from
January 1 through June 30, 2006. As a result of this reassessment, management has retrospectively estimated that the fair
market value of the Company’s common stock for: purposes of determining the appropriate compensation expense for
options granted with a. measurement date in the second quarter of 2006 was $7.06 per share. . .

During the third ‘quarter of 2006 and through the fourth quarter of 2006, the Company continued to
demonstrate growth and improvement moving towards the initial public offering. To reflect this progress and’
16 dchieve Gonsistency with the valuation méthodologies used by the underriters of our initial public offering to
establish the price range for the offering, management refi ned some of the assumptions relied upon in the yaluation
report to closer align the fair market value with the m:dpoml of the price range for the initial public offering. As a
result of these adjustinents, management estimated that the fair market value of the Company’s common stock for
purposes of determmmg the appropriate compensation expense for options granted in the third quarter of 2006 and
through the datc of the initial public offcnng was $9 02 per share

As a result of the reassessment of the fair market value of the Company’s common stock underlymg stock
option grants to employees, the Company has recorded additional stock-based compensation foreach stock option
granted during the'period from-July-1, 2006 through December.14, 2006, based upon the retrospectively determined
fair'market value of the stock options at the relevant measurement dates.of the stock oplion grants. The unearned:
stock-based compensanon is-expensed ratably over the vesting.periods of these stock opticms

. Slock opuons granted after the Company 5 mmal public offering were granted with an exercise pnce equa.l to
the price of the Company s common stock at the closing ma.rkct price on the day of the grant.

- The following table presents the stock-based compensation expense for the years ended December 3t, 2006
and 2005 There was no such cxpense in' the prior years ' S

' ’ Year Ended = Year Ended
- o ) . PR December. 31, , December 31,
2006

2008
Cost of revenue, maintenance and professnonal SEIVICES . v v vvvevrnnn , 118 —_—

- Sales and marketing, . ... .. i oL .. R T 242 s
Rcsearchanddevelopmem‘.....‘............"..‘. .............. . 266 ° =
General and administrative”. . ... ... e Lo. 81,589 $119 7

! . $2,215 . $119

||
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DOUBLE-TAKE SOFTWARE, INC.
Notes to Censolidated Financial Statements — (Continued)

[5] Stock purchase plan/executive bonus plans: - -, ' - ' .

In 2003, the Company adopted the Senior Management Preferred Stock Purchase Plan (the “Stock Purchase
Plan") which expired in 2004 without the grant of any shares.

In 2005, the Company adopted the 2005 Executive Bonus Plan under which 175,000, shares of. Series C
Preferred were reserved for issuance. In 2005, the Company issued 54,696 shares of Series C Preferred to certain of
its executives and recorded a compensation charge of $54 based on the fair value of the Series C Preferred at
$0.98. per share: )

In prmafy 2006, the Company issued 67,998 shares of Series C Preferred o certain of its executives and
recorded a compensation charge of $102 based on the fair value of the Series C Preferred at $1.50 per share.

NoTE K — PrOFIT SHARING PLAN

Effective March 1, 1996, the Company adopted a defined contribution plan (the “Plan™), which, as amended,
qualifies under Section 401(k) of the Internal Revenue Code. The Plan covers all employees who meet eligibility
requirements. Employer contributions are discretionary. The Company did not make any contribution to the Plan
for the years ended 2006, 2005 and 2004, respectively.

NoTE L — SEGMENT INFORMATION

The Company operates in one reportable segment.

The Company operates in three geographic regions: North America, Europe, Middle East & Africa and Asia-
Pacific. All transfers between geographic regions have been eliminated from consolidated revenues. Revenue and
long-lived assets by geographic region are as follows: :

Year Ended December 31,
2006 2005 2004
Revenue:
NOMD ATNEIICE .\ v ve et varenr i eretansseananens $43.089 $31,291 $21,648
Europe, Middle East & Africa.............. e 15,815 7,168 6,458

ASIAPACITIC. o v et e e e 1,936 2,251 1,732
' $60,840 $40,710 $29.838

December 31,
2006 2005
Long-lived assets:
Notth AMeriCa . ... .ot i e it it reenrcnneenn e $2,733 $1364
Europe, Middle East & Africa. . ....... ... it iiiiiiiiinns 267 —
Asia-Pacific . ........... e e e — —
$3,000 $1,864

|

NoteE M — RELATED PARTY TRANSACTIONS

Prior to the acquisition of Double-Take EMEA, the Company had sales of $2,899 to Double-Take EMEA
during the period of January 1, 2006 through May 23, 2006.

After the acquisition of Double-Take EMEA, the Company has had transactions with Sunbelt Software
Distribution, Inc., or Sunbelt Distribution. An officer of Double-Take Software Inc. is the director and chief
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DOUBLE-TAKE SOFTWARE, INC.
Notes to Consolidated Financial Statements — (Continued)

executive officer of Sunbelt Distribution. The balances and transactions with Sunbelt Distribution are described
below: , .
' December 31,
2006
Trade Receivable . ................ R SRR oL 893t

Trade Payable ............... O Ceeen U P 8200

Sales to Sunbelt DistribUbON. . . .. oot it ettt vt e e e $4.537
Purchases from Sunbelt Distribution . ...... ... c.viirrrr e e '3 265
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) Double-Take Software, Inc.
Schedule I — Valuation and Qualifying Accounts

Additions
Balance at Charged Balance at
Beginning  to Costs and  Deductions (See End of
of Period Expenses Notes Below) Period
‘ (In thousands, except for share and per share amounts)
Year ended December 31, 2004: ’
Allowance for doubtful accounts ............. . $ 8 8 16 C— $ 200
Valuation allowance on deferred tax assets .. ... ... $24,206 T §3,018 ' —_— $27,244
Year ended December 31, 2005:; ) Lo
Allowance for doubiful accounts . .............. 3 200 $ 100 $26 $ 274
Valuation allowance on deferred tax assets . ....... $27,244 31234 .- $28,478
Year ended December 31, 2006:
Allowance for doubtful accounts ............... $ 274 $ 296 — $ 570
Valuation allowance on deferred tax assets ... .. .. $28478 $(3,443) —_— $25,035

(1) Deductions from provisions represent losses or expenses for which the respective provisions were created. In
the casc of the provision for doubtful accounts, such deductions are reduced by recoveries of amount previously
written-off. : o -

(2) Adjustments associated with the Company’s assessment of its deferred tax assets (principally related to federal
and stale net operating loss carryforwards.
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Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.

. We maintain disclosure controls and procedures, which are designed to ensure that information required to be
disclosed in the reports we file or submit under the Securities Exchange Act of 1934, as amended, is recorded,
processed, summarized and reported within the time periods specified in the Securitics and Exchange Commissions
rules and forms, and that such information is accumulated and communicated to our management, including our
chief executive officer and chicf financial officer as appropriate to ailow timely decisions regarding required
disclosure.

Under the supervision and with the participation of our management, including our CEO and CFO, an
evaluation was performed on the effectiveness of the design and operation of our disclosure controls and procedures
as of the end of the period covered by this annual report, Based on that evaluation, our management, including the
CEO and CFO, concluded that our disclosure controls and procedures were effective as of December 31, 2006.
There were no changes in the Company’s internal controls over financial reporting during the fourth quarter of 2006
that have materially affected or are reasonably likely to materially affect the Company’s intemal control over
financial reporting. : ' ' - :

P ' .
All interna! control systems, no matter how well designed, have inherent limitations, Therefore, even those
systems determined to be effective can provide only reasonable assurance with respect to financial statement
preparation and presentation. :

This annual report does not include a report on management’s asscssment regarding internal control over
financial reporting or an attestation report of the registered public accounting firm due to 2 transition period
cstablished by rules of the Securities and Exchange Commission for newly public companies.

Item 9B, Other Information.

None.

PART III

Item 10. Directors, Executive Officers and Corporate Governance.
Executive Officers

Pursuant to General Instruction G(3) of Form 10-K, information regarding our executive officers is set forth in
Part | of this annual report under the caption ltem 1. “Executive Officers of Double-Take Software”.

Code of Ethics

As part of our system of corporate governance, our board of directors has adopted a Code of Business Conduct
and Ethics that is applicable to all of our employees, and also contains provisions only appticable to our Chief
Executive Officer and senior financial officers. Our Code of Business Conduct and Ethics is available on the
Investor Relations — Corporate Governance page of our web site at http://www.doubletake.com. We intend to
satisfy any disclosure requirement under Item 5.05 of Form 8-K regarding an amendment to, or waiver from, a
provision of the Code of Business Conduct and Ethics that applies 10 our Chief Executive Officer or senior financial
officers, by posting such information on our web site at the address above.

Additional Information

Additional information regarding directors, executive officers and corporate govemance is incorporated
herein by reference to our Proxy Statement to be filed with the SEC within 120 days after the end of the fiscal year
covered by this annual report with respect to our Annual Meeting of Stockholders to be held on May 8, 2007.
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Item 11. Executive Compensation.

Information responsive to this item is incorporated herein by refereace to our Proxy Statement to be filed with
the SEC within 120 days after the end of the fiscal year covered by this annual report with respect to our Annual
Meeting of Stockholders (o be held on May 8, 2007.

]
+

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters. .

Securities Authorized for Issuance under Equity Compensation Plans

The following table sets forth information about securities available for issuance under our equity compen-
sation plans as of December 31, 2006:

Equity Compensation Plan Information

Number of
Securities
Number of Remaining Available
Securities to be for Future Issugnce
Issued Upon Weighted-Average Under Equity
Exercise of Exercise Price of Compensation Plans
Outstanding Qutstanding (Excluding
Options, Warrants  Optens, Warrants Securities
and Rights and Rights Refiected In Column
Plan Category (8) {b) {aHc)
Equity compensation plans approved by
security holders(1) .. .............. 3,010,713 $3.10 2,416,205
Equity compensation plans not approved
by security holders. ............... 0 $0.00 0
Total . ... ... 3,010,713 $3.10 2,416,205

(1) Consists of shares of common stock to be issued upon exercise of outstanding options granted under our Non-
Executive Director Stock Option Plan, 2003 Employees Stock Option Plan and 2006 Omnibus Incentive Plan.
Of these plans, the only plan under which oplions may be granted in the future is the 2006 Omnibus Incentive
Plan.

Security Ownership of Certain Beneficial Owners and Management

Additional information regarding the security ownership of certain beneficial owners and management is
incorporated herein by reference to our Proxy Statement to be filed with the SEC within 120 days after the end of
the fiscal year covered by this annual repont with respect to our Annual Meeting of Stockholders to be held on
May 8, 2007,

Item 13. Certain Relationships and Related Transactions, and Director Independence.

Information responsive to this item is incorporated herein by reference to our Proxy Statement to be filed with
the SEC within 120 days after the end of the fiscal year covered by this annual repon with respect (o our Annual
Meeting of Stockholders to be held on May 8, 2007.

Item 14, Principal Accounting Fees and Services.

Information responsive to this item is incorporated herein by reference to our Proxy Statement to be filed with
the SEC within 120 days after the end of the fiscal year covered by this annual report with respect to our Annual
Meeting of Stockholders to be held on May 8, 2007.
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PART LV

Item 15." Exhibits, Financial Statement Schedules.
(a) (1) The information required by this ilem is included in Item 8 of Pan II of this annual report.
(2) The information required by this item is included in Item 8 of Part II of this annual repor.

(3) Exhibits: See Index to Exhibits. The Exhibits listed in the accompanying Index to Exhibits are filed or
incorporated by reference as pan of this annual report.

(b) Exhibits: See Index to Exhibits. The Exhibits listed in the accompanying Index to Exhibits are filed or
incorporated by reference as part of this annual report.

{c)} Nol dpplicable.
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SIGNATURES . .

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report 10 be signed on its behalf by the undersigned, thereunto duly authonzed m the Cny of
Southborough, Commonwealth of Massachusens on March 29, 2007. '

DOUBLE-TAKE SOFTWARE, INC.

By: /s/ Dean S. Goodermote ,
Dean Goodermote '
President, Chief Executive Officer and
Chairman of the Board of Directors’ '
.~ (Duly Authorized Officer)

Pursuant to the reqmremems of the Securiiies Excharige Act of 1934, this report has becn signed on Marchi 29,
2007 by the followmg persons. m the capacltxcs and on thc dates mdxcatcd

Nnmc ’I‘llle . .+ Date '
/s/_Dean S. Goodermote ' President, Chif Exccutive Officer, and |, March 29, 2007
Dean Goodermote o Chairman of the Board of Dweclorg . o
) (Pnnclpa] Execuuvc Officer) ' .
]
/s! 8. Craig Huke e 5 > © + Chief Financial Officer -+ March 29, 2007
S. Craig Huke - - (Principal Financial Officer and - "
. P ‘Principal* Accounting Officer) !
M . . - ' . * i A ] . . P, . . " L
/s/ Paul Birch - ) . : v - .+ ., Director . . . March 29, 2007
Paul Birch co .

' * P [N . . - e " PR 7t
fs/  Ashoke (Bobby) Goswami Director March 29, 2007
Ashoke (Bobby) Goswami ' o ' . to o
fs/ John'B. Landry ' . Lo .t . Direclor ) - .+ March 29, 2007
John B. Landry " T . i . . .

// Laral. Wit. . . . g .~ Director " .. March 29, 2007
Laura L. Witt - . : .

/s/ John W. Young - Director . March 29, 2007
John W, Young s e ", . Voo e £
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Exhibit No.

201

kX))

3.02

401
10.01*
10.02*
10.03*
10.04*

10.05*
10.06*
10.07*
10.08A*

10.08B*
10.08C*

10.09*
10.10*
10.11

10.12
10.13
10.14

10.15
10.16

10.17
10.18
10.19
10.20
10.21
10.22*

10.23*
10.24*

10.25+
10.26

10.27+

INDEX TO EXHIBITS

' Exhjblt Dﬁcrlptiou . - T e L
Share Purchase Agreemem dated as of May 23 2006, by and | among Double-Ta.ke Software. Inc: (lhe
“Company”), Sunbelt International S.A. R.L. and Mr. Joe Murciano.
Second Amended and Restated Certificate of Incorporation of the Company.
Second Amended and-Restated Bylaws of the Company.
Form of centificate representing the Common Stock, par value $.001 per share, of the Company.
1996 Employees Stock Option Plan.
Form of Incentive Stock Award pursuant to the 1996 Employecs Stock Option Plan.
Non-Executive Director Stock Option Plan,

Form of Non-Qualified Incentive Stock Option Award pursuant to the Non-Executive Director Stock
Option Plan, K

2003 Employees Stock: Optmn Plan.

Form of Incentive Stock Award pursuant to the 2003 Employees Stock Option Plan.

Double-Take Software 2006 Omnibus Incentive Plan,

Form of Incentive Stock Option Agmemem pursuant-to the Double;Take, Software 2006 Omnibus
Incentive Plan. .

Form of Nonqualified Stock Opuon Agreement pursuant to the Double—Take Software 2006 Ommbus
Incentive Plan.

Form of Director Nonqualified Stock Opuon Agreement pursuant to the Double-Take Software 2006
" Omnibus Incentive Plan. - - - . .
Form of Double-Take Software. Inc. lndemmﬁcauon Agrccmenl o

NSI Executive Compensauon Plan 2006.

. Amended and Restated Registration Rights Agreement dated as of October 6, 2004, .among the

Company and the Holdcrs Named Therein (the “Registration Rights Agreement”).
Amendment and Joinder to the Registration Rights Agreement dated as of July 31, 2006.
Lease Agreement, dated June 12, 2000, between E-L Allison Pointe 11, LLP and the Company.

" First Amendment to the Lease Agreement, dated June 15, 2000, by and between E-L Allison Pomlc 11,

LLP and the Company.
Loan and Security Agreemem dated as of October 16, 2003, among thc Company and Silicon Valley

 Bank.

Loan Modification Agreemcm, dated as of April 26, 2004, by and between Silicon Vallcy Bank and the
Company.

Third Loan Modification Agreemient, by and between Silicon Valley Bank and the Company.

Fifth Loan Modification Agreement, by and between Silicon Valley Bank and the Company. .
Seventh Loan Modification Agreement, by and between Silicon Valley Bank and the Company.
Eighth Loan Modification Agreement, between Silicon Valley Bank and the Compdny. . .
Ninth Loan Modification Agreement, between Silicon Valley Bank and the Company: *© *
Employment Letter, datcd Augusl 7, 2006, between Double-Take Soﬂware, Inc. and Dean
Goodermote.

Employment Letter, dated October 31, 2006, between Double-Take Soflwarc, lnc and S. Cran Huke.
Employment Letter, dated October 31, 2006, between Double-Take Software, Inc. and Daniel M.
Jones.

Products License and Distribution Agreement, dated as of November 16, 2001, by and between the
Company and Dell Products L.P. by and on behalf of itself and Dell Computer Corporation.
Amendment 3 to Products License and Distribution Agreement, dated as of December 2, 2003,
between the Company and Dell Computer Corporation.

Amendmeni 4 to Products License and Distribution Agreement, effective as of July 25, 2003, between
the Company and Dell Computer Corporation.

84




Exhibit No.

10.28+
10.29
10.30
1031+
1032
10.33
10.34
10.35
10.36
10.37
10.38
10.39
10.40
10.41
10.42
10.46*
10,47+

10.48*
2100
23,01
3101

31.02

3201

Exhibi¢ Description

Amendment 5 to Products License and Distribution Agreement, dated as of December 2, 2003,
between the Company and Dell Computer Corporation.

Amendment 6 to Products License and Distribution Agreement, effective as of February 26, 2004,
between the Company and Dell Computer Corporation.

Amendment 7 to Products License and Distribution Agreement, effective as of February 18, 2005,
between the Company and Dell Computer Corporation.

Amendmem to Products License and Distribution Agreement, effective as of January 31, 2006,
between the Company and Dell Computer Corporation.

Restated Xcelerate! Distributor Agreement, dated as of August 28, 2006, between Double-Take
Software, Inc. and Sunbelt International.

Xcelerate! Partner Agreement, dated August 2, 2001, between the Company and Sunbelt Software
Distribution Inc.

Addendum ! to Xcelerate Partner Agreement, dated August 2, 2001, between the Company and
Sunbelt Software Distribution Inc.

Addendum 3 to Xcelerate Partner Agreement, dated November 27, 2001, between the Company and
Sunbelt Software Distribution Inc.

Addendum 4 to Xcelerate Partner Agreement, dated May 31, 2002, between the Company and Sunbelt
Software Distribution Inc.

Addendum 4 to Xcelerate Partner Agreement, dated August 27, 2002, between the Company and
Sunbelt Software Distribution Inc.

Amendment 5 to Xcelerate Partner Agreement, dated February 13, 2004, between the Company and
Sunbelt Software Distribution Inc.

Amendment 6 to Xcelerate Pantner Agreement, dated February 14, 2004, between the Company and
Sunbelt Software Distribution Inc.

Amendment 7 1o Xcelerate Partner Agreement, dated March 22, 2005, between the Company and
Sunbelt Software Distribution Inc.

Amendment 8 to Xcelerate Pastner Agreemcnl dated Apnl I, 2005 between the Company and Sunbelt
Software Distribution Inc,

Amendment 9 to Xcelerate Partner Agreement, dated February 15, 2006, between the Company and
Sunbelt Software Distribution Inc.

Amended and Restated Employment/Severance Agreement, dated October 31, 2006, between Double-
Take Software, Inc. and Robert L. Beeler.

Amended and Restated Employment/Severance Agreement, dated October 31, 2006, between Double-
Take Software, Inc. and David J. Demlow.

Form of Non-Disclosure Confidentiality Agreement.

Subsidiaries of the Company (filed herewith).

Consent of Eisner LLP (filed herewith).

Certification of Chief Executive officer pursuant to Rule 13a-14(a) under the Securities Exchange Act
of 1934 as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith).
Cenification of Chief Financial Officer pursuant to Rule §3a-14(a) under the Securities Exchange Act
of 1934 as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith).
Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.5.C. Section 1350
as adopted pursuant 10 Section 906 of the Sarbanes-Oxley Act of 2002 (filed herewith).

Unless otherwise noted, all exhibits are incorporated by reference 1o the Company’s Registration Statement on
Form S-1 (File No. 333-136499).

* Repn:scnis a management contract or compensatory plan or arrangement.

+ Confidential treatment has been granted for certain portions of these agreements, and the confidential portions
were filed separately with the SEC.

85




.e
.
:
1l




Recovery made easy. Solutions from Double-Take Software

Double-Take®:
A complete software solution for real time data protection
and recovery

Double-Take® Server Recovery Option (SRO):
An easy to use, full server data protection and recovery solution

Double-Take Application Manager (DTAM):
Automates and simplifies the configuration for applications such
as Exchange and SQL

Double-Take for Virtual Systems:
Protect Virtual Systems powered by Microsoft or VMware Software

Double-Take for VMware Infrastructure:
Protection and recovery for VMware ESX Server virtual machines

Double-Take for Windows® Small Business Server Edition:
Quickly restore access to data and applications

Double-Take ShadowCaster™:
A full server, local high availability solution for Microsoft® Small
Business Server Edition

GeoCluster:
Microsoft® Cluster® Service solution without fimits

*1 needed something that | could test on a regular basis, implement
quickly, use with my existing hardware, and a solution that had little
impact on my current environment,” said Mr. Bames. “ Double-Take
was able to meet or exceed all of these demands.”

- SH Smith, Eugene Barnes

"We looked at a couple of other products,” said lohn Pope, Project
Lead at Mewfoundland Power. “Based on price, feature set and
alignment with our own roadmap, our support team felt that
Double-Take Software provided the best solution to meet our
business needs.”

- Newfoundland Power, John Pope

“Double-Take just works,” said James Hayes, First Vice-President
and Network Operations Manager at Renasant Bank. “It works so
well that sometimes we forget it is working!”

- Renasant Bank, James Hayes

*Considering aur role in the NBA, our large fan base, our
namesake—we realized it was time to step it up and protect our
assets better,” Wessel says. "Our organization has been growing
from an SMB to a large-scale corporation in terms of size, capabili-
ties, complexity, and revenues. No matter what the circumstances,
we wanted to work with Double-Take Software in real-time recovery
mode, so our applications and office staff could be back up and
running with core functions almost immediately,”

- Boston Celtics, Jay Wessel




R TRRTTNTRE R, R T T T

NEELE Lt L e R S

"2/ Double Take Software:

About Double-Take Software ‘

Headquartered in Southborough, Massachusetts, Double-Take® Software iNasdaq: DBTK} is a leading provider of affordable
software for recoverability, including continuous data replication, applicatioh availability and system state protection.
Double-Take Software prddu'cts and services enable customers to protect and recover business-critical data and applications
such as Mlcrosoft Exchange SQL, and SharePoint in both physical and wrtual enwronments With its unparalleled partner
programs technical support, and professional services, Double-Take Software is the solution of choice for more than ten
theusand customers worldmde from SMEs to the Fonune 500. Informatlon about Double-Take Software’s products and
services can be found at www.doubletake.com.

Double-Take Software Worldwide Office Loééﬁc’méz

Double-Take Software UK
{United Kingdom and Ireland)

Double-Take Software Belgium
(Belgium, Netherlands & Luxembourg)

Massachusetts - Headquarters
257 Turnpike Road
Southboro, MA 01772

Tel: +1-508-229-8483

Indiana .
8470 Allison Pointe Blvd., Suite 300
Indianapolis, IN 46250

Tel: +1-800-964-0185

or +1-317-598-0185

New Jersey
Baker Wateriront Plaza
Two Hudson Place, Suite 700

Bedrijvencentrum Regio Brugge nv

Lieven Bauwensstraat 20-22
8200 Brugge

Belgium

Tel.: +32 50 45 60 67

Double-Take Software France
{Eurcpe / Afiica 7 Middle East)
116-118 Avenue Paul Doumer
92500 Rueil Malmaison

France

Tel: +33 (0)1.47 77 0500

3rd Floor, Elgar House
Shrub Hill

WR4 9EE Worcester
United Kingdom

Tel: +44 (0)1905 745711

Room 212, 2nd Floor, Venture House,
2 Arlington Square,

Downshire Way,

Bracknell

RG12 1WA

United Kingdom

Hoboken, NJ 067030
Tel: +1-8060-775-4674
or +1-201-656-2121

. Tel: +44 1905 330 800
Doubfe-Take Software Germany
{Germany, Austria & Switzerland)
SBC Service-+Business Center GmbH
Mainzer Landstrasse 47
D-60320 Frankfurt AM Main
Germany
Tel: +49{0Y69 9592 51 92

Auditors: Transfer Agent:
Eisner LLP Continental Stock Transfer
750 Third Avenue & Trust Company

New York, NY 10017
Tek 212-949-8700

17 Battery Place

New York, NY 10004 o

Tel: 212-509-4000 ext. 206 L%@
Email: cstmail@continentalstock.com

© Double-Take Software. All rights reserved. Double-Take, GeoCluster, ar}d NS! are reglstered trademarks of Double-Take Software, Inc. Balance,
Double-Take for Virtual Systems, Double-Take for Virtual Servers and Double Take ShaduwCaster are tratdemarks of Double-Take Software, Inc. Microsoft,

Windows, and the Windows logo are trademarks of reg_t;tered tra;iem'_ ‘ s ‘i Microsoft Corporatlon in. the United States andfor other countries, Al other
trademarks are the property of their respective companies, W : :
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