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Forward-Looking Statements
This Quarterly Report on Form 10-Q contains forward-looking statements regarding future events and future results. All statements other than

statements of historical fact are statements that could be deemed forward-looking statements, including, but not limited to, statements regarding future
revenue, margins, expenses, tax provisions, tax treatment, earnings, cash flows, benefit obligations, debt repayments, stock repurchases, dividends, or other
financial items; any statements of the plans, strategies, and objectives of management for future operations, including planned investments or acquisitions;
any statements concerning expected development, performance, success, market conditions, or market share relating to products or services; any statements
regarding future economic conditions or performance; any statements regarding pending litigation, including claims or disputes; any statements of expectation
or belief; any statements regarding Brocade’s pending acquisition by Broadcom Limited or the planned divestiture of certain portions of Brocade’s IP
Networking business; and any statements of assumptions underlying any of the foregoing. Words such as “expects,” “anticipates,” “assumes,” “targets,”
“projects,” “intends,” “plans,” “believes,” “seeks,” “estimates,” “continues,” “may,” “should,” “could,” “depend,” “will,” “contemplate,” “predict,”
“potential,” and variations of such words and similar expressions are intended to identify such forward-looking statements. These statements are based on
current expectations, estimates, forecasts, and projections about the industries in which Brocade operates, and the beliefs and assumptions of management.
Readers are cautioned that these forward-looking statements are only predictions and are subject to risks, uncertainties, and assumptions that are difficult to
predict, including those identified below, under “Part II—Other Information, Item 1A. Risk Factors” and elsewhere herein. Therefore, actual results may
differ materially and adversely from those expressed or implied in any forward-looking statements. Furthermore, Brocade undertakes no obligation to revise
or update any forward-looking statements for any reason.

Additional Information
Brocade and the B-wing symbol are registered trademarks of Brocade Communications Systems, Inc., in the United States and/or in other countries.

Other brands, products, or service names mentioned may be trademarks of Brocade or others.
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PART I — FINANCIAL INFORMATION

Item 1. Financial Statements

BROCADE COMMUNICATIONS SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

 Three Months Ended  Six Months Ended

 
April 29, 

2017  
April 30, 

2016  
April 29, 

2017  
April 30, 

2016

 (In thousands, except per share amounts)

Net revenues:        
Product $ 455,107  $ 428,193  $ 935,724  $ 909,360
Service 97,646  95,113  198,492  188,230

Total net revenues 552,753 523,306 1,134,216 1,097,590
Cost of revenues:        

Product 164,738  132,208  331,393  276,305
Service 45,255  40,787  92,940  82,159

Total cost of revenues 209,993  172,995  424,333  358,464
Gross margin 342,760 350,311 709,883 739,126
Operating expenses:        

Research and development 119,545  89,263  243,048  182,520
Sales and marketing 172,315  148,933  352,516  300,760
General and administrative 31,016  22,791  64,513  45,220
Amortization of intangible assets 7,582  902  15,176  1,804
Acquisition, divestiture, and integration costs 18,236  5,757  36,273  5,757
Restructuring and other related benefits —  —  —  (566)

Total operating expenses 348,694  267,646  711,526  535,495
Income (loss) from operations (5,934) 82,665 (1,643) 203,631
Interest expense (15,949)  (9,955)  (31,442)  (19,820)
Interest and other income, net 2,098  1,091  2,556  1,760
Income (loss) before income tax (19,785)  73,801  (30,529)  185,571
Income tax expense (benefit) (8,753)  30,716  (13,653)  48,840
Net income (loss) (11,032)  43,085  (16,876)  136,731
Less: Net loss attributable to noncontrolling interest (65)  —  (228)  —

Net income (loss) attributable to Brocade Communications Systems, Inc. $ (10,967)  $ 43,085  $ (16,648)  $ 136,731
Net income (loss) per share—basic attributable to Brocade Communications Systems,
Inc. stockholders $ (0.03) $ 0.11 $ (0.04) $ 0.34
Net income (loss) per share—diluted attributable to Brocade Communications Systems,
Inc. stockholders $ (0.03) $ 0.11 $ (0.04) $ 0.33

Shares used in per share calculation—basic 408,589  400,554  406,792  404,228

Shares used in per share calculation—diluted 408,589  408,748  406,792  411,917

        

Cash dividends declared per share $ 0.055 $ 0.045 $ 0.110 $ 0.090

See accompanying Notes to Condensed Consolidated Financial Statements.
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BROCADE COMMUNICATIONS SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(Unaudited)

 Three Months Ended  Six Months Ended

 
April 29, 

2017
April 30, 

2016  
April 29, 

2017
April 30, 

2016

 (In thousands)

Net income (loss) $ (11,032) $ 43,085 $ (16,876) $ 136,731
Other comprehensive income and loss, net of tax:        

Unrealized gains (losses) on cash flow hedges:        
Change in unrealized gains and losses 576  1,964  167  (336)
Net gains and losses reclassified into earnings 251  724  436  1,350

Net unrealized gains on cash flow hedges 827  2,688  603  1,014
Foreign currency translation adjustments 2,023  2,070  663  (133)

Total other comprehensive income 2,850  4,758  1,266  881
Total comprehensive income (loss) (8,182)  47,843  (15,610)  137,612
Less: Net loss attributable to noncontrolling interest (65)  —  (228)  —
Less: Total other comprehensive loss attributable to noncontrolling interest (4)  —  (72)  —
Total comprehensive income (loss) attributable to Brocade Communications Systems,
Inc. $ (8,113)  $ 47,843  $ (15,310)  $ 137,612

See accompanying Notes to Condensed Consolidated Financial Statements.
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BROCADE COMMUNICATIONS SYSTEMS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

 
April 29, 

2017
October 29, 

2016

 (In thousands, except par value)

ASSETS    
Current assets:    

Cash and cash equivalents $ 1,299,660  $ 1,257,075
Accounts receivable, net of allowances for doubtful accounts of $1,965, and $1,736 as of April 29, 2017, and
October 29, 2016, respectively 260,343  284,344
Inventories 78,467  69,355
Prepaid expenses and other current assets 69,100  62,236

Total current assets 1,707,570  1,673,010
Property and equipment, net 434,795  455,326
Goodwill 2,291,246  2,295,184
Core/developed technology intangible assets, net 227,199  248,938
Other intangible assets, net 182,152  200,840
Non-current deferred tax assets 27,995  12,736
Other assets 46,273  53,777

Total assets $ 4,917,230  $ 4,939,811

LIABILITIES AND STOCKHOLDERS’ EQUITY   
Current liabilities:    

Accounts payable $ 111,980  $ 128,685
Accrued employee compensation 163,949  154,165
Deferred revenue 214,103 221,940
Current portion of long-term debt 76,765  76,692
Other accrued liabilities 121,805  113,170

Total current liabilities 688,602  694,652
Long-term debt, net of current portion 1,472,501  1,502,063
Non-current deferred revenue 87,352  90,051
Non-current income tax liability 91,964  102,100
Other non-current liabilities 4,538  5,370

Total liabilities 2,344,957  2,394,236
Commitments and contingencies (Note 8)  
Stockholders’ equity:    
Brocade stockholders’ equity:    

Preferred stock, $0.001 par value, 5,000 shares authorized, no shares issued and outstanding —  —
Common stock, $0.001 par value, 800,000 shares authorized:    

Issued and outstanding: 409,865 and 401,748 shares as of April 29, 2017, and October 29, 2016, respectively 410  402
Additional paid-in capital 1,601,809  1,514,730
Accumulated other comprehensive loss (26,147)  (27,413)
Retained earnings 993,767  1,055,194

Total Brocade stockholders’ equity 2,569,839  2,542,913
Noncontrolling interest 2,434  2,662

Total stockholders’ equity 2,572,273  2,545,575

Total liabilities and stockholders’ equity $ 4,917,230  $ 4,939,811

See accompanying Notes to Condensed Consolidated Financial Statements.
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BROCADE COMMUNICATIONS SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
 Six Months Ended

 
April 29, 

2017  
April 30, 

2016

 (In thousands)

Cash flows from operating activities:    
Net income (loss) $ (16,876)  $ 136,731
Adjustments to reconcile net income (loss) to net cash provided by operating activities:    

Excess tax benefits from stock-based compensation (2,220)  (10,987)
Depreciation and amortization 82,643  45,839
Loss on disposal of property and equipment 464  437
Amortization of debt issuance costs and debt discount 10,511  8,704
Provision (recovery) for doubtful accounts receivable and sales allowances 2,320  (1,083)
Non-cash purchase accounting adjustments to inventory 3,921  —
Non-cash stock-based compensation expense 70,745  48,833

Changes in assets and liabilities, net of acquisitions:    
Accounts receivable 21,681  32,051
Inventories (2,177)  (424)
Prepaid expenses and other assets 602  (1,882)
Deferred tax assets 48  (74)
Accounts payable (24,986)  (5,127)
Accrued employee compensation (9,858)  (21,136)
Deferred revenue (11,536)  (11,715)
Other accrued liabilities (19,708)  5,500
Restructuring liabilities (330)  (1,035)

Net cash provided by operating activities 105,244  224,632
Cash flows from investing activities:    

Purchases of non-marketable equity and debt investments —  (2,000)
Purchases of property and equipment (19,851)  (42,425)
Net cash paid in connection with acquisitions —  (8,061)
Proceeds from collection of note receivable 250  250

Net cash used in investing activities (19,601)  (52,236)
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BROCADE COMMUNICATIONS SYSTEMS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS—Continued

(Unaudited)
 Six Months Ended

 
April 29, 

2017  
April 30, 

2016

 (In thousands)

Cash flows from financing activities:    
Payment of principal related to the term loan (40,000)  —
Payment of principal related to capital leases —  (197)
Common stock repurchases —  (180,848)
Proceeds from issuance of common stock 39,693  20,512
Payment of cash dividends to stockholders (44,780)  (36,445)
Excess tax benefits from stock-based compensation 2,220  10,987

Net cash used in financing activities (42,867)  (185,991)
Effect of exchange rate fluctuations on cash and cash equivalents (191)  356
Net increase (decrease) in cash and cash equivalents 42,585  (13,239)
Cash and cash equivalents, beginning of period 1,257,075  1,440,882

Cash and cash equivalents, end of period $ 1,299,660  $ 1,427,643

Supplemental disclosures of cash flow information:    
Cash paid for interest $ 20,236  $ 10,891

Cash paid for income taxes $ 2,606  $ 31,712

See accompanying Notes to Condensed Consolidated Financial Statements.
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BROCADE COMMUNICATIONS SYSTEMS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. Basis of Presentation
Brocade Communications Systems, Inc. (“Brocade” or the “Company”) has prepared the accompanying Condensed Consolidated Financial Statements

pursuant to the rules and regulations of the United States (“U.S.”) Securities and Exchange Commission (“SEC”). Certain information and footnote
disclosures normally included in financial statements prepared in accordance with U.S. generally accepted accounting principles (“GAAP”) have been
condensed or omitted pursuant to such rules and regulations. The Company’s Condensed Consolidated Balance Sheet as of October 29, 2016, was derived
from the Company’s audited consolidated financial statements, but does not include all disclosures required by U.S. GAAP. These unaudited Condensed
Consolidated Financial Statements should be read in conjunction with the Consolidated Financial Statements and notes thereto included in the Company’s
Annual Report on Form 10-K for the fiscal year ended October 29, 2016.

The accompanying Condensed Consolidated Financial Statements are unaudited but, in the opinion of the Company’s management, reflect all
adjustments—including normal recurring adjustments—that management considers necessary for a fair presentation of these Condensed Consolidated
Financial Statements. The results for the interim periods presented are not necessarily indicative of the results for the full fiscal year or any other future
period.

The Company’s fiscal year is a 52- or 53-week period ending on the last Saturday in October or the first Saturday in November, respectively. As is
customary for companies that use the 52/53-week convention, every fifth year is a 53-week year. Fiscal year 2017 is a 52-week fiscal year and fiscal year
2016 was a 52-week fiscal year. The Company’s next 53-week fiscal year will be fiscal year 2019 and its next 14-week quarter will be the second quarter of
fiscal year 2019.

The Company’s Condensed Consolidated Financial Statements include the accounts of Brocade and its wholly owned subsidiaries. All significant
intercompany accounts and transactions have been eliminated. In May 2016, the Company entered into a joint venture agreement with Guiyang High-Tech
Industrial Investment Group Co., Ltd. (“HTII”) to create Guizhou Huiling Technology Co., Ltd (“GHTC”). The Company consolidates its investment in
GHTC as this is a variable interest entity, and the Company is the primary beneficiary. The noncontrolling interest attributed to GHTC is presented as a
separate component from the Company’s equity in the equity section of the Company’s Condensed Consolidated Balance Sheets. HTII’s share of GHTC’s
earnings is presented separately in the Company’s Condensed Consolidated Statements of Operations.

Use of Estimates in Preparation of Condensed Consolidated Financial Statements
The preparation of the Company’s Condensed Consolidated Financial Statements and related disclosures in conformity with U.S. GAAP requires

management to make estimates and judgments that affect the amounts reported in the Company’s Condensed Consolidated Financial Statements and
accompanying notes. Estimates are used for, but not limited to, revenue recognition, sales allowances including discounts, returns, and programs, allowance
for doubtful accounts, stock-based compensation, acquisition purchase price allocations, warranty obligations, inventory valuation and purchase
commitments, impairment of goodwill and other indefinite-lived intangible assets, litigation, and income taxes. Actual results may differ materially from
these estimates.

Proposed Acquisition by Broadcom Limited
On November 2, 2016, the Company entered into an Agreement and Plan of Merger (the “Merger Agreement”) with Broadcom Limited, a limited

liability company organized under the laws of the Republic of Singapore (“Broadcom”), Broadcom Corporation, a California corporation and an indirect
subsidiary of Broadcom (“Parent”), and Bobcat Merger Sub, Inc., a Delaware corporation and a direct wholly owned subsidiary of Parent (“Merger Sub”),
providing for the merger of Merger Sub with and into the Company (the “Merger”), with the Company surviving as a wholly owned subsidiary of Parent. On
December 19, 2016, Parent assigned all of its rights under the Merger Agreement to LSI Corporation, a Delaware corporation and an indirect subsidiary of
Broadcom.

At the effective time of the Merger, each share of the Company’s common stock that is outstanding immediately prior to such time will be cancelled and
converted into the right to receive $12.75 per share in cash, without interest, less any required tax withholding.

6



Table of Contents

In general, at the effective time of the Merger: (i) all vested in-the-money Brocade stock options will be cashed out; (ii) Broadcom will assume and
convert all vested Brocade stock options that are not in-the-money and all unvested Brocade stock options (whether or not in-the-money), unvested restricted
stock units and unvested performance stock units, in each case held by continuing employees and service providers; (iii) all unvested in-the-money Brocade
stock options and all unvested Brocade restricted stock units and performance stock units held by members of the Brocade Board of Directors or by senior
executives who are parties to change of control agreements providing for the acceleration of vesting and who are not continuing employees or service
providers will accelerate vesting and be cashed out; and (iv) all other unvested Brocade restricted stock units and performance stock units and all other
Brocade stock options will be cancelled in exchange for no consideration.

Consummation of the Merger is subject to certain customary closing conditions, including, without limitation, the absence of certain legal impediments,
the expiration or termination of the required waiting periods under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended (the “HSR Act”),
antitrust regulatory approval in the People’s Republic of China, the European Union and Japan, review and clearance by the Committee on Foreign
Investment in the United States, and approval by the Company’s stockholders. The transaction is not subject to a financing condition.

The Company’s stockholders approved the Merger and related matters at a special meeting of stockholders held on January 26, 2017. No further
approval by the Company’s stockholders is required with respect to the Merger.

On November 30, 2016, each of the Company and Broadcom submitted a notification and report form with the U.S. Federal Trade Commission (the
“FTC”) and the Antitrust Division of the U.S. Department of Justice under the HSR Act. On February 3, 2017, each of the Company and Broadcom received
a request for additional information and documentary materials, commonly referred to as a “second request,” from the FTC. The FTC’s second request is a
standard part of the review process and has the effect of extending the waiting period under the HSR Act until 30 days after the parties substantially comply
with the request, unless the waiting period is extended voluntarily by the parties or terminated earlier by the FTC. The Company intends to continue to
cooperate fully with the FTC in connection with its review.

On May 12, 2017, the European Commission (the “EC”) announced that it had granted conditional antitrust clearance of the Merger. As part of the EC’s
clearance decision, Broadcom has agreed to certain commitments as set forth in that decision, which commitments will be monitored by a trustee. Broadcom
has also committed to the EC that it will not close the Merger before the appointment of the monitoring trustee.

On May 26, 2017, the Japan Fair Trade Commission granted antitrust clearance of the Merger.

Assuming timely satisfaction or waiver of all closing conditions, Brocade expects that the Merger will be completed on or about July 31, 2017.

The Merger Agreement contains certain customary termination rights for the Company and Parent. For example, the Merger Agreement provides that if
it is terminated under specified circumstances, including, but not limited to, if the Company accepts a superior acquisition proposal or the Company’s Board
of Directors changes or withdraws its recommendation of the Merger, the Company would be required to pay Parent a termination fee of $195.0 million.
Effective upon the approval of the Merger and related matters by the Company’s stockholders on January 26, 2017, payment of this termination fee can no
longer be triggered.

2. Summary of Significant Accounting Policies
There have been no material changes in the Company’s significant accounting policies for the six months ended April 29, 2017, as compared to those

disclosed in Brocade’s Annual Report on Form 10-K for the fiscal year ended October 29, 2016.

New Accounting Pronouncements or Updates Recently Adopted
In April 2015, the Financial Accounting Standards Board (“FASB”) issued an update to Accounting Standards Codification (“ASC”) 350, Intangibles—

Goodwill and Other—Internal-Use Software: Customer’s Accounting for Fees Paid in a Cloud Computing Arrangement. This update provides guidance on
the accounting for fees paid in a cloud computing arrangement if the arrangement was determined to include a software license. This update will not change
U.S. GAAP for a customer’s accounting for service contracts. The Company adopted this update in the first quarter of fiscal year 2017 and has elected to
apply this update prospectively. There was no material impact on the Company’s financial position, results of operations, or cash flows.

In December 2016, the FASB issued an update to the Codification, Technical Corrections and Improvements. This update includes various amendments
to clarify the Codification, correct unintended application of guidance, or make minor improvements to the Codification. This update is not intended to
change U.S. GAAP. The Company adopted this update in the first quarter of fiscal year 2017. There was no material impact on the Company’s financial
position, results of operations, or cash flows.
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In January 2017, the FASB issued an update to ASC 350, Intangibles—Goodwill and Other: Simplifying the Test for Goodwill Impairment, which
simplifies the goodwill impairment process by eliminating Step 2 from the quantitative goodwill impairment test. Under this update, goodwill is only
impaired for the amount the net assets of the reporting unit exceeds its fair value. The impairment loss should not exceed the carrying amount of goodwill,
including any impact from tax deductible goodwill. The Company early adopted this update in the second quarter of fiscal year 2017. There was no material
impact on the Company’s financial position, results of operations, or cash flows.

Recent Accounting Pronouncements or Updates That Are Not Yet Effective
In May 2014, the FASB issued ASC 606, Revenue from Contracts with Customers, that will supersede virtually all existing revenue guidance. Under

this new revenue guidance, an entity is required to recognize revenue upon transfer of promised goods or services to customers, in an amount that reflects the
expected consideration received in exchange for those goods or services. As such, an entity will need to use more judgment and make more estimates than
under the current guidance. This new revenue guidance should be applied retrospectively either to each prior reporting period presented in the financial
statements, or only to the most current reporting period presented in the financial statements with a cumulative effect adjustment recorded in retained
earnings. In August 2015, the FASB issued an update to defer the effective date of this new revenue guidance by one year. This new revenue guidance
becomes effective and will be adopted by the Company in the first quarter of fiscal year 2019. The Company is currently evaluating the impact of this new
revenue guidance on its consolidated financial statements.

In July 2015, the FASB issued an update to ASC 330, Inventory: Simplifying the Measurement of Inventory. Under this update, measurement of
inventory is based on the lower of cost or net realizable value. Net realizable value is the estimated selling price in the ordinary course of business, less the
estimated cost of completion and disposal. This update does not apply to inventory that is measured using last-in, first-out or the retail inventory method. This
update should be applied prospectively and will be adopted by the Company in the first quarter of fiscal year 2018. Early adoption is permitted. The Company
does not expect the adoption of this update to have a material impact on its consolidated financial statements.

In March 2016, the FASB issued an update to ASC 606, Revenue from Contracts with Customers: Principal versus Agent Considerations (Reporting
Revenue Gross versus Net), which clarifies the implementation guidance for principal versus agent considerations. In April 2016, the FASB issued an update
to ASC 606, Revenue from Contracts with Customers: Identifying Performance Obligations and Licensing, which clarifies the guidance related to identifying
performance obligations and accounting for licenses of intellectual property. In May 2016, the FASB issued an update to ASC 606, Revenue from Contracts
with Customers: Narrow-Scope Improvements and Practical Expedients, which clarifies the guidance related to collectibility and non-cash consideration, as
well as provides practical expedients for the transition to ASC 606. In December 2016, the FASB issued an update to ASC 606, Revenue from Contracts with
Customers: Technical Corrections and Improvements, which clarifies and corrects any unintended application of the new revenue guidance. The Company
must adopt these updates with the adoption of ASC 606, Revenue from Contracts with Customers. The Company is currently evaluating the impact of these
updates on its consolidated financial statements.

In January 2016, the FASB issued an update to ASC 825, Financial Instruments—Overall: Recognition and Measurement of Financial Assets and
Financial Liabilities. This update consists of eight provisions that provide guidance on the accounting for equity investments, financial liabilities under the
fair value option, and the presentation and disclosure requirements for financial instruments. This update should be applied by means of a cumulative-effect
adjustment to the balance sheet as of the beginning of the fiscal year of adoption and prospectively for equity investments without readily determinable fair
values. This update becomes effective and will be adopted by the Company in the first quarter of fiscal year 2019. Early adoption is permitted for two of the
eight provisions. The Company is currently evaluating the impact of this update on its consolidated financial statements and related disclosures.

In February 2016, the FASB issued ASC 842, Leases, that will supersede the existing lease guidance, including on-balance sheet recognition of
operating leases for lessees. This new lease guidance should be applied using a modified retrospective approach and will be adopted by the Company in the
first quarter of fiscal year 2020. Early adoption is permitted. The Company is currently evaluating the impact of this new lease guidance on its consolidated
financial statements.

In March 2016, the FASB issued an update to ASC 718, Compensation—Stock Compensation: Improvements to Employee Share-Based Payment
Accounting. This update simplifies certain aspects of the accounting for share-based payment transactions, including income taxes, forfeiture rates,
classification of awards, and classification in the statement of cash flows. This update becomes effective in the first quarter of fiscal year 2018. Early adoption
is permitted. The Company is currently evaluating the impact of this update on its consolidated financial statements.
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In June 2016, the FASB issued ASC 326, Financial Instrument—Credit Losses, that will supersede the existing methodology for estimating expected
credit losses on certain financial instruments. The new impairment methodology eliminates the probable initial recognition threshold and, instead, estimates
the expected credit losses in consideration of past events, current conditions, and forecasted information. This update becomes effective in the first quarter of
fiscal year 2021. Early adoption is permitted in the first quarter of fiscal year 2020. The Company is currently evaluating the impact of this update on its
consolidated financial statements.

In August 2016, the FASB issued an update to ASC 230, Statement of Cash Flows: Classification of Certain Cash Receipts and Cash Payments. This
update consists of eight provisions that provide guidance on the classification of certain cash receipts and cash payments. If practicable, this update should be
applied using a retrospective transition method to each period presented. For the provisions that are impracticable to apply retrospectively, those provisions
may be applied prospectively as of the earliest date practicable. This update becomes effective and will be adopted by the Company in the first quarter of
fiscal year 2019. Early adoption is permitted. The Company is currently evaluating the impact of this update on its consolidated financial statements and
related disclosures.

In October 2016, the FASB issued an update to ASC 740, Income Taxes: Intra-Entity Transfers of Assets Other Than Inventory. This update requires the
recognition of current and deferred income taxes for intra-entity transfers of assets other than inventory. This update should be applied using a modified
retrospective approach and becomes effective in the first quarter of fiscal year 2019. Early adoption is permitted. The Company is currently evaluating the
impact of this update on its consolidated financial statements.

In November 2016, the FASB issued an update to ASC 230, Statement of Cash Flows: Restricted Cash. This update requires that a statement of cash
flows explain the change during the period in the total of cash, cash equivalents, and amounts generally described as restricted cash or restricted cash
equivalents. Therefore, amounts generally described as restricted cash and restricted cash equivalents should be included with cash and cash equivalents when
reconciling the beginning-of-period and end-of-period total amounts shown on the statement of cash flows. This update should be applied using a
retrospective transition method and becomes effective in the first quarter of fiscal year 2019. Early adoption is permitted. The Company is currently
evaluating the impact of this update on its consolidated financial statements.

In January 2017, the FASB issued an update to ASC 805, Business Combinations: Clarifying the Definition of a Business, which clarifies the definition
of a business and adds guidance to assist entities with evaluating whether the transactions should be accounted for as acquisitions (or disposals) of assets or
businesses. This update should be applied prospectively and becomes effective in the first quarter of fiscal year 2019. Early adoption is permitted. The
Company does not expect the adoption of this update to have a material impact on its consolidated financial statements.

In May 2017, the FASB issued an update to ASC 718, Compensation—Stock Compensation: Scope of Modification Accounting, which provides
guidance about which changes to the terms or conditions of a share-based payment reward require an entity to apply modification accounting. Under this new
guidance, an entity should account for the effects of a modification unless the fair value, vesting conditions, and classification as an equity or liability
instrument of the modified award are the same as the original award. This update should be applied prospectively and becomes effective in the first quarter of
fiscal year 2019. Early adoption is permitted. The Company does not expect the adoption of this update to have a material impact on its consolidated financial
statements.

Concentrations
Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of cash, cash equivalents, and accounts

receivable. Cash and cash equivalents are primarily maintained at eight major financial institutions. Deposits held with banks may be redeemed upon demand
and may exceed the amount of insurance provided on such deposits.

A majority of the Company’s accounts receivable balance is derived from U.S. dollar-denominated sales to original equipment manufacturer (“OEM”)
partners in the computer storage and server industry. As of April 29, 2017, two customers accounted for a combined total of 36% (EMC Corporation
(“EMC”), which was acquired by Dell, Inc. on September 7, 2016, combined with direct sales to Dell, Inc. (together, “Dell EMC”) with 23% and Hewlett
Packard Enterprise Company (“HPE”) with 13%) of total accounts receivable. As of October 29, 2016, two customers accounted for a combined total of 42%
(Dell EMC with 29% and HPE with 13%) of total accounts receivable. The Company performs ongoing credit evaluations of its customers and generally does
not require collateral on accounts receivable balances. The Company has established reserves for credit losses and sales allowances.

For the three months ended April 29, 2017, two customers individually accounted for 16% (Dell EMC) and 11% (International Business Machines
Corporation) of the Company’s total net revenues for a combined total of 27% of total net revenues. For the three months ended April 30, 2016, two
customers individually accounted for 19% (EMC) and 11% (HPE) of the Company’s total net revenues for a combined total of 30% of total net revenues.
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The Company currently relies on single and limited sources for multiple key components used in the manufacture of its products. Additionally, the
Company relies on multiple contract manufacturers (“CMs”) for the production of its products, including Hon Hai Precision Industry Co., Ltd., Accton
Technology Corporation, Universal Scientific Industrial (Shanghai) Co., Ltd., Flextronics Telecom Systems Ltd., Cape EMS Manufacturing (M) Sdn. Bhd.,
and American Portwell Technology, Inc., and has a service repair arrangement with Flex Ltd. Although the Company uses standard parts and components for
its products where possible, the Company’s CMs currently purchase, on the Company’s behalf, several key components used in the manufacture of products
from single- or limited-source suppliers. The Company also entered into license agreements with some of its suppliers, including Qualcomm Inc., for
technologies and components that are used in its products.

3. Acquisitions

Prior Fiscal Year Acquisitions

Acquisition of Ruckus Wireless, Inc. (“Ruckus”)
On May 27, 2016 (“Acquisition Date”), the Company completed its acquisition of Ruckus, a public company incorporated in the state of Delaware, to

strengthen its Internet Protocol (“IP”) Networking product portfolio by adding Ruckus’ wireless products and services to the Company’s networking
solutions.

Immediately prior to the completion of the acquisition, there were 92.2 million outstanding shares of Ruckus common stock, which included 3.2 million
shares of Ruckus common stock owned by a dissenting former Ruckus stockholder who has filed a petition in Delaware Court of Chancery seeking appraisal
of the fair value of those shares under Delaware law. As a result, no cash payment had been made and no shares had been issued to the dissenting stockholder
as of April 29, 2017.

Based on the $8.60 per share closing price of the Company’s common stock on the Acquisition Date, the total purchase consideration paid or payable
was $1.3 billion, which includes the amount relating to the appraisal petition filed by the dissenting former Ruckus stockholder, which was accrued as of
April 29, 2017, and reported within “Other accrued liabilities” on the Company’s Condensed Consolidated Balance Sheets.

For the three and six months ended April 29, 2017, the Company recorded direct acquisition costs of $1.4 million and $2.3 million, respectively. The
Company had an immaterial benefit related to integration costs for the three months ended April 29, 2017, and recorded an expense of $3.7 million for the six
months ended April 29, 2017. These costs have been expensed as incurred and are presented in the Company’s Condensed Consolidated Statements of
Operations for the three and six months ended April 29, 2017, as “Acquisition, divestiture, and integration costs.”
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In connection with the acquisition of Ruckus, the Company allocated the total purchase consideration to the net assets acquired and liabilities assumed,
including identifiable intangible assets, based on their respective fair values at the Acquisition Date. The following table summarizes the final allocation of
the total purchase consideration to the fair value of the assets acquired and liabilities assumed (in thousands):

Assets acquired:  
Cash and cash equivalents $ 95,515
Short-term investments 150,257
Accounts receivable, net of allowances for doubtful accounts of $2,100 41,339
Inventories 64,000
Prepaid expenses and other current assets 5,252
Property and equipment, net 27,060
Identifiable intangible assets 418,000
Other assets 1,697

Total assets acquired 803,120
Liabilities assumed:  
Accounts payable 16,375
Accrued employee compensation 17,514
Deferred revenue 14,520
Other accrued liabilities 33,808
Non-current deferred revenue 9,767
Non-current deferred tax liabilities 64,853
Other non-current liabilities 41,033

Total liabilities assumed 197,870
Net assets acquired, excluding goodwill (a) 605,250
Total purchase consideration (b) 1,275,060

Goodwill (b) - (a) $ 669,810

Goodwill represents the excess of the total purchase consideration over the fair value of the underlying assets acquired and liabilities assumed.
Goodwill is attributable to planned growth in new markets and synergies expected to be achieved from the combined operations of the Company and Ruckus.
Goodwill of $350.2 million was assigned to the IP Networking Products reporting unit, and goodwill of $319.6 million was assigned to the Global Services
reporting unit. Goodwill recognized in the acquisition is not deductible for tax purposes.

The fair value of identified intangible assets and their respective useful lives are as follows (in thousands, except for estimated useful life):

 
Approximate Fair

Value  
Estimated Useful

Life
(In years)

Trade name/trademark $ 42,000  11
Customer relationships 118,000  1 - 7
Developed technology 230,000  6 - 7
In-process research and development (“IPR&D”) (1) 28,000  N/A (1)

Total intangible assets $ 418,000   

(1) IPR&D will be accounted for as an indefinite-lived intangible asset until the underlying projects are completed or abandoned.

During the six months ended April 29, 2017, the Company finalized the purchase price allocation upon obtaining additional information related to the
fair value of inventories, property and equipment, identifiable intangible assets, deferred revenue, and deferred tax liabilities. As a result, the Company
recorded measurement period adjustments resulting in a net decrease in goodwill of $3.9 million. The impact on the Company’s Condensed
Consolidated Statements of Operations was immaterial during the three and six months ended April 29, 2017.
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4. Goodwill and Intangible Assets
The following table summarizes goodwill activity by reportable segment during the six months ended April 29, 2017 (in thousands):

 
Storage Area Networking

(“SAN”) 
Products  IP Networking Products  Global Services  Total

Balance at October 29, 2016        
Goodwill $ 176,320  $ 1,698,641  $ 549,437  $ 2,424,398
Accumulated impairment losses —  (129,214)  —  (129,214)
 176,320  1,569,427  549,437  2,295,184
Purchase accounting adjustments (1) —  70,182  (74,120)  (3,938)
Balance at April 29, 2017        
Goodwill 176,320  1,768,823  475,317  2,420,460
Accumulated impairment losses —  (129,214)  —  (129,214)

 $ 176,320  $ 1,639,609  $ 475,317  $ 2,291,246
(1) For the measurement period adjustments recorded in connection with the acquisition of Ruckus, see Note 3, “Acquisitions,” of the Notes to Condensed

Consolidated Financial Statements.

The Company conducts its goodwill impairment test annually, as of the first day of the fourth fiscal quarter, and whenever events occur or facts and
circumstances change that would more likely than not reduce the fair value of a reporting unit below its carrying amount. For the annual goodwill impairment
test, the Company uses the income approach, the market approach, or a combination thereof to determine each reporting unit’s fair value. The income
approach provides an estimate of fair value based on discounted expected future cash flows (“DCF”). The market approach provides an estimate of fair value
by applying various observable market-based multiples to the reporting unit’s operating results and then applying an appropriate control premium. For the
fiscal year 2016 annual goodwill impairment test, the Company used a combination of these approaches to estimate each reporting unit’s fair value. At the
time that the fiscal year 2016 annual goodwill impairment test was performed, the Company believed that the income approach and the market approach were
equally representative of a reporting unit’s fair value.

Determining the fair value of a reporting unit requires judgment and involves the use of significant estimates and assumptions. The Company based its
fair value estimates on assumptions it believes to be reasonable but are inherently uncertain. Estimates and assumptions with respect to the determination of
the fair value of its reporting units using the income approach include, among other inputs:

• The Company’s operating forecasts;

• The Company’s forecasted revenue growth rates; and

• Risk-commensurate discount rates and costs of capital.

The Company’s estimates of revenues and costs are based on historical data, various internal estimates, and a variety of external sources, and are
developed as part of the Company’s regular long-range planning process. The control premium used in the market approach or as part of combined
approaches was determined by considering control premiums offered as part of the acquisitions where acquired companies were comparable with the
Company’s reporting units.

Based on the results of the annual goodwill impairment analysis performed during the fourth fiscal quarter of 2016, the Company determined that no
impairment charge needed to be recorded. As of April 29, 2017, no new events had occurred nor had any facts or circumstances changed since the annual
goodwill impairment analysis performed during the fourth quarter of fiscal year 2016 that indicated that the fair values of the reporting units may be less than
their current carrying amounts.

Intangible assets other than goodwill are amortized on a straight-line basis over the following estimated remaining useful lives, unless the Company has
determined these lives to be indefinite. The Company did not incur costs to renew or extend the term of any acquired finite-lived intangible assets during the
six months ended April 29, 2017.
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The following tables present details of the Company’s intangible assets, excluding goodwill (in thousands, except for weighted-average remaining
useful life):

 April 29, 2017

 
Gross

Carrying
Value  

Accumulated
Amortization  

Net
Carrying

Value  

Weighted-
Average

Remaining
Useful Life
(In years)

Finite-lived intangible assets:        
Trade names $ 42,630  $ 3,800  $ 38,830  10.02
Core/developed technology 290,290  63,091  227,199  5.07
Patent portfolio license (1) 7,750  2,448  5,302  16.26
Customer relationships 141,110  28,986  112,124  6.00
Patents with broader applications 1,040  144  896  12.88

Total finite-lived intangible assets (2) $ 482,820  $ 98,469  $ 384,351  5.65

Indefinite-lived intangible assets, excluding goodwill:        
IPR&D (3) 25,000  —  25,000   

Total indefinite-lived intangible assets, excluding goodwill 25,000  —  25,000   
Total intangible assets, excluding goodwill $ 507,820  $ 98,469  $ 409,351   

        
 October 29, 2016

 
Gross

Carrying
Value  

Accumulated
Amortization  

Net
Carrying

Value  

Weighted-
Average

Remaining
Useful Life
(In years)

Finite-lived intangible assets:        
Trade names $ 45,090  $ 2,359  $ 42,731  10.51
Core/developed technology 286,290  37,352  248,938  5.51
Patent portfolio license (1) 7,750  1,935 5,815  17.00
Customer relationships 143,110  15,813  127,297  6.32
Non-compete agreements 1,050  983  67  0.29
Patents with broader applications 1,040  110  930  13.38

Total finite-lived intangible assets $ 484,330  $ 58,552  $ 425,778  6.08
Indefinite-lived intangible assets, excluding goodwill:        
IPR&D (3) 24,000  —  24,000   

Total indefinite-lived intangible assets, excluding goodwill 24,000  —  24,000   
Total intangible assets, excluding goodwill $ 508,330  $ 58,552  $ 449,778   

(1) The patent portfolio license was assigned an estimated useful life that reflects the Company’s consumption of the expected defensive benefits related to
this license to certain patents. The method of amortization for the patent portfolio license reflects the Company’s estimate of the pattern in which these
expected defensive benefits will be used by the Company and is primarily based on the mix of expiration patterns of the individual patents included in
the license.

(2) During the six months ended April 29, 2017, $1.5 million of finite-lived intangible assets became fully amortized and, therefore, were removed from the
balance sheet.

(3) Acquired IPR&D is an intangible asset accounted for as an indefinite-lived asset until the completion or abandonment of the associated research and
development effort. If the research and development effort associated with the IPR&D is successfully completed, then the IPR&D intangible asset will
be amortized over its estimated useful life to be determined at the date the effort is completed.
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The Company conducts its IPR&D impairment test annually, as of the first day of the fourth fiscal quarter, and whenever events occur or facts and
circumstances indicate that it is more likely than not that the IPR&D is impaired. For the annual IPR&D impairment test, the Company elects the option to
first assess qualitative factors to determine whether the existence of events or circumstances leads to a determination that it is more likely than not that the fair
value of the IPR&D asset is less than the carrying amount. If, after assessing the totality of events and circumstances, the Company determines that it is more
likely than not that the fair value of the IPR&D asset is less than the carrying amount, then the Company conducts a quantitative analysis to determine the fair
value of the IPR&D asset. If the carrying amount of the IPR&D asset exceeds the fair value, then the Company recognizes an impairment loss equal to the
difference.

Based on the results of the annual IPR&D impairment analysis performed during the fourth fiscal quarter of 2016, the Company determined that no
impairment needed to be recorded. As of April 29, 2017, no new events had occurred nor had any facts or circumstances changed since the annual IPR&D
impairment analysis performed during the fourth quarter of fiscal year 2016 that indicated that the fair value of the IPR&D asset may be less than the current
carrying amount.

The amortization of finite-lived intangible assets is included in the following line items of the Company’s Condensed Consolidated Statements of
Operations as follows (in thousands):

 Three Months Ended  Six Months Ended

 April 29, 2017  April 30, 2016  April 29, 2017  April 30, 2016

Cost of revenues $ 12,680  $ 3,193  $ 25,740  $ 6,348
General and administrative (1) 253 274  512  550
Amortization of intangible assets 7,582  902  15,176  1,804

Total $ 20,515  $ 4,369  $ 41,428  $ 8,702

(1) The amortization is related to the $7.8 million perpetual, nonexclusive license to certain patents purchased in fiscal year 2015.

The following table presents the estimated future amortization of finite-lived intangible assets as of April 29, 2017 (in thousands):

Fiscal Year  
Estimated

Future
Amortization

2017 (remaining six months)  $ 37,814
2018  69,941
2019  66,413
2020  65,324
2021  61,727
Thereafter  83,132

Total  $ 384,351

5. Balance Sheet Details
The following tables provide details of selected balance sheet items (in thousands):

 
April 29, 

2017  
October 29, 

2016

Inventories:    
Raw materials $ 28,667  $ 17,793
Finished goods 49,800  51,562

Inventories $ 78,467  $ 69,355
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April 29, 

2017  
October 29, 

2016

Property and equipment, net:    
Gross property and equipment    

Computer equipment $ 20,400  $ 19,710
Software 91,342  89,132
Engineering and other equipment 442,947  445,115
Furniture and fixtures 34,051  33,788
Leasehold improvements 38,760  37,973
Land and building 386,163  386,163

Total gross property and equipment 1,013,663  1,011,881
Accumulated depreciation and amortization (1) (578,868)  (556,555)

Property and equipment, net $ 434,795  $ 455,326
(1) The following table presents the depreciation of property and equipment included on the Company’s Condensed Consolidated Statements of Operations

(in thousands):

 Three Months Ended  Six Months Ended

 
April 29, 

2017  
April 30, 

2016  
April 29, 

2017  
April 30, 

2016

Depreciation expense $ 20,262  $ 18,658  $ 41,215  $ 37,137

6. Fair Value Measurements
The Company applies fair value measurements for both financial and non-financial assets and liabilities. The Company does not have any non-financial

assets or liabilities that are required to be measured at fair value on a recurring basis as of April 29, 2017.

The fair value accounting guidance permits companies to elect fair value measurement for many financial instruments and certain other items that are
not required to be accounted for at fair value. The Company did not elect fair value measurement for any eligible financial instruments or other assets.

Fair Value Hierarchy
The Company utilizes a fair value hierarchy that maximizes the use of observable inputs and minimizes the use of unobservable inputs when measuring

fair value. A financial instrument’s categorization within the fair value hierarchy is based upon the lowest level of input that is significant to the fair value
measurement.

During the six months ended April 29, 2017, the Company had no transfers between levels of the fair value hierarchy of its assets and liabilities
measured at fair value.
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Assets and liabilities measured and recorded at fair value on a recurring basis as of April 29, 2017, were as follows (in thousands):

   Fair Value Measurements Using

 
 Balance as of
 April 29, 2017  

Quoted Prices in
Active Markets

for Identical
Instruments

(Level 1)  

Significant Other
Observable

Inputs
(Level 2)  

Significant
Unobservable

Inputs
(Level 3)

Assets:        
Money market funds (1) $ 981,877  $ 981,877  $ —  $ —
Derivative assets 577  —  577  —

Total assets measured at fair value $ 982,454  $ 981,877  $ 577  $ —

Liabilities:        
Derivative liabilities $ 270  $ —  $ 270  $ —

Total liabilities measured at fair value $ 270  $ —  $ 270  $ —
(1) Money market funds are reported within “Cash and cash equivalents” on the Company’s Condensed Consolidated Balance Sheets.

Assets and liabilities measured and recorded at fair value on a recurring basis as of October 29, 2016, were as follows (in thousands):

   Fair Value Measurements Using

 
 Balance as of

 October 29, 2016  

Quoted Prices in
Active Markets

for Identical
Instruments

(Level 1)  

Significant Other
Observable

Inputs
(Level 2)  

Significant
Unobservable

Inputs
(Level 3)

Assets:        
Money market funds (1) $ 914,724  $ 914,724  $ —  $ —
Derivative assets 514  —  514  —

Total assets measured at fair value $ 915,238  $ 914,724  $ 514  $ —

Liabilities:        
Derivative liabilities $ 354  $ —  $ 354  $ —

Total liabilities measured at fair value $ 354  $ —  $ 354  $ —
(1) Money market funds are reported within “Cash and cash equivalents” on the Company’s Condensed Consolidated Balance Sheets.
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7. Borrowings
The following table provides details of the Company’s long-term debt (in thousands, except years and percentages):

      April 29, 2017  October 29, 2016

  Maturity  
Stated Annual
Interest Rate  Amount

Effective
Interest Rate  Amount

Effective
Interest Rate

Senior Credit Facility:           
Term Loan Facility  2021  variable  $ 740,000 3.03%  $ 780,000 2.53%

Convertible Senior Unsecured Notes:           
2020 Convertible Notes  2020  1.375%  575,000 4.98%  575,000 4.98%

Senior Unsecured Notes:           
2023 Notes  2023  4.625%  300,000 4.83%  300,000 4.83%

Total gross long-term debt      1,615,000   1,655,000  
Unamortized discount      (63,334)   (73,540)  
Unamortized debt issuance costs      (2,400)   (2,705)  
Current portion of long-term debt      (76,765)   (76,692)  

Long-term debt, net of current portion      $ 1,472,501   $ 1,502,063  

Senior Credit Facility
In connection with the acquisition of Ruckus on May 27, 2016, the Company entered into a Credit Agreement (the “Credit Agreement”) with Wells

Fargo Bank, N.A., as the administrative agent, swingline lender, and issuing lender, and certain other lenders (collectively, the “Lenders”). The Credit
Agreement provides for a term loan facility of $800.0 million (the “Term Loan Facility”) and a revolving credit facility of $100.0 million (the “Revolving
Facility,” and together with the Term Loan Facility, the “Senior Credit Facility”). The Revolving Facility includes a $25.0 million letter of credit subfacility
and a $10.0 million swing line loan subfacility. The proceeds of the Term Loan Facility were used to finance a portion of the acquisition of Ruckus and
related fees and expenses, the repurchase of shares of the Company’s common stock, and fees and expenses related to the Senior Credit Facility.

Loans made under the Senior Credit Facility bear interest, at the Company’s option, either (i) at a base rate which is based in part on the greatest of (A)
the prime rate, (B) the federal funds rate plus 0.50%, or (C) LIBOR for an interest period of one month plus 1.00%, plus an applicable margin that will vary
between 0.00% and 0.75% based on the Company’s total leverage ratio, or (ii) at a LIBOR-based rate, plus an applicable margin that will vary between 1.00%
and 1.75% based on the Company’s total leverage ratio. For purposes of calculating the applicable rate, the base rate and LIBOR-based rate are subject to a
floor of 0.00%. For base rate loans, interest is payable on the last business day of January, April, July, and October of each year. For LIBOR rate loans,
interest is payable on the last day of each interest period for the LIBOR-based rate, and if such interest period extends over three months, at the end of each
three-month interval during such interest period.

Commitments under the Revolving Facility are subject to an initial commitment fee of 0.30%, and are later subject to adjustment between 0.20% and
0.35% based on the Company’s total leverage ratio. Letters of credit issued under the letter of credit subfacility are subject to an initial commission fee
starting at 1.50%, and are later subject to adjustment between 1.00% and 1.75% based on the Company’s total leverage ratio, and an issuance fee of 0.125%.

The final maturity of the Senior Credit Facility will occur on May 27, 2021, except that if any of the 1.375% convertible senior unsecured notes due
2020 remain outstanding on October 2, 2019, and certain other conditions have not been met, then the final maturity of the Senior Credit Facility will occur
on October 2, 2019. Notwithstanding the foregoing, upon the request of the Company made to all applicable Lenders, and provided that no event of default
exists or will occur immediately thereafter, individual Lenders may agree to extend the maturity date of its commitments under the Revolving Facility and
loans under the Term Loan Facility.
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The Company is permitted to make voluntary prepayments of the Senior Credit Facility at any time without payment of a premium or penalty. The
Company is required to make mandatory prepayments of loans under the Term Loan Facility (without payment of a premium or penalty) with (i) net cash
proceeds from issuances of debt (other than certain permitted debt), (ii) net cash proceeds from certain non-ordinary course asset sales (subject to
reinvestment rights and other exceptions), and (iii) casualty proceeds and condemnation awards (subject to reinvestment rights and other exceptions).
Commencing October 31, 2016, the loans under the Term Loan Facility will amortize in equal quarterly installments in an aggregate annual amount equal to
10% of the original principal amount thereof, with any remaining balance payable on the final maturity date of the loans under the Term Loan Facility. The
loans under the Revolving Facility and all accrued and unpaid interest thereon are due in full on the maturity date.

There were no principal amounts outstanding under the revolving credit facility, and the full $100.0 million was available for future borrowing under
the revolving credit facility as of April 29, 2017. Payments totaling $40.0 million were made towards the principal of the Term Loan Facility during the six
months ended April 29, 2017.

As of April 29, 2017, and October 29, 2016, the fair value of the Term Loan Facility was approximately $728.7 million and $767.4 million,
respectively, which was estimated based on fair value for similar instruments.

The obligations under the Senior Credit Facility and certain cash management and hedging obligations are fully and unconditionally guaranteed by
certain of the Company’s direct and indirect subsidiaries (including Ruckus, but excluding certain immaterial subsidiaries, subsidiaries whose guarantee
would result in material adverse tax consequences and subsidiaries whose guarantee is prohibited by applicable law) pursuant to a subsidiary guaranty
agreement.

The Company’s obligations under the Senior Credit Facility are unsecured, provided that upon the occurrence of certain events (including if the
Company’s corporate family rating from Moody’s falls below Ba1 and from S&P falls below BB+ at any time (referred to as a “Ratings Downgrade”)) or the
incurrence of certain indebtedness in excess of $600.0 million (such occurrence or the occurrence of a Ratings Downgrade being a “Collateral Trigger
Event”), then such obligations, as well as certain cash management and hedging obligations, will be required to be secured, subject to certain exceptions, by
100% of the equity interests of all present and future restricted subsidiaries directly held by the Company or any guarantor. As of the date hereof, all of the
Company’s subsidiaries are restricted subsidiaries under the Senior Credit Facility. The Company must provide such security within 90 days (or 20 business
days with respect to the equity interests of material U.S. subsidiaries) of such Collateral Trigger Event.

The Credit Agreement contains financial maintenance covenants, including a (i) maximum total leverage ratio as of the last date of any fiscal quarter
not to exceed 3.50:1.00; subject to certain step-downs to 3.25:1.00 and 3.00:1.00 for fiscal periods ending on or after April 30, 2017, and April 30, 2018,
respectively, and (ii) a minimum interest coverage ratio of not less than 3.50:1.00. The Credit Agreement also contains restrictive covenants that limit, among
other things, the Company’s and its restricted subsidiaries’ ability to:

• Incur additional indebtedness or issue certain preferred equity, pay dividends, or make other distributions or other restricted payments (including
stock repurchases);

• Sell assets other than on terms specified by the Credit Agreement;

• Amend the terms of certain other indebtedness and organizational documents;

• Create liens on certain assets to secure debt, consolidate, merge, sell, or otherwise dispose of all or substantially all of their assets; and

• Enter into certain transactions with affiliates, or change their lines of business, fiscal years, and accounting practices, in each case, subject to
customary exceptions.

The Credit Agreement also sets forth customary events of default, including upon the failure to make timely payments under the Senior Credit Facility,
the failure to satisfy certain covenants, cross-default and cross-acceleration to other material debt for borrowed money, the occurrence of a change of control,
and specified events of bankruptcy and insolvency.

As discussed under Note 1, “Basis of Presentation,” of the Notes to Condensed Consolidated Financial Statements, on November 2, 2016, the Company
entered into a merger agreement with Broadcom under which Broadcom agreed to acquire Brocade. The consummation of the proposed acquisition by
Broadcom would constitute a “change of control” under the events of default under the Credit Agreement.
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Convertible Senior Unsecured Notes
On January 14, 2015, the Company issued $575.0 million in aggregate principal amount of 1.375% convertible senior unsecured notes due 2020 (the

“2020 Convertible Notes”) pursuant to an indenture, dated as of January 14, 2015, between the Company and Wells Fargo Bank, National Association, as the
trustee (the “Offering”). Net of an original issue discount, the Company received $565.7 million in proceeds from the Offering. Concurrently with the closing
of the Offering, the Company called for redemption its outstanding 6.875% senior secured notes due 2020 (the “2020 Notes”) and irrevocably deposited a
portion of the net proceeds from the Offering with the trustee to discharge the indenture governing the 2020 Notes.

The 2020 Convertible Notes bear interest payable semiannually on January 1 and July 1 of each year, beginning on July 1, 2015. No payments were
made toward the principal of the 2020 Convertible Notes during the six months ended April 29, 2017.

The Company separately accounts for the liability and equity components of the 2020 Convertible Notes. The fair value of the liability component, used
in the allocation between the liability and equity components as of the date of issuance, was based on the present value of cash flows using a discount rate of
4.57%, the Company’s borrowing rate for a similar debt instrument without the conversion feature. The carrying values of the liability and equity components
of the 2020 Convertible Notes are as follows (in thousands):

 
April 29, 

2017  
October 29, 

2016

Principal $ 575,000  $ 575,000
Unamortized discount of the liability component (50,623)  (59,398)

Net carrying amount of liability component $ 524,377  $ 515,602

Carrying amount of equity component $ 47,388  $ 55,374

As of April 29, 2017, and October 29, 2016, the remaining period of amortization for the discount is 2.67 years and 3.17 years, respectively.

The following table presents the amount of interest cost recognized for amortization of the discount and for the contractual interest coupon for the 2020
Convertible Notes for the following periods (in thousands):

 Three Months Ended  Six Months Ended

 
April 29, 

2017  
April 30, 

2016  
April 29, 

2017  
April 30, 

2016

Amortization of discount $ 4,415  $ 4,202  $ 8,775  $ 8,351
Contractual interest coupon $ 1,976  $ 1,977  $ 3,953  $ 3,953

As of April 29, 2017, and October 29, 2016, the fair value of the 2020 Convertible Notes was approximately $582.2 million and $564.5 million,
respectively, which was estimated based on broker trading prices.

The 2020 Convertible Notes mature on January 1, 2020, unless repurchased or converted in accordance with their terms prior to such date. The 2020
Convertible Notes are not callable prior to their maturity. The 2020 Convertible Notes are convertible into common shares of the Company under the
circumstances described below. The initial conversion rate is 62.7746 shares of the Company’s common stock per $1,000 principal amount of the notes,
which is equal to 36.1 million shares at an initial conversion price of approximately $15.93 per share.

The 2020 Convertible Notes contain provisions where the conversion rate is adjusted upon the occurrence of certain events, including if the Company
pays a regular, quarterly cash dividend in an amount greater than $0.035 per share. During the second fiscal quarter of 2017, the Board of Directors of the
Company declared and paid a cash dividend in the amount of $0.055 per share. Accordingly, as of March 8, 2017, the conversion rate was adjusted to a rate of
63.5053 shares of the Company’s common stock per $1,000 principal amount of the notes, which is equal to 36.5 million shares at a conversion price of
approximately $15.75 per share. However, because the adjustment resulted in a change to the conversion rate of less than 1%, as is allowed by the terms of
the indenture governing the 2020 Convertible Notes, the Company elected to defer the administration and noteholder notification of such adjustment until the
occurrence of (i) a subsequent adjustment to the conversion rate that results in a cumulative adjustment of at least 1% of the current conversion rate, (ii) the
conversion of any 2020 Convertible Note, or (iii) certain other events requiring the adjustment to be made under the indenture governing the 2020
Convertible Notes.
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Holders of the 2020 Convertible Notes may convert all or a portion of their notes prior to the close of business on the business day immediately
preceding September 1, 2019, in multiples of $1,000 principal amount, only under the following circumstances:

• During any fiscal quarter commencing after the fiscal quarter ending on May 2, 2015 (and only during such fiscal quarter), if the last reported sale
price of the Company’s common stock for at least 20 trading days (whether or not consecutive) during a period of 30 consecutive trading days
ending on the last trading day of the immediately preceding fiscal quarter is greater than or equal to 130% of the conversion price of the notes on
each applicable trading day;

• During the five-business-day period after any 10 consecutive trading-day period in which the trading price per $1,000 principal amount of the
notes for each trading day of that 10 consecutive trading-day period was less than 98% of the product of the last reported sale price of the
Company’s common stock and the conversion rate of the notes on each such trading day; or

• Upon the occurrence of certain corporate events as specified in the terms of the indenture governing the 2020 Convertible Notes.

On or after September 1, 2019, to the close of business on the second scheduled trading day immediately preceding the maturity date, holders may
convert all or any portion of their notes regardless of the foregoing conditions.

As of April 29, 2017, the circumstances for conversion had not been triggered, and the 2020 Convertible Notes were not convertible. The if-converted
value of the 2020 Convertible Notes as of April 29, 2017, did not exceed the principal amount of the 2020 Convertible Notes.

If a “fundamental change,” as specified in the terms of the indenture governing the 2020 Convertible Notes, occurs prior to the maturity date, holders of
the notes may require the Company to repurchase the 2020 Convertible Notes at a repurchase price equal to 100% of the principal amount of the 2020
Convertible Notes repurchased, plus accrued and unpaid interest, if any, up to the repurchase date. As of April 29, 2017, a fundamental change had not
occurred and the 2020 Convertible Notes were not re-purchasable.

The consummation of the proposed Broadcom acquisition would constitute a “fundamental change” as well as a “make-whole fundamental change”
under the terms of the indenture governing the 2020 Convertible Notes. Accordingly, holders of the 2020 Convertible Notes will have the right to require the
Company to repurchase their notes upon the consummation of the proposed Broadcom acquisition. In addition, the consummation of the Broadcom
acquisition will cause the 2020 Convertible Notes to become convertible for a specified period of time following such consummation, will result in an
adjustment to the conversion rate for conversions of the 2020 Convertible Notes during a specified period of time following such consummation, and will
require that the Company settle all such conversions in cash.

Convertible Note Hedge and Warrants Related to the Convertible Senior Unsecured Notes
In connection with the issuance of the 2020 Convertible Notes, the Company entered into convertible note hedge transactions with certain financial

institutions (the “counterparties”) with respect to its common stock. Upon conversion of the 2020 Convertible Notes, the convertible note hedge transactions
give the Company the right to acquire from the counterparties, subject to anti-dilution adjustments substantially similar to those in the 2020 Convertible
Notes, initially approximately 36.1 million shares of the Company’s common stock at an initial strike price of $15.93 per share. Because a dividend in an
amount greater than $0.035 per share was declared and paid effective beginning in the third fiscal quarter of 2015, the strike price under the convertible note
hedge transactions has been adjusted to approximately $15.75 per share as of March 8, 2017. The convertible note hedge transactions are expected generally
to reduce the potential common stock dilution and/or offset potential cash payments in excess of the principal amount of converted notes upon conversion of
the notes in the event that the market price per share of the Company’s common stock, as measured under the terms of the convertible note hedge
transactions, is greater than the strike price of the convertible note hedge transactions. The convertible note hedge transactions will be terminated on the
maturity date of the 2020 Convertible Notes or earlier under certain circumstances. The $86.1 million cost of the convertible note hedge transactions has been
accounted for as an equity transaction.

Separately from the convertible note hedge transactions, the Company entered into warrant transactions with the counterparties, pursuant to which the
Company sold warrants to the counterparties to acquire, subject to customary anti-dilution adjustments, up to 36.1 million shares in the aggregate at an initial
strike price of $20.65 per share. The primary reason the Company entered into these warrant transactions was to partially offset the cost of the convertible
note hedge transactions. The warrants mature over 60 trading days, commencing on April 1, 2020, and are exercisable solely on the maturity dates. The
warrants are subject to net share settlement; however, the Company may elect to cash settle the warrants. The Company received gross proceeds of $51.2
million from the warrant transactions, which have been accounted for as an equity transaction.
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Under the terms of the warrants, the strike price and number of shares to be acquired by the holders of the warrants are adjusted if the Company pays a
regular, quarterly cash dividend in an amount greater than $0.035 per share. Accordingly, the terms of the warrants were adjusted to reflect the payment of a
cash dividend in the amount of $0.055 per share beginning in the third fiscal quarter of 2016. As of March 8, 2017, the holders of the warrants have the right
to acquire up to approximately 36.5 million shares of the Company’s common stock at a strike price of approximately $20.41 per share.

See Note 14, “Net Income (Loss) per Share,” of the Notes to Condensed Consolidated Financial Statements for further discussion of the dilutive impact
of the 2020 Convertible Notes and the convertible note hedge and warrant transactions.

The consummation of the proposed acquisition by Broadcom would result in a termination of the warrant transactions, in which case the Company
would be required to settle such transactions in cash. In addition, announcements relating to the proposed transaction may result in adjustments to the terms of
the warrant transactions to take into account the economic effect of the proposed transactions, which could result in greater amounts becoming due upon
termination or otherwise have a dilutive effect.

Senior Unsecured Notes
In January 2013, the Company issued 4.625% senior unsecured notes in the aggregate principal amount of $300.0 million due 2023 (the “2023 Notes”)

pursuant to an indenture, dated as of January 22, 2013 (the “2023 Indenture”), between the Company, certain domestic subsidiaries of the Company that have
guaranteed the Company’s obligations under the 2023 Notes, and Wells Fargo Bank, National Association, as the trustee. The guarantees of the 2023 Notes
were released upon the termination of the Senior Secured Credit Facility and discharge of the 2020 Indenture in the first fiscal quarter of 2015.

The 2023 Notes bear interest payable semiannually on January 15 and July 15 of each year. No payments were made toward the principal of the 2023
Notes during the six months ended April 29, 2017.

As of April 29, 2017, and October 29, 2016, the fair value of the 2023 Notes was approximately $306.8 million and $297.0 million, respectively, which
was estimated based on broker trading prices.

On or after January 15, 2018, the Company may redeem all or part of the 2023 Notes at the redemption prices set forth in the 2023 Indenture, plus
accrued and unpaid interest, if any, up to the redemption date. At any time prior to January 15, 2018, the Company may redeem all or a part of the 2023 Notes
at a price equal to 100% of the principal amount of the 2023 Notes, plus an applicable premium and accrued and unpaid interest, if any, up to the redemption
date.

If the Company experiences a specified change of control triggering event, it must offer to repurchase the 2023 Notes at a repurchase price equal to
101% of the principal amount of the 2023 Notes repurchased, plus accrued and unpaid interest, if any, up to the repurchase date. The consummation of the
proposed acquisition by Broadcom could result in a Change of Control Triggering Event if the acquisition is accompanied or followed within a specific period
by certain downgrades of the ratings of the 2023 Notes.

The 2023 Indenture contains covenants that, among other things, restrict the ability of the Company and its subsidiaries to:

• Incur certain liens and enter into certain sale-leaseback transactions;

• Create, assume, incur, or guarantee additional indebtedness of the Company’s subsidiaries without such subsidiaries guaranteeing the 2023 Notes
on a pari passu basis; and

• Enter into certain consolidation or merger transactions, or convey, transfer, or lease all or substantially all of the Company’s or its subsidiaries’
assets.

These covenants are subject to a number of limitations and exceptions as set forth in the 2023 Indenture. The 2023 Indenture also includes customary
events of default, including cross-defaults to other debt of the Company and its subsidiaries.
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Debt Maturities
As of April 29, 2017, the Company’s aggregate debt maturities based on outstanding principal were as follows (in thousands):

Fiscal Year  
Principal
Balances

2017 (remaining six months)  $ 40,000
2018  80,000
2019  80,000
2020  655,000
2021  460,000
Thereafter  300,000

Total  $ 1,615,000

8. Commitments and Contingencies
Product Warranties

The Company’s accrued liability for estimated future warranty costs is included in “Other accrued liabilities” in the accompanying Condensed
Consolidated Balance Sheets. The following table summarizes the activity related to the Company’s accrued liability for estimated future warranty costs
during the six months ended April 29, 2017, and April 30, 2016 (in thousands):

 Accrued Warranty

 Six Months Ended

 
April 29, 

2017  
April 30, 

2016

Beginning balance $ 8,326  $ 7,599
Liabilities accrued for warranties issued during the period 1,450  1,876
Warranty claims paid and used during the period (1,602)  (1,931)
Changes in liability for pre-existing warranties during the period 603  (115)
Ending balance $ 8,777  $ 7,429

In addition, the Company has defense and indemnification clauses contained within its various customer contracts. As such, the Company indemnifies
the parties to whom it sells its products with respect to the Company’s products, both alone and in certain circumstances when in combination with other
products and services, for infringement of any patents, trademarks, copyrights, or trade secrets, as well as against bodily injury or damage to real or tangible
personal property caused by a defective Company product. As of April 29, 2017, there have been no known events or circumstances that have resulted in a
material customer contract-related indemnification liability to the Company.

Manufacturing and Purchase Commitments
Brocade has manufacturing arrangements with its CMs under which Brocade provides product forecasts and places purchase orders in advance of the

scheduled delivery of products to Brocade’s customers. The required lead time for placing orders with the CMs depends on the specific product. Brocade
issues purchase orders, and the CMs then generate invoices based on prices and payment terms mutually agreed upon and set forth in those purchase orders.
Although the purchase orders Brocade places with its CMs are cancellable, the terms of the agreements require Brocade to purchase all inventory components
ordered per Brocade’s forecast, which are not returnable, usable by, or sold to other customers of the CMs. In addition, Brocade has an arrangement with one
of its CMs regarding factory capacity that can be used by the Company. Under this arrangement, the Company receives a credit for exceeding the planned
utilization of factory capacity and, conversely, is required to pay additional fees for underutilizing the planned capacity.

As of April 29, 2017, the Company’s aggregate commitment to its CMs for inventory components used in the manufacture of Brocade products was
$140.6 million, which the Company expects to utilize during future normal ongoing operations, net of a purchase commitments reserve of $1.7 million, which
is reported within “Other accrued liabilities” on the Company’s Condensed Consolidated Balance Sheet as of April 29, 2017. The Company’s purchase
commitments reserve reflects the Company’s estimate of purchase commitments it does not expect to utilize in normal ongoing operations.
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Income Taxes

The Company is subject to several ongoing income tax audits and has received notices of proposed adjustments or assessments from certain tax
authorities. For additional discussion, see Note 12, “Income Taxes,” of the Notes to Condensed Consolidated Financial Statements. The Company believes it
has adequate reserves for all open tax years.

Legal Proceedings

From time to time, the Company is subject to various legal proceedings and claims, including those identified below, which arise in the ordinary course
of business, including claims of alleged infringement of patents and/or other intellectual property rights and commercial and employment contract disputes.
The Company accrues a liability when management believes that it is both probable that a liability has been incurred and the amount of loss can be reasonably
estimated. The Company believes it has recorded adequate provisions for any such matters and, as of April 29, 2017, it was not reasonably possible that a
material loss had been incurred in excess of the amounts recognized in the Company’s financial statements. However, litigation is inherently uncertain, and
the outcome of these matters cannot be predicted with certainty. Accordingly, cash flows or results of operations could be materially affected in any particular
period by the resolution of one or more of these matters.

Ruckus Acquisition-Related Litigation
A putative class action captioned Hussey v. Ruckus Wireless, Inc., et al. is pending in the United States District Court for the Northern District of

California (referred to as the “Hussey action”). The original complaint in the Hussey action, filed on June 3, 2016, alleged that Ruckus, members of the
Ruckus board of directors, Ruckus’ chief financial officer, Brocade, and a Brocade subsidiary violated Section 14(e) of the Exchange Act based on allegedly
false and/or misleading statements and/or alleged omissions in the Solicitation/Recommendation Statement on Schedule 14D-9 filed by Ruckus with the SEC
on April 29, 2016, and violated Section 14(d)(7) of the Exchange Act and Rule 14d-10 promulgated thereunder based on the allegedly differential
consideration received by members of the Ruckus board of directors and Ruckus’ chief financial officer in connection with the acquisition. An amended
complaint, filed on October 24, 2016, named the same defendants as the original complaint and alleged that the defendants violated Sections 14(e), 14(d)(7),
and 20(a) of the Exchange Act and Rule 14d-10 promulgated thereunder, that the members of the Ruckus board of directors breached their fiduciary duties to
Ruckus stockholders, and that Ruckus’ chief financial officer, Brocade, and the Brocade subsidiary aided and abetted the members of the Ruckus board of
directors in breaching their fiduciary duties to Ruckus stockholders. The amended complaint sought an award of damages in an unspecified amount. On
December 8, 2016, all defendants filed a motion to dismiss the amended complaint. On February 21, 2017, the court granted the motion and dismissed the
amended complaint, with leave to amend as to all claims except the claim for violations of Section 14(d)(7) of the Exchange Act and Rule 14d-10
promulgated thereunder, which claim was dismissed without leave to amend. A second amended complaint was filed on March 27, 2017, adding Ruckus’
financial advisor as an additional defendant and alleging that certain of the defendants violated Sections 14(e) and 20(a) of the Exchange Act, that the
members of the Ruckus board of directors and Ruckus’ chief financial officer breached their fiduciary duties to Ruckus stockholders, and that Brocade and
the Brocade subsidiary aided and abetted the individual defendants in breaching their fiduciary duties to Ruckus stockholders by purportedly doing one or
more of the following: agreeing to terms preferential to the defendants and other Ruckus insiders; accepting overly restrictive deal protection measures in the
merger agreement; failing to negotiate for a collar on Brocade’s stock price; providing allegedly false, misleading, and/or incomplete disclosures regarding
conflicts of interest and the opinion of Ruckus’ financial advisors; and ultimately agreeing to unfair transaction consideration for the Ruckus shares. The
second amended complaint seeks an award of damages in an unspecified amount. On April 27, 2017, all defendants filed a motion to dismiss the second
amended complaint.

Ruckus Acquisition-Related Appraisal Demand
On May 25, 2016, Ruckus received an appraisal demand letter seeking an appraisal under Section 262 of the Delaware General Corporation Law

(“Section 262”) of the fair value of 3.2 million Ruckus shares purported to be beneficially owned by Verition Multi-Strategy Master Fund Ltd. (the
“Dissenter”) that purportedly dissented from the merger of Ruckus with and into a wholly owned subsidiary of the Company. Under Section 262, the
Dissenter is entitled to have those shares appraised by the Delaware Court of Chancery and receive payment of the “fair value” of such shares together with
statutory interest as determined by the Delaware Court of Chancery, provided that Dissenter complies with the requirements of Section 262. The Dissenter
filed a petition for appraisal in the Delaware Court of Chancery on September 22, 2016, captioned Verition Multi-Strategy Master Fund Ltd. v. Ruckus
Wireless, Inc. A bench trial is scheduled to begin on April 3, 2018. The dollar amount that the Company may be required to pay to the Dissenter will be
determined by the Delaware Court of Chancery and may be more than, less than, or equal to $6.45 in cash and 0.75 shares of Brocade common stock with
respect to each of the 3.2 million shares.
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Broadcom Acquisition-Related Litigation
Subsequent to the announcement that Brocade had agreed to be acquired by Broadcom, six purported class action complaints have been filed on behalf

of Brocade’s stockholders against Brocade and members of its board of directors in the United States District Court for the Northern District of California.
Three of the six complaints also name Broadcom Limited, Broadcom Corporation, and/or Bobcat Merger Sub, Inc. as defendants. The six complaints are
captioned as follows: Steinberg v. Brocade Communications Systems, Inc., et al. (filed December 12, 2016) (the “Steinberg action”); Gross v. Brocade
Communications Systems, Inc., et al. (filed December 15, 2016); Bragan v. Brocade Communications Systems, Inc., et al. (filed December 21, 2016); Jha v.
Brocade Communications Systems, Inc., et al. (filed December 21, 2016) (the “Jha action”); Chuakay v. Brocade Communications Systems, Inc., et al. (filed
January 5, 2017) (the “Chuakay action”); and Matthew v. Brocade Communications Systems, Inc., et al. (filed January 18, 2017) (collectively, the “Broadcom
Acquisition-Related Litigation”). The complaints each allege violations of Sections 14(a) and 20(a) of the Exchange Act and SEC Rule 14a-9 arising out of
the Company’s preliminary proxy statement filed with the SEC on December 6, 2016 (the “preliminary proxy statement”) and/or the Company’s definitive
proxy statement filed with the SEC on December 20, 2016 (the “definitive proxy statement”) relating to Broadcom’s proposed acquisition of
Brocade. Specifically, the plaintiffs allege that the preliminary proxy statement and/or the definitive proxy statement omits material information regarding the
background of the transaction, the Company’s financial projections, the Company’s intrinsic value and prospects, the valuation analyses performed by
Evercore Group L.L.C. (“Evercore”), the Company’s financial advisor in connection with the transaction, and alleged conflicts of interest faced by
Evercore. The plaintiffs in each action seek to enjoin the defendants from consummating the transaction, or, if the transaction is consummated, the plaintiffs
alternatively seek rescission and/or damages. The plaintiffs also seek costs and fees.

On January 11, 2017, the plaintiff in the Jha action filed a motion (the “Injunction Motion”) seeking to preliminarily enjoin the special meeting of
Brocade stockholders scheduled for January 26, 2017, at which time Brocade stockholders were to vote on the transaction. The plaintiffs in the Steinberg
action and the Chuakay action subsequently joined the Injunction Motion. To mitigate the risk of the Broadcom Acquisition-Related Litigation delaying or
adversely affecting the transaction, and to minimize the expense of defending the Broadcom Acquisition-Related Litigation, and without admitting any
liability or wrongdoing, on January 18, 2017, the Company made certain disclosures that supplemented and revised those contained in the definitive proxy
statement. The plaintiffs in the Jha action, the Steinberg action, and the Chuakay action subsequently withdrew the Injunction Motion.

On April 13, 2017, the court consolidated the six actions and named a lead plaintiff.

9. Derivative Instruments and Hedging Activities
In the normal course of business, the Company is exposed to fluctuations in interest rates and the exchange rates associated with foreign currencies. The

Company’s primary objective for holding derivative financial instruments is to manage foreign currency exchange rate risk. The Company currently does not
manage its exposure to credit risk by entering into derivative instruments. However, the Company manages its exposure to credit risk through its investment
policies. As part of these investment policies, the Company generally enters into transactions with high-credit quality counterparties and, by policy, limits the
amount of credit exposure to any one counterparty based on its analysis of that counterparty’s relative credit standing.

The amounts subject to credit risk related to derivative instruments are generally limited to the amounts, if any, by which a counterparty’s obligations
exceed the Company’s obligations with that counterparty.

Foreign Currency Exchange Rate Risk
A majority of the Company’s revenue, expense, and capital purchasing activities are transacted in U.S. dollars. However, the Company is exposed to

foreign currency exchange rate risk inherent in conducting business globally in numerous currencies. The Company is primarily exposed to foreign currency
fluctuations related to operating expenses denominated in currencies other than the U.S. dollar, of which the most significant to its operations for the six
months ended April 29, 2017, were the British pound, the Indian rupee, the euro, the Chinese yuan, the Singapore dollar, the Swiss franc, the Japanese yen,
and the Australian dollar. The Company has established a foreign currency risk management program to protect against the volatility of future cash flows
caused by changes in foreign currency exchange rates. This program reduces, but does not eliminate, the impact of foreign currency exchange rate
movements.
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The Company utilizes a rolling hedge strategy for the majority of its foreign currency derivative instruments to hedge exposures to the variability in the
U.S. dollar equivalent of anticipated non-U.S.-dollar-denominated cash flows. All of the Company’s foreign currency forward contracts are single delivery,
which are settled at maturity involving one cash payment. The Company’s foreign currency risk management program includes foreign currency derivatives
with a cash flow hedge accounting designation that utilizes foreign currency forward and option contracts to hedge exposures to the variability in the U.S.
dollar equivalent of anticipated non-U.S.-dollar-denominated cash flows. These instruments generally have a maturity of less than 15 months. For these
derivatives, the Company initially reports the after-tax gain or loss from the effective portion of the hedge as a component of accumulated other
comprehensive loss in stockholders’ equity and reclassifies it into earnings in the same period in which the hedged transaction affects earnings. The tax effect
allocated to cash flow hedge-related components of other comprehensive income was not significant for the three and six months ended April 29, 2017, and
April 30, 2016.

Ineffective cash flow hedges are included in the Company’s net income (loss) as part of “Interest and other income, net.” The amount recorded on
ineffective cash flow hedges was not significant for the three and six months ended April 29, 2017, and April 30, 2016.

Net losses relating to the effective portion of foreign currency derivatives, which are offset by net gains on the underlying exposures, are recorded in the
Company’s Condensed Consolidated Statements of Operations as follows (in thousands):

 Three Months Ended  Six Months Ended

 April 29, 2017  April 30, 2016  April 29, 2017  April 30, 2016

Cost of revenues $ (48)  $ (66)  $ (75)  $ (160)
Research and development (33)  (427)  (68)  (626)
Sales and marketing (182)  (270)  (314)  (644)
General and administrative (17)  (17)  (30)  (44)

Total $ (280)  $ (780)  $ (487)  $ (1,474)

Alternatively, the Company may choose not to hedge the foreign currency risk associated with its foreign currency exposures if the Company believes
such exposure acts as a natural foreign currency hedge for other offsetting amounts denominated in the same currency or if the currency is difficult or too
expensive to hedge.

As a result of foreign currency fluctuations, the net foreign currency exchange gains and losses recorded as part of “Interest and other income, net” were
losses of $0.2 million and $1.7 million for the three and six months ended April 29, 2017, respectively, and losses of $0.3 million and $0.6 million for the
three and six months ended April 30, 2016, respectively.

As of April 29, 2017, the Company had gross unrealized loss positions of $0.3 million and gross unrealized gain positions of $0.6 million included in
“Other accrued liabilities” and “Prepaid expenses and other current assets,” respectively.

Volume of Derivative Activity
All derivatives are designated as hedging instruments as of April 29, 2017, and October 29, 2016. Total gross notional amounts, presented by currency,

are as follows (in thousands):

  
Derivatives Designated
as Hedging Instruments

In U.S. dollars  April 29, 2017  October 29, 2016

British pound  $ 21,456  $ 42,783
Indian rupee  16,105  32,275
Euro  14,394  34,070
Chinese yuan  9,134  19,805
Singapore dollar  6,858  15,057
Swiss franc  6,407  14,426
Japanese yen  4,318  9,944
Australian dollar  3,716  7,876

Total  $ 82,388  $ 176,236
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10. Stock-Based Compensation
Stock-based compensation expense, net of estimated forfeitures, is included in the following line items of the Company’s Condensed Consolidated

Statements of Operations as follows (in thousands):

 Three Months Ended  Six Months Ended

 April 29, 2017  April 30, 2016  April 29, 2017  April 30, 2016

Cost of revenues $ 3,234  $ 3,531  $ 8,884  $ 6,436
Research and development 6,631  5,123  18,705  10,599
Sales and marketing 9,779  11,052  26,594  22,130
General and administrative 6,645  5,083  17,620  9,668

Total stock-based compensation expense $ 26,289  $ 24,789  $ 71,803  $ 48,833

The following table presents stock-based compensation expense, net of estimated forfeitures, by grant type (in thousands):

 Three Months Ended  Six Months Ended

 April 29, 2017  April 30, 2016  April 29, 2017  April 30, 2016

Stock options $ 641  $ 708  $ 1,296  $ 1,437
RSUs, including restricted stock units with market conditions 25,648  20,589  52,985  40,382
Employee stock purchase plan (“ESPP”) (1) —  3,492  17,522  7,014

Total stock-based compensation expense $ 26,289  $ 24,789  $ 71,803  $ 48,833
(1) The ESPP stock-based compensation expense recognized in the six months ended April 29, 2017, includes the acceleration of all of the unamortized

expense in the first quarter of fiscal year 2017 due to the suspension of the Company’s ESPP without concurrent replacement awards as required under
the terms of the merger agreement with Broadcom.

The following table presents the unrecognized compensation expense, net of estimated forfeitures, by grant type and the related weighted-average
periods over which this expense is expected to be recognized as of April 29, 2017 (in thousands, except for the weighted-average period):

 
Unrecognized
Compensation

Expense  
Weighted-

Average Period
(In years)

Stock options $ 639  0.58
RSUs, including restricted stock units with market conditions $ 125,342  1.78

The following table presents details on grants made by the Company for the following periods:

 Six Months Ended

 April 29, 2017  April 30, 2016

 
Granted

(Shares in
thousands)  

Weighted-Average
Grant Date
Fair Value  

Granted
(Shares in
thousands)  

Weighted-Average
Grant Date
Fair Value

RSUs, including stock units with market conditions 4,046  $ 9.31  4,181  $ 8.13

The total intrinsic value of stock options exercised for the six months ended April 29, 2017, and April 30, 2016, was $15.0 million and $1.1 million,
respectively.
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11. Stockholders’ Equity
Dividends

During the six months ended April 29, 2017, the Company’s Board of Directors declared the following dividends (in thousands, except per share
amounts):

Declaration Date  Dividend per Share  Record Date  Total Amount Paid  Payment Date

November 20, 2016  $ 0.055  December 12, 2016  $ 22,346  January 4, 2017
February 22, 2017  $ 0.055  March 10, 2017  $ 22,434  April 4, 2017

Future dividends are subject to review and approval on a quarterly basis by the Company’s Board of Directors or a committee thereof, and are limited
under the terms of the Merger Agreement (as defined in Note 1, “Basis of Presentation,” of the Notes to Condensed Consolidated Financial Statements).

Convertible Note Hedge and Warrants Related to the Convertible Senior Unsecured Notes
In connection with the issuance of the 2020 Convertible Notes, the Company entered into convertible note hedge and warrant transactions with certain

financial institutions with respect to its common stock. See Note 7, “Borrowings,” of the Notes to Condensed Consolidated Financial Statements for further
discussion.
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Accumulated Other Comprehensive Loss
The components of other comprehensive income and related tax effects for the three months ended April 29, 2017, and April 30, 2016, are as follows

(in thousands):

 Three Months Ended

 April 29, 2017  April 30, 2016

 
Before-Tax

Amount  
Tax (Expense)

Benefit  
Net-of-Tax

Amount  
Before-Tax

Amount  
Tax (Expense)

Benefit  
Net-of-Tax

Amount

Unrealized gains (losses) on cash flow hedges:            
Change in unrealized gains and losses, foreign exchange
contracts $ 675  $ (99)  $ 576  $ 2,254  $ (290)  $ 1,964
Net gains and losses reclassified into earnings, foreign
exchange contracts (1) 280  (29)  251  780  (56)  724
Net unrealized gains (losses) on cash flow hedges 955  (128)  827  3,034  (346)  2,688

Foreign currency translation adjustments 2,023  —  2,023  2,070  —  2,070

Total other comprehensive income $ 2,978  $ (128)  $ 2,850  $ 5,104  $ (346)  $ 4,758

The components of other comprehensive income and related tax effects for the six months ended April 29, 2017, and April 30, 2016, are as follows (in
thousands):

 Six Months Ended

 April 29, 2017  April 30, 2016

 
Before-Tax

Amount  
Tax (Expense)

Benefit  
Net-of-Tax

Amount  
Before-Tax

Amount  
Tax (Expense)

Benefit  
Net-of-Tax

Amount

Unrealized gains (losses) on cash flow hedges:            
Change in unrealized gains and losses, foreign exchange
contracts $ 132  $ 35  $ 167  $ (342)  $ 6  $ (336)
Net gains and losses reclassified into earnings, foreign
exchange contracts (1) 487  (51)  436  1,474  (124)  1,350
Net unrealized gains (losses) on cash flow hedges 619  (16)  603  1,132  (118)  1,014

Foreign currency translation adjustments 663  —  663  (133)  —  (133)

Total other comprehensive income $ 1,282  $ (16)  $ 1,266  $ 999  $ (118)  $ 881

(1) For classification of amounts reclassified from accumulated other comprehensive loss into earnings as reported on the Company’s Condensed
Consolidated Statements of Operations, see Note 9, “Derivative Instruments and Hedging Activities,” of the Notes to Condensed Consolidated Financial
Statements.

The changes in accumulated other comprehensive loss by component, net of tax, for the six months ended April 29, 2017, and April 30, 2016, are as
follows (in thousands):

 Six Months Ended

 April 29, 2017  April 30, 2016

 
Losses on
Cash Flow

Hedges

Foreign
Currency

Translation
Adjustments

Total Accumulated
Other

Comprehensive Loss

Losses on
Cash Flow

Hedges

Foreign
Currency

Translation
Adjustments

Total Accumulated
Other

Comprehensive Loss

Beginning balance $ (871)  $ (26,542)  $ (27,413)  $ (1,539)  $ (23,463)  $ (25,002)
Change in unrealized gains and losses 167  663  830  (336)  (133)  (469)
Net gains and losses reclassified into earnings 436  —  436  1,350  —  1,350

Net current-period other comprehensive income 603  663  1,266  1,014  (133)  881

Ending balance $ (268)  $ (25,879)  $ (26,147)  $ (525)  $ (23,596)  $ (24,121)
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12. Income Taxes
In general, the Company’s provision for income taxes differs from the tax computed at the U.S. federal statutory tax rate due to state taxes, non-U.S.

operations being taxed at rates lower than the U.S. federal statutory tax rate, non-deductible stock-based compensation expense, tax credits, and adjustments
to unrecognized tax benefits. The non-U.S. operations primarily relate to its European, Asia Pacific, and Japanese subsidiaries.

The Company recorded an income tax benefit for the three and six months ended April 29, 2017, compared to an income tax expense for the three and
six months ended April 30, 2016, primarily due to an operating loss before tax for the three months ended April 29, 2017, and an operating loss before tax and
a net discrete benefit from reserve releases as a result of reaching settlement on certain transfer pricing issues with the Geneva Tax Administration (“GTA”)
during the six months ended April 29, 2017.

The effective tax rate for the three months ended April 29, 2017, was higher than the U.S. federal statutory tax rate of 35% primarily due to an income
tax benefit on the small operating loss before tax.

The effective tax rate for the six months ended April 29, 2017, was higher than the U.S. federal statutory tax rate of 35% primarily due to an income tax
benefit on the small operating loss before tax, and a net discrete benefit as a result of reaching settlement with the GTA.

The Company’s total gross unrecognized tax benefits, excluding interest and penalties, were $193.9 million as of April 29, 2017. If the total gross
unrecognized tax benefits as of April 29, 2017, were recognized in the future, approximately $143.8 million would decrease the Company’s tax expense.

The IRS and other tax authorities regularly examine the Company’s income tax returns. In December 2016, the Company reached an agreement with the
GTA for fiscal years through 2015, with the exception of fiscal year 2014. The timing of tax examinations, as well as the amounts and timing of related
settlements, if any, are highly uncertain. Before the end of fiscal year 2017, it is reasonably possible that either certain audits will conclude or the statutes of
limitations relating to certain tax examination periods will expire, or both. After the Company reaches settlement with the tax authorities, the Company
expects to record a corresponding adjustment to its unrecognized tax benefits. Taking into consideration the inherent uncertainty as to settlement terms, the
timing of payments, and the impact of such settlements on the uncertainty in income taxes, the Company estimates the range of potential decreases in
underlying uncertainty in income tax is between $0 and $2 million in the next 12 months.

13. Segment Information
Operating segments are defined as components of an enterprise for which separate financial information is available that is evaluated regularly by the

Chief Operating Decision Maker (“CODM”), or decision-making group, in deciding how to allocate resources and in assessing performance. Financial
decisions and the allocation of resources are based on the information from the Company’s internal management reporting system. Currently, the Company’s
CODM is its Chief Executive Officer.

Brocade is organized into three operating segments, each of which is an individually reportable segment: SAN Products, IP Networking Products, and
Global Services. These reportable segments are organized principally by product category.

At this time, the Company does not track its operating expenses by operating segments because management does not consider this information in its
measurement of the performance of the operating segments. The Company also does not track all of its assets by operating segments. The majority of the
Company’s assets as of April 29, 2017, were attributable to its U.S. operations.
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Summarized financial information by reportable segment for the three and six months ended April 29, 2017, and April 30, 2016, based on the internal
management reporting system, is as follows (in thousands):

 SAN Products  IP Networking Products  Global Services  Total

Three months ended April 29, 2017        
Net revenues $ 281,656  $ 173,451  $ 97,646  $ 552,753
Cost of revenues 69,217  95,521  45,255  209,993

Gross margin $ 212,439  $ 77,930  $ 52,391  $ 342,760

Three months ended April 30, 2016        
Net revenues $ 296,627  $ 131,566  $ 95,113  $ 523,306
Cost of revenues 71,972  60,236  40,787  172,995

Gross margin $ 224,655  $ 71,330  $ 54,326  $ 350,311

Six months ended April 29, 2017        
Net revenues $ 588,529  $ 347,195  $ 198,492  $ 1,134,216
Cost of revenues 144,947  186,446  92,940  424,333

Gross margin $ 443,582  $ 160,749  $ 105,552  $ 709,883

Six months ended April 30, 2016        
Net revenues $ 643,685  $ 265,675  $ 188,230  $ 1,097,590
Cost of revenues 153,176  123,129  82,159  358,464

Gross margin $ 490,509  $ 142,546  $ 106,071  $ 739,126

14. Net Income (Loss) per Share
The following table presents the calculation of basic and diluted net income (loss) per share (in thousands, except per share amounts):

 Three Months Ended  Six Months Ended

 
April 29, 

2017  
April 30, 

2016  
April 29, 

2017  
April 30, 

2016

Basic net income (loss) per share        
Net income (loss) attributable to Brocade $ (10,967)  $ 43,085  $ (16,648)  $ 136,731
Weighted-average shares used in computing basic net income (loss) per share 408,589  400,554  406,792  404,228
Basic net income (loss) per share—attributable to Brocade stockholders $ (0.03)  $ 0.11  $ (0.04)  $ 0.34

Diluted net income (loss) per share        
Net income (loss) attributable to Brocade $ (10,967)  $ 43,085  $ (16,648)  $ 136,731
Weighted-average shares used in computing basic net income (loss) per share 408,589  400,554  406,792  404,228
Dilutive potential common shares in the form of stock options —  1,428  —  1,380
Dilutive potential common shares in the form of other share-based awards —  6,766  —  6,309
Weighted-average shares used in computing diluted net income (loss) per share 408,589  408,748  406,792  411,917
Diluted net income (loss) per share—attributable to Brocade stockholders $ (0.03)  $ 0.11  $ (0.04)  $ 0.33

Antidilutive potential common shares in the form of: (1)        
Warrants issued in conjunction with the 2020 Convertible Notes (2) 36,516  36,240  36,486  36,220
Stock options 1,536  1,374  1,740  1,624
Other share-based awards 9,525  316  9,241  650

(1) These amounts are excluded from the computation of diluted net income (loss) per share.
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(2) In connection with the issuance of the 2020 Convertible Notes, the Company entered into convertible note hedge and warrant transactions as described
in Note 7, “Borrowings.” The 2020 Convertible Notes have no impact on diluted earnings per share until the average quarterly price of the Company’s
common stock exceeds the adjusted conversion price of $15.75 per share. If the common stock price exceeds this adjusted conversion price, then
immediately, prior to conversion, the Company will calculate the effect of the additional shares that may be issued using the treasury stock method. If
the average price of the Company’s common stock exceeds $20.41 per share for a quarterly period, the Company’s weighted-average shares used in
computing diluted net income (loss) per share will be impacted by the effect of the additional potential shares that may be issued related to the warrants
using the treasury stock method. The convertible note hedge is not considered for purposes of the diluted earnings per share calculation, as its effect
would be antidilutive.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis should be read in conjunction with the Company’s Condensed Consolidated Financial Statements and the notes

thereto included in Item 1 of this Quarterly Report on Form 10-Q and with Management’s Discussion and Analysis of Financial Condition and Results of
Operations contained in our Annual Report filed on Form 10-K with the Securities and Exchange Commission (“SEC”) on December 16, 2016. This section
and other parts of this Quarterly Report on Form 10-Q contain forward-looking statements that involve risks and uncertainties. Forward-looking statements
can also be identified by words such as “expects,” “anticipates,” “assumes,” “targets,” “projects,” “intends,” “plans,” “believes,” “seeks,” “estimates,”
“continues,” “may,” “should,” “could,” “depend,” “will,” “contemplate,” “predict,” “potential,” and variations of such words and similar expressions.
Forward-looking statements are not guarantees of future performance and our actual results may differ significantly from the results discussed in the
forward-looking statements. Factors that might cause such differences include, but are not limited to, those discussed in the subsection entitled “Risk
Factors” below.

Overview
We are a leading supplier of networking hardware, software, and services for businesses and organizations of various types and sizes. Our end customers

include global enterprises and other organizations that use our products and services as part of their communications infrastructure. In addition, service
providers, such as telecommunication firms, cable operators, and mobile carriers, use our products and services as part of their commercial operations. Our
business is focused on two key markets. One is Storage Area Networking (“SAN”), where we offer our SAN products, including modular directors, fixed-
configuration and embedded switches, and network management and monitoring capabilities. The second is Internet Protocol (“IP”) Networking, where we
offer IP routers, Ethernet switches, wireless access points and controllers, as well as network security, analytics, and monitoring. Our IP Networking products
are available in modular and fixed hardware-based form factors and can be deployed in both traditional network and next-generation fabric designs. Our IP
Networking products also include a range of virtualized network software offerings. We provide product-related customer support and services across all our
businesses.

Key customer information technology (“IT”) initiatives, such as virtualization, enterprise mobility, data center consolidation, cloud computing, and
migration to higher performance technologies, such as solid-state storage, continue to rely on our mission-critical SAN-based solutions. We are known as a
storage networking innovator and have a leading SAN market share position. Our SAN business strategy is to continue to expand and diversify our partner
base and introduce new, innovative solutions for both our large installed base and potential new customers. For example, in fiscal year 2016, we launched our
Gen 6 Fibre Channel SAN platform. This next generation of switches and directors delivers superior performance and scalability designed to support
demanding workloads from mission-critical applications. In addition, we continue to add new SAN partners, expand relationships with existing partners, and
introduce new products, such as the Brocade Analytics Monitoring Platform, which we introduced in the fourth quarter of fiscal year 2015. This platform
provides customers the ability to improve operational performance, stability, and security within their storage environments.

Our IP Networking business strategies are designed to support IP networking initiatives and intended to increase new customer accounts and expand our
current market share through product innovations, acquisitions, and the development and expansion of our routes to market. Examples include the
development of both IP and Ethernet fabric switches, next-generation routers, virtualized software networking products, and the acquisition of Ruckus
Wireless, Inc. (“Ruckus”), which was completed on May 27, 2016.
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The success of our IP Networking business, in particular, will depend on customers recognizing the benefits of upgrading their data center networks to
fabric-based networking architectures, upgrading their wireline and wireless infrastructure at the network edge, and adopting our virtualized software-based
networking solutions as part of the overall digital transformation happening in the marketplace. We plan to continue to support our growth strategy with
continuous innovation, leveraging the strategic investments we have made in our core businesses, introducing new products, and enhancing our existing
partnerships and forming new partnerships through our various distribution channels.

We continuously evaluate the products and initiatives where we choose to allocate capital. As a result of such evaluations, in the third quarter of fiscal
year 2017, we committed to a plan and signed purchase agreements to divest certain portions of our IP Networking business through the sale of our virtual
router (“vRouter”) product family and our software-based virtual application delivery controller (“vADC”) solutions. The purchase agreements are subject to
certain closing conditions and are expected to be completed within the third quarter of fiscal year 2017. We do not expect that these divestitures will have a
material impact on our financial condition or results of operations.

We continue to face multiple challenges as customers consider moving specific workloads to the cloud, evaluate hyper-converged architectures, and
assess new architectures based on software, servers, and a mix of proprietary- and commodity-networking hardware. We also continue to be affected by
worldwide macroeconomic conditions and face the possibility that these conditions could deteriorate and create a more cautious capital spending environment
in the IT sector. In addition, United States (“U.S.”) federal customers are important to our business, and spending by the U.S. government can be variable and
difficult to predict. We are also cautious about the stability and health of certain international markets and current global and country-specific dynamics, such
as the drop in the value of the euro and the Chinese yuan versus the U.S. dollar, slowing economic growth in China, Russia-related geopolitical uncertainty,
and the planned withdrawal of the United Kingdom from the European Union. These factors may impact our business and those of our partners. Our
diversified portfolio of products helps mitigate the effect of some of these challenges, and we expect IT spending levels to generally rise in the long term.
However, it is difficult for us to offset the effects of short-term reductions in IT spending.

We expect our SAN and IP Networking revenues to fluctuate depending on the demand for our existing and future products and services, and the quality
of the sales support for our products and services from our distribution and reseller partners, as well as the timing of product and business transitions by our
original equipment manufacturer (“OEM”) partners. The average selling prices per port for our SAN and IP Networking products have typically declined over
time, unless impacted favorably by a new product introduction or product mix, and we expect this dynamic to continue.

Our plans for our operating cash flows are to provide liquidity for operations, capital investment, and other strategic initiatives, and to return capital to
stockholders. In the second quarter of fiscal year 2017, our Board of Directors declared and paid a quarterly cash dividend of $0.055 per share of our common
stock for a total of $22.4 million. In addition, on May 24, 2017, our Board of Directors declared a quarterly cash dividend of $0.055 per share of our common
stock to be paid on July 5, 2017, to stockholders of record as of the close of market on June 12, 2017. Future dividend payments are subject to review and
approval on a quarterly basis by our Board of Directors and are limited under the terms of the Merger Agreement (as defined below).

Pending Acquisition by Broadcom Limited

On November 2, 2016, we entered into a merger agreement (the “Merger Agreement”) with Broadcom Limited (“Broadcom”) under which Broadcom
agreed to acquire us. Upon closing of the merger, our stockholders will receive $12.75 in cash, without interest, less any required tax withholding, for each
share of our common stock. Our stockholders adopted the Merger Agreement and approved certain related matters at a special meeting of stockholders held
on January 26, 2017. Consummation of the merger remains subject to certain other customary closing conditions, including the receipt of certain
governmental and regulatory approvals in various jurisdictions. The transaction is not subject to a financing condition.

Assuming timely satisfaction or waiver of the necessary closing conditions, we anticipate that the merger will be completed on or about July 31, 2017.
For additional information related to the merger, please refer to the Merger Agreement, which is incorporated herein by reference as Exhibit 2.1 to this Form
10-Q. In addition, on February 22, 2017, Broadcom announced that it had entered into an agreement with ARRIS International plc (“ARRIS”) to divest our
wireless and campus business to ARRIS, and on March 29, 2017, Broadcom announced that it had entered into an agreement with Extreme Networks, Inc.
(“Extreme Networks”) to divest our data center, switching, routing, and analytics business to Extreme Networks, in each case, contingent on and following
Broadcom’s acquisition of Brocade. See Part II, Item 1A. Risk Factors of this Form 10-Q, which is incorporated herein by reference, for a discussion of
certain risks due to the announcement and pendency of the proposed acquisition and planned divestitures or the failure of the acquisition to be completed that
have had and could continue to have a material adverse effect on our business and operating results. These risks include, but are not limited to, the diversion
of management and employee attention, employee attrition, adverse reactions or changes to our business relationships with customers, partners, and suppliers,
and uncertainty surrounding our future plans and prospects.

32



Table of Contents

Overview of Financial Results
The following table provides an overview of some of our financial results (in thousands, except percentages):

 Three Months Ended  Six Months Ended

 
April 29, 

2017  
April 30, 

2016  
April 29, 

2017  
April 30, 

2016

Total net revenues $ 552,753  $ 523,306  $ 1,134,216  $ 1,097,590
Gross margin $ 342,760  $ 350,311  $ 709,883  $ 739,126
Gross margin, as a percentage of total net revenues 62.0 %  66.9%  62.6 %  67.3%
Income (loss) from operations $ (5,934)  $ 82,665  $ (1,643)  $ 203,631
Operating income (loss), as a percentage of total net revenues (1.1)%  15.8%  (0.1)%  18.6%
Net income (loss) attributable to Brocade Communications Systems,
Inc. $ (10,967)  $ 43,085  $ (16,648)  $ 136,731

Results of Operations
Our results of operations for the three and six months ended April 29, 2017, and April 30, 2016, are reported in this discussion and analysis as a

percentage of total net revenues, except for gross margin for each reportable segment, which is indicated as a percentage of the respective reportable segment
net revenues.

Revenues. Our revenues are derived primarily from sales of our SAN and IP Networking products and support and services related to these products,
which we call Global Services.

Our total net revenues are summarized as follows (in thousands, except percentages):

 Three Months Ended     
 April 29, 2017  April 30, 2016     

 Net Revenues  
% of Net
Revenues  Net Revenues  

% of Net
Revenues  Increase/(Decrease)  

%
Change

SAN Products $ 281,656  51.0%  $ 296,627  56.7%  $ (14,971)  (5.0)%
IP Networking Products 173,451  31.4%  131,566  25.1%  41,885  31.8 %
Global Services 97,646  17.6%  95,113  18.2%  2,533  2.7 %

Total net revenues $ 552,753  100.0%  $ 523,306  100.0%  $ 29,447  5.6 %

 Six Months Ended     
 April 29, 2017  April 30, 2016     

 Net Revenues  
% of Net
Revenues  Net Revenues  

% of Net
Revenues  Increase/(Decrease)  

%
Change

SAN Products $ 588,529  51.9%  $ 643,685  58.6%  $ (55,156)  (8.6)%
IP Networking Products 347,195  30.6%  265,675  24.2%  81,520  30.7 %
Global Services 198,492  17.5%  188,230  17.2%  10,262  5.5 %

Total net revenues $ 1,134,216  100.0%  $ 1,097,590  100.0%  $ 36,626  3.3 %

The increase in total net revenues for the three months ended April 29, 2017, compared with the three months ended April 30, 2016, reflects higher sales
for our IP Networking products and Global Services offerings, partially offset by lower sales for our SAN products, as further described below.

• The decrease in SAN product revenues was caused by lower revenues across our SAN product portfolio, primarily due to competition from
alternative storage networking technologies and architectures, and customer uncertainty surrounding our pending acquisition by Broadcom.
Consequently, the number of ports shipped decreased by 6.8% during the three months ended April 29, 2017, the effect of which was partially offset
by a 1.9% increase in the average selling price per port during the same period related to a favorable product mix;

• The increase in IP Networking product revenues primarily reflects $70.6 million in additional revenue from our wireless products due to the
acquisition of Ruckus, partially offset by lower wired switch and router revenue, due in part to Broadcom’s planned divestiture of our IP Networking
business; and
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• The increase in Global Services revenues was primarily due to growth in support revenue from our wireless products from our acquisition of Ruckus.

The increase in total net revenues for the six months ended April 29, 2017, compared with the six months ended April 30, 2016, reflects higher sales for
our IP Networking products and Global Services offerings, partially offset by lower sales for our SAN products, as further described below.

• The decrease in SAN product revenues was caused by lower revenues across our SAN product portfolio, primarily due to competition from
alternative storage networking technologies and architectures, and customer uncertainty surrounding our pending acquisition by Broadcom.
Consequently, the number of ports shipped decreased by 9.4% during the six months ended April 29, 2017, the effect of which was partially offset by
a 0.9% increase in the average selling price per port during the same period related to a favorable product mix;

• The increase in IP Networking product revenues primarily reflects $142.8 million in additional revenue from our wireless products due to the
acquisition of Ruckus, partially offset by lower wired switch and router revenue, due in part to Broadcom’s planned divestiture of our IP Networking
business; and

• The increase in Global Services revenues was primarily due to growth in support revenue from our wireless products from our acquisition of Ruckus.

Our total net revenues by geographic area are summarized as follows (in thousands, except percentages):

 Three Months Ended     
 April 29, 2017  April 30, 2016     

 Net Revenues  
% of Net
Revenues  Net Revenues  

% of Net
Revenues  Increase/(Decrease)  

%
Change

U.S. $ 274,646  49.7%  $ 275,250  52.6%  $ (604)  (0.2)%
Europe, the Middle East and Africa (1) 170,458  30.8%  150,059  28.7%  20,399  13.6 %
Asia Pacific 77,159  14.0%  64,433  12.3%  12,726  19.8 %
Japan 20,632  3.7%  25,646  4.9%  (5,014)  (19.6)%
Canada, Central and South America 9,858  1.8%  7,918  1.5%  1,940  24.5 %

Total net revenues $ 552,753  100.0%  $ 523,306  100.0%  $ 29,447  5.6 %

(1) Includes net revenues of $70.7 million and $97.3 million for the three months ended April 29, 2017, and the three months ended April 30, 2016,
respectively, relating to the Netherlands.

Six Months Ended

 April 29, 2017  April 30, 2016     

Net Revenues
% of Net
Revenues Net Revenues

% of Net
Revenues Increase/(Decrease)

%
Change

U.S. $ 546,966 48.2% $ 591,601 53.9% $ (44,635) (7.5)%
Europe, the Middle East and Africa (1) 367,016 32.4% 303,114 27.6% 63,902 21.1 %
Asia Pacific 160,088 14.1% 131,011 11.9% 29,077 22.2 %
Japan 39,702 3.5% 50,231 4.6% (10,529) (21.0)%
Canada, Central and South America 20,444 1.8% 21,633 2.0% (1,189) (5.5)%

Total net revenues $ 1,134,216 100.0% $ 1,097,590 100.0% $ 36,626 3.3 %

(1) Includes net revenues of $177.2 million and $201.5 million for the six months ended April 29, 2017, and the six months ended April 30, 2016,
respectively, relating to the Netherlands.

Revenues are generally attributed to geographic areas based on where our products are shipped. However, certain OEM partners take possession of our
products domestically and then distribute these products to their international customers. We cannot be certain of the extent to which our domestic and
international revenue mix is impacted by the logistics practices of our OEM partners. Unless we receive discrete shipment information from our OEM
partners, we account for all domestically delivered OEM shipments as domestic revenue. Therefore, international revenues may comprise a larger percentage
of our total net revenues than the attributed revenues above indicate.
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International revenues for the three months ended April 29, 2017, increased to 50.3% as a percentage of total net revenues compared with 47.4% for the
three months ended April 30, 2016, primarily due to a shift in the mix of OEM customer delivery locations for our SAN products. International revenues for
the six months ended April 29, 2017, increased to 51.8% as a percentage of total net revenues compared with 46.1% for the six months ended April 30, 2016,
also primarily due to a shift in the mix of OEM customer delivery locations for our SAN products.

A significant portion of our revenues is concentrated among a relatively small number of OEM customers. For the three months ended April 29, 2017,
two customers individually accounted for 16% and 11% of our total net revenues for a combined total of 27% of total net revenues. For the three months
ended April 30, 2016, two customers individually accounted for 19% and 11% of our total net revenues for a combined total of 30% of total net revenues. For
the six months ended April 29, 2017, one customer individually accounted for 17% of our total net revenues. For the six months ended April 30, 2016, three
customers individually accounted for 20%, 11%, and 11% of our total net revenues for a combined total of 42% of total net revenues. We expect that a
significant portion of our future revenues will continue to come from sales of products to a relatively small number of OEM customers and to the U.S. federal
government and its individual agencies through our distributors and resellers. Therefore, the loss of, or significant decrease in the level of sales to, or a change
in the ordering pattern of any one of these customers could seriously harm our financial condition and results of operations.

Gross margin. Gross margin as stated below is indicated as a percentage of the respective reportable segment net revenues, except for total gross
margin, which is stated as a percentage of total net revenues.

Gross margin is summarized as follows (in thousands, except percentages).

 Three Months Ended     
 April 29, 2017  April 30, 2016     

 Gross Margin  
% of Net
Revenues  Gross Margin  

% of Net
Revenues  Increase/(Decrease)  

% Points
Change

SAN Products $ 212,439  75.4%  $ 224,655  75.7%  $ (12,216)  (0.3)%
IP Networking Products 77,930  44.9%  71,330  54.2%  6,600  (9.3)%
Global Services 52,391  53.7%  54,326  57.1%  (1,935)  (3.4)%

Total gross margin $ 342,760  62.0%  $ 350,311  66.9%  $ (7,551)  (4.9)%

 Six Months Ended     
 April 29, 2017  April 30, 2016     

 Gross Margin  
% of Net
Revenues  Gross Margin  

% of Net
Revenues  Increase/(Decrease)  

% Points
Change

SAN Products $ 443,582  75.4%  $ 490,509  76.2%  $ (46,927)  (0.8)%
IP Networking Products 160,749  46.3%  142,546  53.7%  18,203  (7.4)%
Global Services 105,552  53.2%  106,071  56.4%  (519)  (3.2)%

Total gross margin $ 709,883  62.6%  $ 739,126  67.3%  $ (29,243)  (4.7)%

The changes in gross margin percentage for each reportable segment for the three months ended April 29, 2017, compared with the three months ended
April 30, 2016, were primarily due to the following factors (the percentages below reflect the impact on gross margin):

• SAN gross margins relative to net revenues decreased primarily due to lower revenue, as well as an increase in overhead costs from higher incentive
compensation and annual merit-based increases in salaries;

• IP Networking gross margins relative to net revenues decreased primarily due to higher amortization of IP Networking-related intangible assets, an
increase in excess and obsolete charges for the data center and campus switching business product lines, and the recognition of the purchase
accounting adjustment in connection with the fair valuation of inventory acquired from Ruckus. In addition, overhead costs increased primarily due
to growth in personnel-related expenses as a result of the Ruckus acquisition. This was partially offset by the additional higher product margins
contributed from the acquired wireless products and reductions in direct product costs; and

• Global Services gross margins relative to net revenues decreased primarily due to growth in personnel-related expenses as a result of the Ruckus
acquisition, and lower support revenue from our legacy business, partially offset by an increase in support revenue from the acquisition of Ruckus.
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The changes in gross margin percentage for each reportable segment for the six months ended April 29, 2017, compared with the six months ended
April 30, 2016, were primarily due to the following factors (the percentages below reflect the impact on gross margin):

• SAN gross margins relative to net revenues decreased primarily due to lowered cost absorption based on lower revenue, as well as an increase in
overhead costs from higher incentive compensation and annual merit-based increases in salaries. In addition, the SAN business experienced an
increase in certain component costs related to Gen 6 product shipments;

• IP Networking gross margins relative to net revenues decreased primarily due to higher amortization of IP Networking-related intangible assets, an
increase in excess and obsolete charges for the data center and campus switching business product lines, and the recognition of the purchase
accounting adjustment in connection with the fair valuation of inventory acquired from Ruckus. In addition, overhead costs increased primarily due
growth in personnel-related expenses as a result of the Ruckus acquisition. This was partially offset by the additional higher product margins
contributed from the acquired wireless products and reductions in direct product costs; and

• Global Services gross margins relative to net revenues decreased primarily due to growth in personnel-related expenses as a result of the Ruckus
acquisition, and lower support revenue from our legacy business. In addition, stock-based compensation expense increased primarily due to the
incremental expense from awards granted to Ruckus employees in connection with the acquisition and due to higher grant-date fair values of
restricted stock units (“RSU”s) granted in the recent past. Stock-based compensation expense also increased due to the suspension of our employee
stock purchase plan (“ESPP”) without concurrent replacement awards as required under the terms of the Merger Agreement, thereby resulting in the
need to accelerate the unamortized expense in the first quarter of fiscal year 2017. This was partially offset by an increase in support revenue from
the acquisition of Ruckus.

Research and development expenses. Research and development (“R&D”) expenses consist primarily of compensation and related expenses for
personnel engaged in engineering and R&D activities, fees paid to consultants and outside service providers, engineering expenses, which primarily consist of
non-recurring engineering charges and prototyping expenses related to the design, development, testing, and enhancement of our products, depreciation
related to engineering and test equipment, and allocated expenses related to legal, IT, facilities, and other shared functions.

R&D expenses are summarized as follows (in thousands, except percentages):

 April 29, 2017  April 30, 2016     

R&D expenses: Expense  
% of Net
Revenues  Expense  

% of Net
Revenues  Increase  

%
Change

Three months ended $ 119,545  21.6%  $ 89,263  17.1%  $ 30,282  33.9%
Six months ended $ 243,048  21.4%  $ 182,520  16.6%  $ 60,528  33.2%
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R&D expenses increased for the three months ended April 29, 2017, compared with the three months ended April 30, 2016, primarily due to the
following (in thousands):

 Increase/(Decrease)

Salaries and other compensation $ 23,165
Outside services expense 3,301
Expenses related to legal, IT, facilities, and other shared functions 3,147
Stock-based compensation expense 1,508
Various individually insignificant items (839)

Total change $ 30,282

Salaries and other compensation increased primarily due to growth in personnel-related expenses as a result of the Ruckus acquisition, annual merit-
based increases in salaries, and higher incentive compensation. Outside services expense increased primarily due to increased contract workers and consulting
services as a result of the Ruckus acquisition. Expenses related to legal, IT, facilities, and other shared functions increased primarily due to higher overall
costs mainly related to the Ruckus acquisition. Stock-based compensation expense increased primarily due to the incremental expense from awards granted to
Ruckus employees in connection with the acquisition and due to higher grant-date fair values of RSUs granted in the recent past. The increase was partially
offset by a decrease in ESPP-related stock-based compensation expense primarily due to the terms of the Merger Agreement, thereby resulting in the need to
accelerate the unamortized expense in the first quarter of fiscal year 2017. As such, there was no ESPP-related stock-based compensation expense to be
recognized in the three months ended April 29, 2017.

R&D expenses increased for the six months ended April 29, 2017, compared with the six months ended April 30, 2016, primarily due to the following
(in thousands):

 Increase/(Decrease)

Salaries and other compensation $ 41,927
Stock-based compensation expense 8,106
Expenses related to legal, IT, facilities, and other shared functions 6,403
Outside services expense 5,209
Various individually insignificant items (1,117)

Total change $ 60,528

Salaries and other compensation increased primarily due to growth in personnel-related expenses as a result of the Ruckus acquisition, annual merit-
based increases in salaries, and higher incentive compensation. Stock-based compensation expense increased primarily due to the incremental expense from
awards granted to Ruckus employees in connection with the acquisition and due to higher grant-date fair values of RSUs granted in the recent past. In
addition, ESPP-related stock-based compensation expense increased primarily due to the terms of the Merger Agreement, thereby resulting in the need to
accelerate the unamortized expense in the first quarter of fiscal year 2017. Expenses related to legal, IT, facilities, and other shared functions increased
primarily due to higher overall costs primarily related to the Ruckus acquisition. Outside services expense increased primarily due to increased contract
workers and consulting services as a result of the Ruckus acquisition.

Sales and marketing expenses. Sales and marketing (“S&M”) expenses consist primarily of salaries, commissions, and related expenses for personnel
engaged in sales and marketing functions, costs associated with promotional and marketing programs, travel and entertainment expenses, and allocated
expenses related to legal, IT, facilities, and other shared functions.

S&M expenses are summarized as follows (in thousands, except percentages):

 April 29, 2017  April 30, 2016     

S&M expenses: Expense  
% of Net
Revenues  Expense  

% of Net
Revenues  Increase  

%
Change

Three months ended $ 172,315  31.2%  $ 148,933  28.5%  $ 23,382  15.7%
Six months ended $ 352,516  31.1%  $ 300,760  27.4%  $ 51,756  17.2%
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S&M expenses increased for the three months ended April 29, 2017, compared with the three months ended April 30, 2016, primarily due to the
following (in thousands):

 Increase/(Decrease)

Salaries and other compensation $ 26,626
Expenses related to legal, IT, facilities, and other shared functions 1,799
Outside services and other marketing expense (3,605)
Stock-based compensation expense (1,273)
Various individually insignificant items (165)

Total change $ 23,382

Salaries and other compensation increased primarily due to growth in personnel-related expenses as a result of the Ruckus acquisition, annual merit-
based increases in salaries, higher variable incentive compensation, and new retention-focused compensation plans related to our pending acquisition by
Broadcom. Expenses related to legal, IT, facilities, and other shared functions allocated to S&M activities increased primarily due to higher overall costs
related to the Ruckus acquisition. Outside services and other marketing expense decreased primarily due to decreased consulting, events management, and
marketing services, partially offset by increased expenses related to the acquisition of Ruckus and marketing programs. ESPP-related stock-based
compensation expense decreased primarily due to the terms of the Merger Agreement, thereby resulting in the need to accelerate the unamortized expense in
the first quarter of fiscal year 2017. As such, there was no ESPP-related stock-based compensation expense to be recognized in the three months ended April
29, 2017. Stock-based compensation expense also decreased primarily due to forfeiture reversals resulting from current quarter vesting of RSUs for
employees who have terminated since the prior period. The decrease in stock-based compensation expense was partially offset by the incremental expense
from awards granted to Ruckus employees in connection with the acquisition.

S&M expenses increased for the six months ended April 29, 2017, compared with the six months ended April 30, 2016, primarily due to the following
(in thousands):

 Increase/(Decrease)

Salaries and other compensation $ 51,115
Stock-based compensation expense 4,463
Expenses related to legal, IT, facilities, and other shared functions 3,841
Outside services and other marketing expense (8,326)
Various individually insignificant items 663

Total change $ 51,756

Salaries and other compensation increased primarily due to growth in personnel-related expenses as a result of the Ruckus acquisition, annual merit-
based increases in salaries, higher variable incentive compensation, and new retention-focused compensation plans related to our pending acquisition by
Broadcom. Stock-based compensation expense increased primarily due to the incremental expense from awards granted to Ruckus employees in connection
with the acquisition and due to higher grant-date fair values of RSUs granted in the recent past. In addition, ESPP-related stock-based compensation expense
increased primarily due to the terms of the Merger Agreement, thereby resulting in the need to accelerate the unamortized expense in the first quarter of fiscal
year 2017. The increase in stock-based compensation expense was partially offset by a decrease primarily due to forfeiture reversals resulting from current
quarter vesting of RSUs for employees who have terminated since the prior year. Expenses related to legal, IT, facilities, and other shared functions allocated
to S&M activities increased primarily due to higher overall costs related to the Ruckus acquisition. Outside services and other marketing expense decreased
primarily due to decreased consulting, events management, and marketing services, and decreased investment in the go-to-market strategy for our software
business, partially offset by increased expenses related to the acquisition of Ruckus.
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General and administrative expenses. General and administrative (“G&A”) expenses consist primarily of compensation and related expenses for
corporate management, finance and accounting, human resources, legal, IT, facilities, and investor relations, as well as recruiting expenses, professional fees,
and other corporate expenses, less certain expenses allocated to cost of revenue, R&D, and sales and marketing.

G&A expenses are summarized as follows (in thousands, except percentages):

 April 29, 2017  April 30, 2016     

G&A expenses: Expense  
% of Net
Revenues  Expense  

% of Net
Revenues  Increase  

%
Change

Three months ended $ 31,016  5.6%  $ 22,791  4.4%  $ 8,225  36.1%
Six months ended $ 64,513  5.7%  $ 45,220  4.1%  $ 19,293  42.7%

G&A expenses increased for the three months ended April 29, 2017, compared with the three months ended April 30, 2016, primarily due to the
following (in thousands):

 Increase/(Decrease)

Salaries and other compensation $ 5,339
Outside services expense 1,627
Stock-based compensation expense 1,563
Various individually insignificant items (304)

Total change $ 8,225

Salaries and other compensation expense increased primarily due to growth in personnel-related expenses as a result of the Ruckus acquisition,
increased costs of employment-related benefits, and annual merit-based increases in salaries. Outside services expense increased primarily due to increased
audit fees mainly related to the acquisition of Ruckus, and increased contract workers and consulting services. Stock-based compensation expense increased
primarily due to the incremental expense from awards granted to Ruckus employees in connection with the acquisition and due to higher grant-date fair
values of RSUs granted in the recent past. This increase was partially offset by a decrease in ESPP-related stock-based compensation expense primarily due
to the terms of the Merger Agreement, thereby resulting in the need to accelerate the unamortized expense in the first quarter of fiscal year 2017. As such,
there was no ESPP-related stock-based compensation expense to be recognized in the three months ended April 29, 2017.

G&A expenses increased for the six months ended April 29, 2017, compared with the six months ended April 30, 2016, primarily due to the following
(in thousands):

 Increase

Stock-based compensation expense $ 7,952
Salaries and other compensation 7,802
Outside services expense 2,806
Various individually insignificant items 733

Total change $ 19,293

Stock-based compensation expense increased primarily due to the incremental expense from awards granted to Ruckus employees in connection with
the acquisition and due to higher grant-date fair values of RSUs granted in the recent past. In addition, ESPP-related stock-based compensation expense
increased primarily due to the terms of the Merger Agreement, thereby resulting in the need to accelerate the unamortized expense in the first quarter of fiscal
year 2017. Salaries and other compensation expense increased primarily due to growth in personnel-related expenses as a result of the Ruckus acquisition,
annual merit-based increases in salaries, increased costs of employment-related benefits, and higher incentive compensation. Outside services expense
increased primarily due to an increase in audit fees mainly related to the acquisition of Ruckus, and increased contract workers, tax, and consulting services.
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Amortization of intangible assets. Amortization of intangible assets is summarized as follows (in thousands, except percentages):

 April 29, 2017  April 30, 2016     

Amortization of intangible assets: Expense  
% of Net
Revenues  Expense  

% of Net
Revenues  Increase  

%
Change

Three months ended $ 7,582  1.4%  $ 902  0.2%  $ 6,680  740.6%
Six months ended $ 15,176  1.3%  $ 1,804  0.2%  $ 13,372  741.2%

The increase in amortization of intangible assets for the three and six months ended April 29, 2017, compared with the three and six months ended
April 30, 2016, was primarily due to the addition of intangible assets in connection with our acquisition of Ruckus in the third fiscal quarter of 2016 (see Note
4, “Goodwill and Intangible Assets,” of the Notes to Condensed Consolidated Financial Statements).

Acquisition, divestiture, and integration costs. Acquisition, divestiture, and integration costs are summarized as follows (in thousands, except
percentages):

 April 29, 2017  April 30, 2016     

Acquisition, divestiture, and integration costs: Expense  
% of Net
Revenues  Expense  

% of Net
Revenues  Increase  

%
Change

Three months ended $ 18,236  3.3%  $ 5,757  1.1%  $ 12,479  216.8%
Six months ended $ 36,273  3.2%  $ 5,757  0.5%  $ 30,516  530.1%

The increase in acquisition, divestiture, and integration costs for the three months ended April 29, 2017, compared with the three months ended April
30, 2016, was primarily due to transaction costs relating to our pending acquisition by Broadcom, legal fees incurred in connection with the Ruckus
acquisition-related litigation, as well as from the planned divestitures of certain portions of our IP Networking business, partially offset by decreased
consulting services and other professional fees incurred in connection with the Ruckus acquisition (see Note 3, “Acquisitions,” of the Notes to Condensed
Consolidated Financial Statements).

The increase in acquisition, divestiture, and integration costs for the six months ended April 29, 2017, compared with the six months ended April 30,
2016, was primarily due to transaction costs relating to our pending acquisition by Broadcom and consulting services and other professional fees incurred in
connection with the Ruckus acquisition.

Restructuring and other related benefits. We did not incur any restructuring and other related benefits for the three and six months ended April 29,
2017, nor for the three months ended April 30, 2016. Restructuring and other related benefits for the six months ended April 30, 2016, were primarily due to a
favorable change in lease terms for a certain facility.

Interest expense. Interest expense primarily represents the interest cost associated with our senior secured notes, senior unsecured notes, convertible
senior unsecured notes, and term loan (see Note 7, “Borrowings,” of the Notes to Condensed Consolidated Financial Statements).

Interest expense is summarized as follows (in thousands, except percentages):

 April 29, 2017  April 30, 2016     

Interest expense: Expense  
% of Net
Revenues  Expense  

% of Net
Revenues  Increase  

%
Change

Three months ended $ (15,949)  (2.9)%  $ (9,955)  (1.9)%  $ (5,994)  (60.2)%
Six months ended $ (31,442)  (2.8)%  $ (19,820)  (1.8)%  $ (11,622)  (58.6)%

Interest expense increased for the three and six months ended April 29, 2017, compared with the three and six months ended April 30, 2016, primarily
due to the additional $800.0 million term loan borrowing we completed in the third quarter of fiscal year 2016 to fund the Ruckus acquisition (see Note 7,
“Borrowings,” of the Notes to Condensed Consolidated Financial Statements).
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Interest and other income, net. Interest and other income, net, is summarized as follows (in thousands, except percentages):

 April 29, 2017  April 30, 2016     

Interest and other income, net: Income  
% of Net
Revenues  Income  

% of Net
Revenues  Increase  

%
Change

Three months ended $ 2,098  0.4%  $ 1,091  0.2%  $ 1,007  92.3%
Six months ended $ 2,556  0.2%  $ 1,760  0.2%  $ 796  45.2%

The increase in interest and other income, net, for the three months ended April 29, 2017, compared with the three months ended April 30, 2016, was
primarily due to lower foreign exchange losses as a result of the U.S. dollar weakening against certain foreign currencies. The increase in interest and other
income, net, for the six months ended April 29, 2017, compared with the six months ended April 30, 2016, was primarily related to an increase in interest
income for our money market funds due to an increase in interest rates.

Income tax expense (benefit). Income tax expense (benefit) and the effective tax rates are summarized as follows (in thousands, except effective tax
rates):

 Three Months Ended  Six Months Ended

 
April 29, 

2017  
April 30, 

2016  
April 29, 

2017  
April 30, 

2016

Income tax expense (benefit) $ (8,753)  $ 30,716  $ (13,653)  $ 48,840
Effective tax rate 44.2%  41.6%  44.7%  26.3%

In general, our provision for income taxes differs from the tax computed at the U.S. federal statutory tax rate due to state taxes, non-U.S. operations
being taxed at rates lower than the U.S. federal statutory tax rate, non-deductible stock-based compensation expense, tax credits, and adjustments to
unrecognized tax benefits. The non-U.S. operations primarily relate to our European, Asia Pacific, and Japanese subsidiaries.

We recorded an income tax benefit for the three and six months ended April 29, 2017, compared to an income tax expense for the three and six months
ended April 30, 2016, primarily due to an operating loss before tax for the three months ended April 29, 2017, and an operating loss before tax and a net
discrete benefit from reserve releases as a result of reaching settlement on certain transfer pricing issues with the Geneva Tax Administration (“GTA”) during
the six months ended April 29, 2017.

The effective tax rate for the three months ended April 29, 2017, was higher than the U.S. federal statutory tax rate of 35% primarily due to an income
tax benefit on the small operating loss before tax.

The effective tax rate for the six months ended April 29, 2017, was higher than the U.S. federal statutory tax rate of 35% primarily due to an income tax
benefit on the small operating loss before tax, and a net discrete benefit as a result of reaching settlement with the GTA.

Our income tax provision could change as a result of many factors, including the effects of changing tax laws and regulations or changes to the mix of
IP Networking versus SAN products, which have different gross margins, and changes to the mix of domestic versus international profits. Many of these
factors are largely impacted by the buying patterns of our OEM and channel partners. As estimates and judgments are used to project such domestic and
international earnings, the impact to our future tax provision could vary if the current planning or assumptions change. In addition, we do not forecast discrete
events, such as settlement of tax audits with governmental authorities, due to their inherent uncertainty. Such settlements have in the past, and could in the
future, materially impact our tax expense.

For further discussion of our income tax provision, see Note 12, “Income Taxes,” of the Notes to Condensed Consolidated Financial Statements.
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Liquidity and Capital Resources

 
April 29, 

2017  
October 29, 

2016  Increase

 (In thousands)

Cash and cash equivalents $ 1,299,660  $ 1,257,075  $ 42,585
Percentage of total assets 26%  25%   

We use cash generated by operations as our primary source of liquidity. We expect that cash provided by operating activities will fluctuate in future
periods as a result of a number of factors, including fluctuations in our revenues, the impact on customer orders due to the recent announcement of
Broadcom’s intent to acquire us and subsequently divest our IP Networking business, the timing of product shipments, accounts receivable collections,
inventory and supply chain management, the timing and amount of tax, and other payments or receipts. For additional discussion, see “Part II—Other
Information, Item 1A. Risk Factors” of this Quarterly Report on Form 10-Q.

Based on past performance and current expectations, we believe that for at least the next 12 months, internally generated cash flows and cash on hand
will be generally sufficient to support business operations, capital expenditures, contractual obligations, and other liquidity requirements, including our debt
service requirements. In addition, we have up to $100.0 million available under our revolving credit facility to provide additional liquidity. There are no other
transactions, arrangements, or other relationships with unconsolidated entities or other persons that are reasonably likely to materially affect liquidity of,
availability of, or our requirements for, capital resources.

Financial Condition

Our operating cash flows provide liquidity for operations, capital investment, and other strategic initiatives, and to return capital to stockholders. In the
third quarter of fiscal year 2014, our Board of Directors initiated a quarterly cash dividend of $0.035 per share of our common stock. Beginning in the third
quarter of fiscal year 2015, our Board of Directors increased our quarterly cash dividend to $0.045 per share of our common stock. Beginning in the third
quarter of fiscal year 2016, our Board of Directors increased our quarterly cash dividend to and subsequently declared a dividend of $0.055 per share of our
common stock. On May 24, 2017, our Board of Directors declared a quarterly cash dividend of $0.055 per share of our common stock to be paid on July 5,
2017, to stockholders of record as of the close of market on June 12, 2017. Future dividends are subject to review and approval on a quarterly basis by our
Board of Directors and are limited under the terms of the Merger Agreement.

Net cash provided by operating activities for the six months ended April 29, 2017, totaled $105.2 million and was primarily due to our operating
income when excluding non-cash items, partially offset by cash used for changes in assets and liabilities.

Net cash used in investing activities for the six months ended April 29, 2017, totaled $19.6 million and was primarily the result of $19.9 million in
purchases of property and equipment.

Net cash used in financing activities for the six months ended April 29, 2017, totaled $42.9 million and was primarily the result of $44.8 million in cash
dividend payments and $40.0 million in payment of principal related to the term loan facility of $800.0 million (the “Term Loan Facility”) in connection with
our acquisition of Ruckus, partially offset by the $39.7 million in proceeds from the issuance of common stock from the ESPP purchases and stock option
exercises. Effective November 2, 2016, stock repurchases are generally prohibited under the terms of the Merger Agreement.

Net proceeds from the issuance of common stock in connection with employee participation in our equity compensation plans have historically been a
significant component of our liquidity. The extent to which we receive proceeds from these plans can increase or decrease based upon changes in the market
price of our common stock, and from the amount and type of awards granted. For example, we have changed the mix of restricted stock unit and stock option
awards granted towards granting fewer stock option awards in recent years, which reduces the net proceeds from the issuance of common stock in connection
with participation in our equity compensation plans. As a result, our cash flow resulting from the issuance of common stock in connection with employee
participation in our equity compensation plans has varied over time. In addition, our incoming cash flow has been impacted by the suspension of the ESPP,
which took effect in the first quarter of fiscal year 2017.

A majority of our accounts receivable balance is derived from U.S. dollar-denominated sales to our OEM partners. We perform ongoing credit
evaluations of our customers and generally do not require collateral or security interests on accounts receivable balances. We have established reserves for
credit losses and sales allowances. While we have not experienced material credit losses in any of the periods presented, there can be no assurance that we
will not experience material credit losses in the future.
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Summary of Cash Flows Data

 Six Months Ended

 
April 29, 

2017  
April 30, 

2016

 (In thousands)

Net cash provided by operating activities $ 105,244  $ 224,632
Net cash used in investing activities (19,601)  (52,236)
Net cash used in financing activities (42,867)  (185,991)
Effect of exchange rate fluctuations on cash and cash equivalents (191)  356

Net increase (decrease) in cash and cash equivalents $ 42,585  $ (13,239)

Six Months Ended April 29, 2017, Compared to Six Months Ended April 30, 2016

Operating Activities. Cash provided by operating activities is net income (loss) adjusted for certain non-cash items and changes in certain assets and
liabilities.

Net cash provided by operating activities decreased by $119.4 million primarily due to lower operating income and the related net loss position for the
six months ended April 29, 2017, as compared to the net income for the six months ended April 30, 2016, as well as due to decreased accounts receivable
collections.

Investing Activities. Net cash used in investing activities decreased by $32.6 million primarily due to a decrease in cash used to purchase property and
equipment, as well as for cash used for acquisitions during the six months ended April 29, 2017, as compared to the six months ended April 30, 2016.

Financing Activities. Net cash used in financing activities decreased by $143.1 million primarily due to no common stock repurchases in the six months
ended April 29, 2017, as compared to the six months ended April 30, 2016, partially offset by the $40.0 million increase in payment of principal related to the
Term Loan Facility.

Liquidity
Manufacturing and Purchase Commitments. We have manufacturing arrangements with contract manufacturers under which we provide up to 12-month

product forecasts and place purchase orders in advance of the scheduled delivery of products to our customers. Our purchase commitments reserve reflects
our estimate of purchase commitments we do not expect to utilize in normal operations in accordance with our policy (see Note 8, “Commitments and
Contingencies,” of the Notes to Condensed Consolidated Financial Statements).

Income Taxes. We intend to indefinitely reinvest all current and accumulated earnings of our foreign subsidiaries for expansion of our business
operations outside the United States. Therefore, we do not currently accrue U.S. income taxes on the earnings of our foreign subsidiaries.

Our existing cash and cash equivalents totaled $1,299.7 million as of April 29, 2017. Of this amount, approximately 84% was held by our foreign
subsidiaries. We do not currently anticipate a need for these funds held by our foreign subsidiaries for our domestic operations, including dividends, payment
of interest on our debt, and mandatory repayment of our Term Loan Facility, and our intent is to permanently reinvest such funds outside of the United States.
Under current tax laws and regulations, if these funds are distributed to any of our United States entities in the form of dividends or otherwise, we may be
subject to additional U.S. income taxes and foreign withholding taxes.

The IRS and other tax authorities regularly examine our income tax returns (see Note 12, “Income Taxes,” of the Notes to Condensed Consolidated
Financial Statements). We believe we have adequate reserves for all open tax years.

Senior Unsecured Notes. In January 2013, we issued $300.0 million in aggregate principal amount of the 2023 Notes. We used the proceeds from the
issuance of the 2023 Notes and cash on hand to redeem all of the outstanding principal amount of senior secured notes due 2018 in the second quarter of
fiscal year 2013. See Note 7, “Borrowings,” of the Notes to Condensed Consolidated Financial Statements.

The 2023 Notes were issued pursuant to an indenture, dated as of January 22, 2013, among the subsidiary guarantors named therein, us, and Wells
Fargo Bank, National Association, as trustee (the “2023 Indenture”). The 2023 Indenture contains covenants that, among other things, restrict our ability and
the ability of our subsidiaries to:

• Incur certain liens and enter into certain sale-leaseback transactions;
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• Create, assume, incur, or guarantee additional indebtedness of our subsidiaries without such subsidiaries guaranteeing the 2023 Notes on a pari passu
basis; and

• Enter into certain consolidation or merger transactions, or convey, transfer, or lease all, or substantially all of our or our subsidiaries’ assets.

These covenants are subject to a number of other limitations and exceptions as set forth in the 2023 Indenture. We were in compliance with all
applicable covenants of the 2023 Indenture as of April 29, 2017.

Convertible Senior Unsecured Notes. In January 2015, we issued $575.0 million in aggregate principal amount of the 2020 Convertible Notes pursuant
to an indenture, dated as of January 14, 2015, between us and Wells Fargo Bank, National Association, as the trustee (the “2015 Indenture”). Net of an
original issue discount, we received $565.7 million in proceeds from the offering of the 2020 Convertible Notes. We used a portion of the net proceeds to
discharge the 2020 Indenture and redeem all of the outstanding principal amount of the 2020 Notes, pay $35.0 million for the cost of the convertible note
hedge transactions, net of the proceeds from the issuance of warrants, and to repurchase approximately 4.1 million shares of our common stock for $48.9
million at a purchase price of $11.80 per share, which was the closing price on January 8, 2015, the date of the pricing of the 2020 Convertible Notes. We
intend to use the remaining net proceeds of $159.6 million for general corporate purposes, including potential acquisitions and other business development
activities. The 2020 Convertible Notes are unsecured and have a significantly lower interest rate of 1.375% compared to 6.875% for the 2020 Notes. Interest
is payable on January 1 and July 1 of each year, beginning on July 1, 2015. See Note 7, “Borrowings,” of the Notes to Condensed Consolidated Financial
Statements.

Senior Credit Facility. On May 27, 2016, we entered into a credit agreement (the “Credit Agreement”) with Wells Fargo Bank, Deutsche Bank AG New
York Branch, SunTrust Bank and certain other lenders. The Credit Agreement provided us with the Term Loan Facility of $800.0 million, which was fully
drawn at the time of, and the proceeds used to fund in part, the Ruckus acquisition, and the Revolving Facility of $100.0 million, which is available to finance
ongoing working capital requirements and other general corporate purposes. The initial term loan has a term of five years and bears interest at floating rates
based on LIBOR, plus a 1.5% interest margin. See Note 7, “Borrowings,” of the Notes to Condensed Consolidated Financial Statements.

There were no principal amounts outstanding under the Revolving Facility, and the full $100.0 million was available for future borrowing under the
Revolving Facility as of April 29, 2017. During the six months ended April 29, 2017, we made payments totaling $40.0 million towards the principal of the
Term Loan Facility.

We are required to make mandatory prepayments of the Term Loan Facility (without payment of a premium or penalty) with the net cash proceeds from
any issuances of debt not permitted under the Credit Agreement, net cash proceeds from certain non-ordinary course asset sales (subject to reinvestment rights
and other exceptions), and casualty proceeds and condemnation awards (subject to reinvestment rights and other exceptions). Commencing October 31, 2016,
the loans under the Term Loan Facility will amortize in equal quarterly installments in an aggregate annual amount equal to 10% of the original principal
amount thereof, with any remaining balance payable on the final maturity date of the loans under the Term Loan Facility.

The Credit Agreement contains financial maintenance covenants, including a maximum total leverage ratio as of the last date of any fiscal quarter not to
exceed 3.50:1.00, subject to certain step-downs to 3.25:1.00 and 3.00:1.00 for fiscal periods ending on or after April 30, 2017, and April 30, 2018,
respectively, and a minimum interest coverage ratio of not less than 3.50:1.00. The Credit Agreement also contains restrictive covenants that limit, among
other things, our and certain of our subsidiaries’ ability to:

• Incur additional indebtedness or issue certain preferred equity, pay dividends or make other distributions or other restricted payments (including
stock repurchases);

• Sell assets other than on terms specified by the Credit Agreement;

• Amend the terms of certain other indebtedness and organizational documents;

• Create liens on certain assets to secure debt, consolidate, merge, sell, or otherwise dispose of all or substantially all of their assets; and

• Enter into certain transactions with affiliates, or change their lines of business, fiscal years, and accounting practices, in each case, subject to
customary exceptions.

These covenants are subject to a number of other limitations and exceptions as set forth in the Credit Agreement. We were in compliance with all
applicable covenants of the Credit Agreement as of April 29, 2017.
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The obligations under the Term Loan Facility and certain cash management and hedging obligations are fully and unconditionally guaranteed by certain
of our direct and indirect subsidiaries. On May 27, 2016, subsequent to the completion of the Ruckus acquisition, and in accordance with the covenants
contained in the 2023 Indenture and 2015 Indenture, Ruckus, us, and certain other of our subsidiaries, and Wells Fargo Bank, N.A., as trustee, entered into
supplemental indentures pursuant to which such subsidiaries fully and unconditionally guaranteed our obligations under the 2023 Indenture and 2015
Indenture.

Impact of Broadcom Acquisition. The consummation of the proposed acquisition of Brocade by Broadcom would constitute a “Fundamental Change”
under the terms of the 2020 Convertible Notes and a “Change in Control” under the Credit Agreement, would result in a termination of the warrant
transactions we entered into in connection with the 2020 Convertible Notes, and could result in a “Change of Control Triggering Event” under the 2023
Notes. In addition, the consummation of the proposed acquisition would result in a temporary adjustment to the conversion rate for the 2020 Convertible
Notes. The payment obligations arising out of the occurrence of such events could materially impact our cash flows and financial position, and we and/or the
acquirer may not have enough available cash or be able to obtain financing on acceptable terms (or at all) at the time to discharge those payment obligations.
See “Risk Factors - The consummation of the proposed Broadcom acquisition could result in substantial obligations becoming payable in respect of the 2020
Convertible Notes, the Warrant Transactions, the 2023 Notes, and the Credit Agreement, which could negatively impact Brocade’s cash flows and financial
position” and Note 7, “Borrowings,” of the Notes to Condensed Consolidated Financial Statements.

Stock Repurchase Program. As of April 29, 2017, our Board of Directors had authorized a total of approximately $3.5 billion for the repurchase of our
common stock since the inception of the program in August 2004. The purchases may be made, from time to time, in the open market or by privately
negotiated transactions, and are funded from available working capital. The number of shares to be purchased and the timing of purchases are based on the
level of our cash balances, general business and market conditions, the trading price of our common stock, and other factors, including alternative investment
opportunities. For the six months ended April 29, 2017, we had no stock repurchases. Approximately $979.4 million remained authorized for future
repurchases under this program as of April 29, 2017. We are generally prohibited under the terms of the Merger Agreement with Broadcom from executing
repurchases under this program.

Contractual Obligations
The following table summarizes our contractual obligations, including interest expense, and commitments as of April 29, 2017 (in thousands):

 Total  
Less Than

1 Year  1–3 Years  3–5 Years  
More Than

5 Years

Contractual Obligations:         
Term Loan Facility (1) $ 800,529  $ 97,895  $ 190,032  $ 512,602  $ —
Convertible senior unsecured notes due 2020 (1) 596,069  7,906  13,163  575,000  —
Senior unsecured notes due 2023 (1) 379,362  13,875  27,750  27,750  309,987
Non-cancellable operating leases (2) 94,419  26,414  27,415  22,875  17,715
Purchase obligations (1) 13,391  2,237  4,056  4,056  3,042
Purchase commitments, gross (3) 142,308  142,308  —  —  —

Total contractual obligations $ 2,026,078  $ 290,635  $ 262,416  $ 1,142,283  $ 330,744

Other Commitments:          
Standby letters of credit $ 138  n/a  n/a  n/a  n/a

Unrecognized tax benefits and related accrued interest (4) $ 196,967  n/a  n/a  n/a  n/a

(1) Amount reflects total anticipated cash payments, including anticipated interest payments.
(2) Amount excludes contractual sublease income of $0.5 million, which consists of $0.3 million to be received in less than one year, $0.2 million to be

received in one to three years, and the remaining $17.0 thousand to be received in three to five years.
(3) Amount reflects total gross purchase commitments under our manufacturing arrangements with a third-party contract manufacturer. Of this amount, we

have accrued reserves of $1.7 million for estimated purchase commitments that we do not expect to utilize in normal operations within the next 12
months, in accordance with our policy.

(4) As of April 29, 2017, we had a gross liability for unrecognized tax benefits of $193.9 million and an accrual for the payment of related interest and
penalties of $3.1 million.
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Off-Balance Sheet Arrangements
As part of our ongoing business, we do not participate in transactions that generate material relationships with unconsolidated entities or financial

partnerships, such as entities often referred to as “structured finance” or “special purpose entities,” which would have been established for the purpose of
facilitating off-balance sheet arrangements or for other contractually narrow or limited purposes. As of April 29, 2017, we did not have any significant off-
balance sheet arrangements, as defined in Item 303(a)(4)(ii) of SEC Regulation S-K.

Critical Accounting Policies and Estimates
There have been no material changes in the matters for which we make critical accounting policies and estimates in the preparation of our Condensed

Consolidated Financial Statements during the six months ended April 29, 2017, as compared to those disclosed in our Annual Report on Form 10-K for the
fiscal year ended October 29, 2016.

Recent Accounting Pronouncements
For a description of recent accounting pronouncements, including the expected dates of adoption and estimated effects, if any, on our Condensed

Consolidated Financial Statements, see Note 2, “Summary of Significant Accounting Policies,” of the Notes to Condensed Consolidated Financial
Statements.

Item 3. Quantitative and Qualitative Disclosures About Market Risk
In the normal course of business, we are exposed to market risks related to changes in interest rates, foreign currency exchange rates, and equity prices

that could impact our financial position and results of operations. Our risk management strategy with respect to these three market risks may include the use
of derivative financial instruments. We use derivative contracts only to manage our existing underlying exposures. Accordingly, we do not use derivative
contracts for speculative purposes. Our risks and risk management strategy are outlined below. Actual gains and losses in the future may differ materially
from the sensitivity analysis presented below based on changes in the timing and level of interest rates and our actual exposures and hedges.

Interest Rate Risk
Our exposure to market risk due to changes in the general level of U.S. interest rates relates primarily to our Term Loan Facility and cash equivalents.

We are exposed to changes in interest rates as a result of our borrowings under our Term Loan Facility, which in the second quarter of fiscal year 2017,
bore interest at floating rates based on LIBOR, plus a 1.5% interest margin. Based on outstanding principal indebtedness of $740.0 million under our Term
Loan Facility as of April 29, 2017, if market rates average 1% above the current interest rate, our annual interest expense would increase by approximately
$7.4 million. Our remaining material borrowings as of April 29, 2017, bear interest at fixed rates, and therefore were not sensitive to changes in interest rates.

Our cash and cash equivalents are primarily maintained at eight major financial institutions. The primary objective of our investment activities is the
preservation of principal while maximizing investment income and minimizing risk. We had $981.9 million invested in money market funds as of April 29,
2017, which were not materially sensitive to changes in interest rates due to the short duration of these investments.

We were not subject to material interest rate risk in geographical areas outside of the United States as a substantial portion of our cash and cash
equivalents is invested in money market funds in U.S. dollars that have a fixed share price.

Foreign Currency Exchange Rate Risk
We are exposed to foreign currency exchange rate risk inherent in conducting business globally in numerous currencies. We are primarily exposed to

foreign currency fluctuations related to operating expenses denominated in currencies other than the U.S. dollar, of which the most significant to our
operations for the six months ended April 29, 2017, were the British pound, the Indian rupee, the euro, the Chinese yuan, the Singapore dollar, the Swiss
franc, the Japanese yen, and the Australian dollar. Because we report in U.S. dollars and we have a net expense position in foreign currencies, we benefit from
a stronger U.S. dollar and may be adversely affected by a weaker U.S. dollar relative to the foreign currency. We use foreign currency forward and option
contracts designated as cash flow hedges to protect against the foreign currency exchange rate risks inherent in our forecasted operating expenses
denominated in certain currencies other than the U.S. dollar. We recognize the gains and losses on foreign currency forward contracts in the same period as
the remeasurement losses and gains of the related foreign currency denominated exposures.
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We also may enter into other non-designated derivatives that consist primarily of forward contracts to minimize the risks associated with the foreign
exchange effects of revaluing monetary assets and liabilities. Monetary assets and liabilities denominated in foreign currencies and any associated outstanding
forward contracts are marked-to-market, with realized and unrealized gains and losses included in earnings.

Alternatively, we may choose not to hedge the foreign currency risk associated with our foreign currency exposures if we believe such exposure acts as
a natural foreign currency hedge for other offsetting amounts denominated in the same currency or if the currency is difficult or too expensive to hedge. As of
April 29, 2017, the gross notional amount of our cash flow derivative instruments was $82.4 million, and we had hedges in place through October 4, 2017.

We have performed a sensitivity analysis as of April 29, 2017, using a modeling technique that measures the change in the fair values arising from a
hypothetical 10% adverse movement in the levels of foreign currency exchange rates relative to the U.S. dollar, with all other variables held constant. The
analysis covers all of our foreign currency contracts offset by the underlying exposures. The foreign currency exchange rates we used were based on market
rates in effect on April 29, 2017. The sensitivity analysis indicated that a hypothetical 10% adverse movement in foreign currency exchange rates would not
result in a material foreign exchange loss as of April 29, 2017.

Equity Price Risk
From time to time, we have made equity investments in companies that develop technology or provide services that are complementary to, or broaden

the markets for, our products or services and further our business objectives. We had no investments in publicly traded equity securities as of April 29, 2017.
The aggregate cost of our equity investments in non-publicly traded companies was $4.9 million as of April 29, 2017. We monitor our equity investments for
impairment on a periodic basis. In the event that the carrying value of the equity investment exceeds its fair value, and we determine the decline in value to be
other than temporary, we reduce the carrying value to its current fair value. Generally, we do not attempt to reduce or eliminate our market exposure on these
equity securities. We do not purchase our equity securities with the intent to use them for speculative purposes.

Our common stock is quoted on the NASDAQ Global Select Market under the symbol “BRCD.” On April 28, 2017, the last business day of our second
fiscal quarter of 2017, the last reported sale price of our common stock on the NASDAQ Global Select Market was $12.57 per share.

Item 4. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedures. Under the supervision and with the participation of our management, including our Chief
Executive Officer and Chief Financial Officer, we conducted an evaluation of the effectiveness of our disclosure controls and procedures, as defined in Rules
13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Act”), as of the end of the period covered by this Quarterly Report on
Form 10-Q (the “Evaluation Date”).

The purpose of this evaluation is to determine if, as of the Evaluation Date, our disclosure controls and procedures are effective such that the
information required to be disclosed in the reports we file or submit under the Act (i) is recorded, processed, summarized, and reported within the time
periods specified in SEC rules and forms, and (ii) is accumulated and communicated to our management, including our Chief Executive Officer and Chief
Financial Officer, as appropriate, to allow timely decisions regarding required disclosure.

Based on this evaluation, our Chief Executive Officer and Chief Financial Officer concluded that, as of the Evaluation Date, our disclosure controls and
procedures were effective.

(b) Changes in Internal Control over Financial Reporting. There were no changes in our internal control over financial reporting, as defined in Rules
13a-15(f) and 15d-15(f) under the Act, that occurred during the quarter ended April 29, 2017, that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.
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Limitations on the Effectiveness of Disclosure Controls and Procedures.
Our management, including our Chief Executive Officer and Chief Financial Officer, does not expect that our disclosure controls and procedures or

internal control over financial reporting will prevent all errors and all fraud. A control system, no matter how well designed and implemented, can provide
only reasonable, not absolute, assurance that the control system’s objectives will be met. Further, the design of a control system must reflect the fact that there
are resource constraints and the benefits of controls must be considered relative to their costs. Because of the inherent limitations in all control systems, no
evaluation of controls can provide absolute assurance that all control issues within a company are detected. The inherent limitations include the realities that
judgments in decision-making can be faulty and that breakdowns can occur because of simple errors or mistakes. Controls can also be circumvented by the
individual acts of some persons, by collusion of two or more people, or by management override of the controls. Because of the inherent limitations in a cost-
effective control system, misstatements due to error or fraud may occur and may not be detected. Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inadequate because of changes in conditions or that the degree of compliance with the policies or
procedures may deteriorate.

PART II — OTHER INFORMATION

Item 1. Legal Proceedings

Acquisition-Related Litigation
The information set forth under the heading “Ruckus Acquisition-Related Litigation,” “Ruckus Acquisition-Related Appraisal Demand,” and

“Broadcom Acquisition-Related Litigation” in Note 8, “Commitments and Contingencies,” of the Notes to Condensed Consolidated Financial Statements in
Part I, Item 1 of this Form 10-Q is incorporated herein by reference.

Other Legal Proceedings
From time to time, the Company is subject to various legal proceedings and claims, either asserted or unasserted, which arise in the ordinary course of

business, including claims of alleged infringement of patents and/or other intellectual property rights and commercial and employment contract disputes.
While the outcome of these matters cannot be predicted with certainty, the Company does not believe that the outcome of any of these matters, individually or
in the aggregate, will result in losses that are materially in excess of amounts already accrued by the Company.

Item 1A. Risk Factors

The announcement and pendency of Brocade’s agreement to be acquired by Broadcom Limited (“Broadcom”) and Broadcom’s planned divestiture of
certain portions of Brocade’s Internet Protocol (“IP”) Networking business has had and may continue to have an adverse effect on Brocade’s business
and operating results.

On November 2, 2016, Brocade entered into a merger agreement with Broadcom under which Broadcom agreed to acquire Brocade. In connection with
the announcement of the proposed acquisition, Broadcom announced its intention to retain Brocade’s Storage Area Networking (“SAN”) business and divest
certain portions of Brocade’s IP Networking business. Brocade’s pending acquisition by Broadcom, and Broadcom’s announcement of its plans to divest
certain portions of Brocade’s IP Networking business, has had and may continue to have an adverse effect on Brocade’s revenue in the near term if its
customers delay, defer, or cancel purchases pending completion of the transactions. In addition, on February 22, 2017, Broadcom announced that it had
entered into an agreement with ARRIS International plc (“ARRIS”) to divest Brocade’s wireless and campus business to ARRIS, and on March 29, 2017,
Broadcom announced that it had entered into an agreement with Extreme Networks, Inc. (“Extreme Networks”) to divest Brocade’s data center, switching,
routing, and analytics business to Extreme Networks, in each case, contingent on and following Broadcom’s acquisition of Brocade. These announcements of
Broadcom’s planned divestitures of certain portions of Brocade’s IP Networking business may create additional uncertainty. Current and prospective
customers of Brocade’s products and services, including its SAN and IP Networking solutions, have been and may continue to be reluctant to purchase
Brocade solutions due to potential uncertainty about the direction of its offerings and the support and service of its offerings following consummation of the
transactions. Brocade is subject to additional risks in connection with the announcement and pendency of the proposed transactions, including:

• difficulties maintaining existing and/or establishing business relationships, including relationships with significant customers, contract
manufacturers, component suppliers, channel partners, and other business partners;

• disruption to Brocade’s business, including increased costs and diversion of management time and resources that could otherwise have been
devoted to other opportunities that may have been beneficial to Brocade;
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• the restrictions imposed on Brocade’s business and operations pursuant to certain covenants set forth in the merger agreement, which may prevent
Brocade from pursuing certain opportunities, responding to competitive pressures and industry developments, or taking certain actions without
Broadcom’s approval;

• continued erosion of EBITDA that may lead to long-term noncompliance with debt financial covenants and erosion of domestic cash;

• adverse effects on Brocade’s ability to attract, recruit, retain and motivate current and prospective employees who may be uncertain about their
future roles following completion of the proposed transactions, and the possibility that Brocade’s employees could lose productivity as a result of
uncertainty regarding their employment following the proposed transactions;

• the pendency and outcome of the legal proceedings that have been or may be instituted against Brocade, its directors, executive officers and others
relating to the proposed transactions;

• announcements related to the proposed transactions could result in adjustments to the terms of the warrant transactions (the “Warrant
Transactions”) Brocade entered into in connection with the issuance of the 1.375% convertible senior unsecured notes due 2020 (the “2020
Convertible Notes”); and

• the diversion of Brocade’s employees’ and management’s attention due to activities related to the proposed transactions.

As noted above, on February 22, 2017, and March 29, 2017, Broadcom announced its plans to divest certain portions of Brocade’s IP Networking
business to each of ARRIS and Extreme Networks following Broadcom’s acquisition of Brocade. Uncertainties regarding these transactions and any planned
divestiture of other portions of Brocade’s IP Networking business, including the completion and timing of any such divestiture, the identity of the buyer or
buyers, and the terms and conditions of any such transaction or transactions, have exacerbated and may continue to exacerbate certain of the risks described
above in relation to this business.

The failure to complete Brocade’s pending acquisition by Broadcom may adversely affect Brocade’s business, financial condition, operating results, and
stock price.

Consummation of the acquisition is subject to certain customary closing conditions, including, without limitation: the absence of legal impediments; the
expiration or termination of the required waiting periods (as extended pursuant to the request for additional information and documentary materials,
commonly referred to as a “second request,” received from the Federal Trade Commission on February 3, 2017) under the Hart-Scott-Rodino Antitrust
Improvements Act of 1976, as amended; antitrust regulatory approval in the People’s Republic of China; and review and clearance by the Committee on
Foreign Investment in the United States. There can be no assurance that these conditions to the completion of the merger will be satisfied in a timely manner
or at all. If the merger is not completed, Brocade’s stock price could fall to the extent its current price reflects an assumption that the acquisition will be
completed. Furthermore, if the acquisition is not completed, Brocade may suffer other consequences that could adversely affect its business, financial
condition, operating results, and stock price including the following:

• any disruptions to Brocade’s business resulting from the announcement and pendency of the proposed transactions, including adverse changes in
its relationships with customers, suppliers, channel partners, other business partners and employees, may continue or intensify in the event the
acquisition is not consummated or is significantly delayed;

• Brocade would have incurred significant costs, including professional services fees and other transaction costs, in connection with the proposed
transactions that it would be unable to recover;

• Brocade may experience continued erosion of EBITDA that may lead to long-term noncompliance with debt financial covenants and erosion of
domestic cash;

• Brocade may be subject to negative publicity or be negatively perceived by the investment or business communities;

• Brocade may be subject to legal proceedings related to the transactions contemplated by the merger agreement;

• Brocade may not be able to take advantage of alternative business opportunities or effectively respond to competitive pressures; and

• Brocade may experience a departure of employees.
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The merger agreement with Broadcom limits Brocade’s ability to pursue alternative transactions, which could deter a third party from proposing an
alternative transaction.

The merger agreement contains provisions that limit Brocade’s ability to pursue an alternative acquisition transaction. These or other provisions may
discourage a potential competing acquirer that might have an interest in acquiring all or a significant part of Brocade from considering or proposing an
acquisition.

Litigation challenging the merger agreement may prevent the merger from being consummated at all or within the expected time frame and may result in
substantial costs to Brocade.

In December 2016 and January 2017, six putative class-action lawsuits (the “Broadcom acquisition-related matters”) were commenced against, among
others, Brocade and its directors in the United States District Court for the Northern District of California. The complaints each allege violations of Sections
14(a) and 20(a) of the Exchange Act and one or more SEC rules arising out of Brocade’s preliminary and definitive proxy statements filed with the SEC on
December 6 and December 20, 2016, respectively, relating to the proposed merger. Among other things, the plaintiffs in these actions seek to enjoin the
defendants from consummating the proposed merger. Brocade stockholders, as plaintiffs, may initiate further stockholder class-action lawsuits also seeking,
among other things, to enjoin consummation of the merger. One of the conditions to the consummation of the merger is that no governmental entity of
competent jurisdiction shall have issued an order or decree which prohibits or prevents the consummation of the merger on the terms contemplated in the
merger agreement. There can be no assurance that Brocade and the other defendants in these lawsuits will be successful in their defenses. An unfavorable
outcome in any such lawsuit could prevent or delay the consummation of the merger and, regardless of the outcome, may result in substantial costs to
Brocade and may otherwise negatively affect its business and operations. For additional information regarding the Broadcom acquisition-related matters, see
Note 8, “Commitments and Contingencies,” of the Notes to Condensed Consolidated Financial Statements in Part I, Item 1 of this Form 10-Q.

The consummation of the proposed Broadcom acquisition could result in substantial obligations becoming payable in respect of the 2020 Convertible
Notes, the Warrant Transactions, the 2023 Notes, and the Credit Agreement, which could negatively impact Brocade’s cash flows and financial position.

The proposed acquisition of Brocade by Broadcom would constitute a “Fundamental Change” under the terms of the 2020 Convertible Notes, would
constitute a “Change in Control” under the Credit Agreement (the “Credit Agreement”) with Wells Fargo Bank, National Association, and certain other
lenders (collectively, the “Lenders”), would result in a termination of the Warrant Transactions, and could result in a “Change of Control Triggering Event”
under the 4.625% senior notes due 2023 (the “2023 Notes”). In addition, the consummation of the proposed transaction would result in a temporary
adjustment to the conversion rate for the 2020 Convertible Notes. Specifically:

• Holders of the 2020 Convertible Notes have the right to require Brocade to repurchase their convertible notes upon the occurrence of a
“Fundamental Change” (as defined in the indenture governing the 2020 Convertible Notes) at a repurchase price of 100% of the principal amount
plus accrued and unpaid interest, if any.

• The 2020 Convertible Notes would become convertible for a specified period of time following the consummation of the proposed Broadcom
acquisition, which would require Brocade to make cash payments up to the full conversion value of any notes being converted; Brocade could not
elect to settle the conversion of the notes with shares of its common stock.

• Holders of the 2023 Notes have the right to require Brocade to repurchase their notes upon the occurrence of a “Change of Control Triggering
Event” (as defined in the indenture governing the 2023 Notes), at a repurchase price equal to 101% of the principal amount plus accrued and
unpaid interest, if any. The proposed Broadcom acquisition would result in a Change of Control Triggering Event if the acquisition were
accompanied or followed within a specific period by certain downgrades of the ratings of the 2023 Notes.

• A “Change of Control” under the Credit Agreement would constitute an event of default and permit the Lenders to cause the acceleration of the
repayment of all of the outstanding amounts owed thereunder.

• Upon termination of the Warrant Transactions in connection with the proposed Broadcom acquisition, Brocade would be required to settle such
transactions in cash. Further, announcements relating to the proposed acquisition may result in adjustments to the terms of the Warrant
Transactions to take into account the economic effect of the proposed acquisition, which could result in greater amounts becoming due upon
termination or otherwise have a dilutive effect.
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The foregoing payment obligations would materially impact Brocade’s cash flows and financial position, and Brocade may not have enough available
cash or be able to obtain financing on acceptable terms (or at all) at the time to discharge those payment obligations.

Failure to successfully compete in the networking market could prevent Brocade from increasing or maintaining revenue, profitability, and cash flows
with respect to its networking solutions.

The networking market is highly competitive and is undergoing significant transitions due to the adoption of new technologies, such as cloud
computing, virtualization, software networking, and infrastructure-as-a-service. For example, companies such as Amazon Web Services, Inc., Microsoft
Corporation, Cisco Systems, Inc. (“Cisco”) and Hewlett Packard Enterprise Company (“HPE”) all offer cloud computing services for the enterprise market,
and some customers may choose to procure networking as a service rather than implement on-site networking solutions. Brocade sells into certain sections of
the enterprise market which, over time, could shift their information technology (“IT”) spending substantially or completely to cloud services. If Brocade is
unable to build and sustain relationships with companies that will continue to invest in their own on-site networks, Brocade’s revenue and profitability could
be adversely affected.

Other shifts in the networking market are also creating competitive challenges for Brocade. For example, data center buying patterns are shifting to
converged infrastructures in which computer, network, and storage systems are sold as bundled solutions. If Brocade is unsuccessful in having its products
included in those bundled solutions, Brocade’s market share could be adversely affected. Also, Juniper Networks, Inc. (“Juniper”) and HPE have launched
new offerings, including “whitebox” switches, which those companies have promoted as a low-cost option for networking equipment purchasers. These and
other market dynamics, as well as further commoditization of networking products, could negatively impact Brocade’s business and financial results.

Following its acquisition of Ruckus Wireless, Inc. (“Ruckus”), Brocade has become a vendor of wireless networking products. Previously, Brocade had
relied on partner relationships developed with other companies for access to wireless networking technologies, including access to wireless networking
products to supplement Brocade’s wireline campus business. Those partner relationships may be adversely affected by the fact that Brocade now competes
with those companies’ wireless networking businesses.

Cisco maintains a dominant position in the networking market; however, customers also have many choices in both traditional and emerging networking
technology and networking providers. These other competitors in the networking market include A10 Networks, Inc.; Arista Networks, Inc.; Avaya Inc.; Dell,
Inc. (now, Dell Technologies Inc. (“Dell Technologies”)); Extreme Networks, Inc.; F5 Networks, Inc.; HPE; Huawei Technologies Co. Ltd.; Juniper; Nokia
Corporation (“Nokia”); and Nutanix, Inc. Many of Brocade’s competitors have longer operating histories; greater financial, technical, sales, marketing, and
other resources; more name recognition; and larger customer-installed bases than Brocade. These companies’ businesses may have better economies of scale,
and therefore these companies could also adopt more aggressive pricing policies than Brocade. Some of these companies’ brands are better known by end
users than Brocade’s brand, and channel partners often prefer to sell well-known brands to end-user accounts. In addition, some of Brocade’s current and
potential competitors have in the past, and could in the future, enhance their business models through acquisitions, divestitures, or new strategic alliances
designed to enable them to better compete for customers by offering more comprehensive solutions. For example, in recent years, Dell Technologies acquired
EMC Corporation (now, “Dell EMC”), Cavium, Inc. (“Cavium”) acquired QLogic Corporation, and Nokia acquired Alcatel-Lucent. Such industry
consolidation may increase competitive dynamics in Brocade’s markets, impact Brocade’s partner ecosystem, and limit certain routes to market for Brocade’s
solutions. Also, any one of these competitors could devote more resources to develop, promote, and sell their products, and, therefore, could respond more
quickly to changes in customer or market requirements and adopt more aggressive pricing policies. Brocade’s failure to successfully compete in the
networking market would harm its business and financial results.

Conditions in the SAN market could adversely affect Brocade’s business, financial results, and growth prospects.

Approximately one-half of Brocade’s fiscal year 2016 revenue was generated from its SAN business. As such, Brocade’s business, financial results, and
growth prospects may be impacted significantly by changes in SAN market conditions. For example, total SAN market revenue contracted in calendar years
2015 and 2016 due to, among other factors, the increasing efficiency of SAN products, the adoption of other networking protocols, changes in data center
architectures, hyper-converged solutions and other new storage technologies, and the other competitive factors described in the risk factor above.

Revenue generated from sales of Brocade’s SAN products is also impacted by the amount of storage capacity deployed by its SAN customers. While the
amount of storage capacity deployed is growing, the rate of that growth has declined in recent years.
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In addition, revenue generated from sales of Brocade’s SAN products is impacted by the average selling price for those products. While the overall
average selling price for Brocade’s SAN products has increased in recent periods, that increase has been largely due to the introduction of new products.
Accordingly, that trend may not be sustained if Brocade is unable to continue to successfully introduce and obtain customer acceptance of new SAN products
at the same rate, or at all.

The health of the overall SAN market will also depend on continued market participation by other SAN ecosystem vendors, such as Broadcom and
Cavium, who produce Fibre Channel host bus adapters for servers and interconnect technology for storage arrays.

If Brocade fails to successfully address these SAN market conditions, Brocade’s business, financial results, and growth prospects may be adversely
affected.

A limited number of major original equipment manufacturer (“OEM”) partners comprise a significant portion of Brocade’s revenues; the loss of revenue
from, or decreased inventory levels held by, any of these major OEM partners could significantly reduce Brocade’s revenues and adversely affect its
financial results.

Brocade’s SAN business depends on recurring purchases from a limited number of large OEM partners for a substantial portion of its revenues,
specifically Dell EMC, HPE, and International Business Machines Corporation (“IBM”). As a result, revenues from these large OEM partners have a
significant impact on Brocade’s quarterly and annual financial results. For fiscal years 2016, 2015, and 2014, these three OEM partners each represented 10%
or more of Brocade’s total net revenues, for a combined total of 36%, 41%, and 46% of total net revenues, respectively. Brocade’s agreements with its OEM
partners are typically cancellable and nonexclusive, and have no minimum or specific timing requirements for purchases. Brocade’s OEM partners could
increase the amount purchased from Brocade’s competitors, introduce their own technology, or experience lower demand for Brocade SAN products from
their end customers.

Also, one or more of Brocade’s OEM partners could elect to divest certain lines of business, split their business, or consolidate or enter into a strategic
partnership with one of Brocade’s competitors, such as IBM’s sale of certain lines of business to Lenovo Group Limited, HPE becoming a separate public
company, and the acquisition of the former EMC Corporation by Dell Technologies, which could reduce or eliminate Brocade’s revenue opportunities with
that OEM partner. In addition, business execution or other operating performance issues experienced by Brocade’s OEM partners has in the past, and may in
the future, adversely affect Brocade’s revenue and financial results. Brocade anticipates that a significant portion of its revenues and operating results from its
SAN business will continue to depend on sales to a relatively small number of OEM partners. Brocade’s business and financial results could be harmed by the
loss of any one significant OEM partner, a decrease in the level of sales to any one such partner, a change in any one such partner’s go-to-market strategy, or
an unsuccessful negotiation on key terms, conditions, or timing of purchase orders placed during a quarter.

Brocade may not realize the anticipated benefits of past or future acquisitions, divestitures, and strategic investments, and the integration of acquired
companies or technologies or divestiture of businesses may negatively impact Brocade’s business and financial results.

Brocade has acquired—or made strategic investments in—other companies, products, or technologies, and Brocade may make additional acquisitions
and strategic investments in the future. For example, in the third quarter of fiscal year 2016, Brocade acquired Ruckus. The ability of Brocade to realize the
anticipated benefits of its acquisitions and strategic investments involves numerous risks, including, but not limited to, the following:

• The target market for the acquired products may not develop within the expected time frame or may evolve in a different technical direction;

• Difficulties in successfully integrating the acquired businesses and realizing any expected synergies, including failure to integrate successfully the
sales organizations;

• Failure to communicate to customers the capabilities of the combined company;

• Unanticipated costs, litigation, and other contingent liabilities, including liabilities associated with acquired intellectual property;

• Diversion of management’s attention from Brocade’s daily operations and business;

• Adverse effects on existing business relationships with suppliers and customers, including delays or cancellations of customer purchases, as well
as revenue attrition in excess of anticipated levels if existing customers alter or reduce their historical buying patterns;
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• Risks associated with entering into markets in which Brocade has limited or no prior experience, including the potential for a lower level of
understanding of specific market dynamics;

• Inability to attract and retain key employees;

• Inability to successfully develop new products and services on a timely basis to address the market opportunities of the combined company;

• Inability to compete effectively against companies already serving the broader market opportunities expected to be available to the combined
company;

• Inability to qualify the combined company’s products with OEM partners on a timely basis, or at all;

• Inability to successfully integrate financial reporting and IT systems;

• Inability to develop software-oriented back-office systems and processes necessary to sell and support a variety of software-based offerings;

• Failure to successfully manage additional business locations, including the infrastructure and resources necessary to support and integrate such
locations;

• Assumption or incurrence of debt and contingent liabilities and related obligations to service such liabilities and potential limitations on Brocade’s
operations in order to satisfy financial and other negative operating covenants;

• Additional costs, such as increased costs of manufacturing and service; costs associated with excess or obsolete inventory; costs of employee
redeployment, relocation, and retention, including salary increases or bonuses; accelerated amortization of deferred equity compensation,
severance payments, reorganization, or closure of facilities; taxes; advisor and professional fees; and termination of contracts that provide
redundant or conflicting services; and

• The impact of acquisition- and integration-related costs, goodwill or in-process research and development impairment charges, amortization costs
for acquired intangible assets, and acquisition accounting treatment, including the loss of deferred revenue and increases in the fair values of
inventory and other acquired assets, on Brocade’s operating results and financial condition.

Risks associated with acquisitions can be more pronounced for larger and more complicated transactions. For example, Brocade completed its
acquisition of Ruckus in May 2016. The size of the Ruckus acquisition increases both the scope and consequence of the ongoing risks and challenges
associated with that acquisition. These risks are further exacerbated by the pending acquisition of Brocade by Broadcom and Broadcom’s planned divestiture
of Brocade’s wireless and campus networking businesses, which include Ruckus, to ARRIS. Brocade may not successfully address those risks and challenges
in a timely manner, or at all. If that occurs, Brocade may not fully realize all of the anticipated benefits of the Ruckus acquisition, and its revenue, expenses,
operating results and financial condition could be adversely affected.

Brocade may also divest or reduce its investment in certain businesses or product lines from time to time. Such divestitures involve risks, such as
difficulty separating portions of or entire businesses, distracting employees, incurring potential loss of revenue, negatively impacting margins, and potentially
disrupting customer relationships. Brocade may also incur significant costs associated with exit or disposal activities, related impairment charges, or both.
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Uncertainty about or a slowdown in the domestic and/or international economies has adversely affected, and may increasingly adversely affect, Brocade’s
operating results and financial condition.

In recent years, the rate of economic growth in the United States has moderated and in certain other countries, including China, has significantly
declined. In addition, uncertainty exists about the future growth of the domestic and international economies. Such uncertainty and slowdowns have resulted
in, and may again result in, lower growth or a decline in IT-related spending, and, consequently, lead to lower growth or a decline in the networking market
(including high-performance data networking solutions). Historically, IT spending has declined as general economic and market conditions have worsened
due to geopolitical uncertainty. In addition, IT spending by international customers may decline if the value of the local currencies weaken against the U.S.
dollar. Brocade is particularly susceptible to reductions in IT spending because the purchase of networking solutions is often discretionary and may involve a
significant commitment of capital and other resources. The loss or delay of orders from any of Brocade’s more significant customers, such as individual
branches or agencies within the U.S. federal government, or customers within the service provider, financial services, education (including technology
improvements for schools funded by the U.S. federal government commonly known as the E-Rate program), and health sectors, could also cause Brocade’s
revenue and profitability to suffer. For example, Brocade’s revenue and operating results could be negatively impacted if the U.S. federal government
experiences delays in procurement due to longer decision-making time frames and/or a shift in IT procurement priorities. Economic uncertainty has caused,
and may cause further, reductions in Brocade’s revenue, profitability, and cash flows, along with increased price competition, increased operating costs, and
longer fulfillment cycles. Moreover, economic uncertainty may exacerbate many other risks noted elsewhere in this Form 10-Q, which could adversely affect
Brocade’s business operations and financial condition.

Brocade’s future revenue growth depends on its ability to successfully introduce and achieve market acceptance of new products, services, and support
offerings on a timely basis.

Developing new products, services, and support offerings requires significant upfront investments that may not result in revenues for an extended period
of time, if at all. Brocade must achieve market acceptance of its new product and support offerings on a timely basis in order to realize the benefits of its
investments. However, the market for networking solutions, driven in part by the growth and evolution of the Internet and adoption of new technologies, such
as software-defined networking, network functions virtualization, and Wi-Fi-related cloud services, is characterized by rapidly changing technology,
accelerated product introduction cycles, changes in customer requirements, and evolving industry standards. In addition, many of Brocade’s new products,
services, and support offerings will be directed toward customers, including hyperscale cloud providers and large service providers, with whom Brocade does
not have strong existing sales relationships and who may require longer periods of time to evaluate products prior to making purchases. Sales to these
customers may be challenging because sales are often based on long-term relationships and network incumbency and the complex system environments
maintained by these customers often require interoperation with a variety of other vendors and back-office applications. Brocade’s future success depends
largely upon its ability to address the rapidly changing needs of both new and existing customers by: allowing connectivity to other devices and partnering
effectively; keeping pace with technological developments and emerging industry standards; and delivering high-quality, reliable, and cost-effective products,
product enhancements, and services and support offerings on a timely basis.

Other factors that may affect Brocade’s successful introduction of new products, services, and support offerings include, but are not limited to,
Brocade’s ability to:

• Properly predict the market for new products, services, and support offerings, including features, cost-effectiveness, scalability, and pricing—all of
which can be particularly challenging for initial product offerings in new markets;

• Differentiate Brocade’s new products, services, and support offerings from its competitors’ offerings;

• Address the interoperability complexities of Brocade’s products with its OEM partners’ server and storage products and Brocade’s competitors’
products;

• Determine which route(s) to market will be most effective; and

• Manage product transitions, including forecasting demand, managing excess and obsolete inventories, addressing product cost structures, and
managing different sales and support requirements.

Failure to successfully introduce competitive products, services, and support offerings on a timely basis may harm Brocade’s business and adversely
affect Brocade’s financial results.
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If Brocade is unable to successfully transition from older products and corresponding support and service offerings to new products and corresponding
support and service offerings on a timely basis, its business and financial results could be adversely affected.

As Brocade introduces new or enhanced products, such as Brocade’s recently introduced Gen 6 Fibre Channel SAN platform and SLX line of routers
and data center switches, it must successfully manage the transition from older products to minimize disruption in customers’ ordering patterns, avoid
excessive levels of older product inventories, maintain existing support revenue streams, and provide sufficient supplies of new products to meet customer
demands. The introduction of new or enhanced products may shorten the life cycle of Brocade’s existing products or replace the sales of some of Brocade’s
current products, thereby offsetting the benefit of a successful product introduction. When Brocade introduces new or enhanced products, it faces numerous
risks related to product transitions, including the inability to accurately forecast demand, manage excess and obsolete inventories, address new or higher
product cost structures, and manage different sales and support requirements due to the type or complexity of the new or enhanced products. In addition,
customer evaluation periods or any customer uncertainty regarding the timeline for rolling out new products, or Brocade’s plans for future support of existing
products (for example, uncertainty created by Brocade’s pending acquisition by Broadcom and Broadcom’s planned divestiture of certain portions of
Brocade’s IP Networking business), may cause customers to delay purchase decisions or to purchase competing products, which would adversely affect
Brocade’s business and financial results.

The prices of Brocade’s IP Networking products have declined in the past and Brocade expects the prices of its products to decline in the future, which
could reduce Brocade’s revenues, gross margins, and profitability.

The average selling price for Brocade’s IP Networking products has typically declined in the past and will likely decline in the future as a result of
competitive pricing pressures, broader macroeconomic factors, product mix, new product introductions by Brocade or competitors, the entrance of new
competitors, and other factors. In particular, if economic conditions deteriorate and create a more cautious capital spending environment in the IT sector,
Brocade and its competitors could pursue more aggressive pricing strategies in an effort to maintain or increase revenues. If Brocade is unable to offset a
decline in the average selling price of Brocade’s IP Networking products by increasing the volume of products shipped and/or reducing product
manufacturing costs, including key components such as optics, Brocade’s revenues, gross margins, and profitability could be adversely affected.

Brocade’s failure to execute on its overall sales strategy or successfully leverage its channel and direct sales capabilities could significantly reduce its
revenues and negatively affect its business, financial results, and growth prospects.

Brocade offers networking solutions through a multipath distribution strategy, including distributors, resellers, a direct sales force, and OEMs. However,
Brocade’s efforts to increase sales through this multipath distribution strategy may not generate incremental revenue opportunities. Several of Brocade’s
major OEM customers, including Dell EMC, IBM, HPE, and Oracle Corporation, have acquired companies that offer IP Networking solutions that are
competitive with Brocade offerings. A loss of, or significant reduction in, revenue through one of Brocade’s paths to market would negatively impact its
business and financial results.

As the networking industry continues to evolve, partners with which Brocade does not have long-standing relationships, such as cloud service providers
that provide routing and infrastructure-as-a-service and global systems integrators that provide complete solutions to end users interested in upgrading to
more modern architectures, may become increasingly important. In addition, as more enterprises purchase infrastructure-as-a-service offerings from
hyperscale cloud providers and large service providers, sales through some of Brocade’s existing paths to market could decline. If Brocade fails to build or
grow successful relationships with these partners and service providers, Brocade’s business and financial results could be adversely affected.

Brocade’s failure to successfully develop new and/or maintain its current channel partner relationships, or the failure of these partners to successfully
sell Brocade’s products (for example, by devoting more resources to marketing and supporting Brocade’s competitors’ products and services), could reduce
Brocade’s growth prospects significantly. In addition, Brocade’s ability to respond to the needs of its distribution and reseller partners in the future may also
depend on third parties producing complementary products and applications for Brocade products to enable these partners to be competitive in the market. In
addition, Brocade may not successfully achieve its expanded go-to-market objectives, which include effectively maintaining or expanding sales through its
distribution channels, successfully managing distribution and reseller partner relationships, and effectively training and incentivizing its channel partners. If
Brocade fails to respond successfully to the needs of these distribution and reseller partners and their customers, Brocade’s business and financial results
could be adversely affected.
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If Brocade does not manage the risks associated with its wireless networking business properly, its revenue and profitability could be adversely affected.

As described below, certain risks that accompany Brocade’s new wireless networking business differ from those of Brocade’s other businesses.

The success of Brocade’s wireless networking business depends on the continued growth and reliance on Wi-Fi, particularly in the service provider and
enterprise markets. The recent growth of the market for Wi-Fi networks is being driven by the increased use of Wi-Fi-enabled mobile devices and the use of
Wi-Fi as a preferred connectivity option to support video, voice, and other higher-bandwidth uses. As a result, mobile service providers and enterprises are
struggling to address the increasing capacity demands. A number of barriers may prevent service providers or their subscribers from adopting Wi-Fi
technology to address the wireless network capacity gap. For example, Wi-Fi operates over an unlicensed radio spectrum, and if the Wi-Fi spectrum becomes
crowded, Wi-Fi solutions will be a less attractive option for service providers. In addition, in order for Wi-Fi solutions to adequately address the capacity gap,
mobile devices should automatically switch from a cellular data network to the service provider’s Wi-Fi network, when available and appropriate, which does
not generally occur. There is no guarantee that service providers and enterprises will continue to utilize Wi-Fi technology, that use of Wi-Fi-enabled mobile
devices will continue to increase, or that Wi-Fi will continue to be the preferred connectivity option for the uses described above. If another technology were
found to be superior to Wi-Fi by service providers or enterprises, it could adversely affect Brocade’s revenue and profitability.

Brocade’s wireless products are designed to interoperate with cellular networks and mobile devices using Wi-Fi technology. These networks and devices
have varied and complex specifications. As a result, Brocade must attempt to ensure that its products interoperate effectively with all of these existing and
planned networks and devices. To meet these requirements, Brocade must continue to undertake development and testing efforts that require significant
capital and employee resources. Brocade may not accomplish these development efforts quickly or cost-effectively, or at all. If Brocade’s wireless products do
not interoperate effectively, orders for Brocade’s wireless products could be delayed or cancelled, potentially resulting in the loss of existing and potential end
customers; Brocade could experience significant warranty, support and repair costs; and the attention of Brocade’s engineering personnel could be diverted
from its product development efforts. In addition, Brocade’s end customers may require Brocade’s products to comply with new and rapidly evolving security
or other certifications and standards. If Brocade’s wireless products are late in achieving or fail to achieve compliance with these certifications and standards,
and/or if Brocade’s competitors achieve compliance with these certifications and standards, such end customers may not purchase Brocade’s products, which
would adversely affect Brocade’s revenue and profitability.

Brocade’s wireless products have been deployed in many different locations and user environments and are capable of providing connectivity to many
different types of Wi-Fi-enabled devices operating a variety of applications. The ability of Brocade’s wireless products to operate effectively can be
negatively impacted by many different elements unrelated to its products. For example, a user’s experience may suffer from an incorrect setting in a Wi-Fi
device. Although certain technical problems experienced by users may not be caused by Brocade’s products, users often perceive the underlying cause to be a
result of poor performance of the wireless network. This perception, even if incorrect, could harm Brocade’s business and reputation.

If Brocade loses key employees or is unable to hire additional qualified employees, its business may be negatively impacted.

Brocade’s success depends, to a significant degree, upon the continued contributions of its employees, including executive officers, engineers, sales
representatives, and others, many of whom would be difficult to replace. Departures, appointments, and changes in roles and responsibilities of officers or
other key members of management may disrupt Brocade’s business and adversely affect Brocade’s operating results.

Brocade believes its future success depends, in large part, upon its ability to attract highly skilled employees and operate effectively in geographically
diverse locations. Brocade has relied heavily on equity awards in the form of stock options and restricted stock units as one means for recruiting and retaining
highly skilled employees. The effectiveness of these equity awards in recruiting and retaining employees could be reduced if Brocade has to reduce the size of
the equity awards granted to its employees or if there is a sustained decline in the trading price of Brocade’s shares. There are also limited qualified
employees in each of Brocade’s markets, and competition for such employees is very aggressive. In particular, Brocade operates in various locations with
highly competitive labor markets, including Bangalore, India, and San Jose, California. Brocade may experience difficulty in hiring key management and
qualified employees with skills in nearly all areas of Brocade’s business and operations.
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The loss of the services of any of Brocade’s key employees, the inability to attract or retain qualified employees in the future, or delays in hiring
required employees—particularly sales and engineering employees—could delay the development and introduction of Brocade’s products or services and/or
negatively affect its ability to sell products or services.

In addition, the pending acquisition of Brocade by Broadcom, and Broadcom’s planned divestiture of certain portions of Brocade’s IP Networking
business, have had and may continue to have an adverse effect on Brocade’s ability to retain and motivate current employees or attract and retain prospective
employees, each of whom may be uncertain about their future roles and relationships following the completion of the transactions. Further, Brocade’s ability
to change compensation or take other actions to retain employees is limited under the merger agreement. Attrition of Brocade’s employees will likely have an
adverse effect on Brocade’s business.

Brocade has a substantial amount of acquired intangible assets, goodwill, and deferred tax assets on its balance sheet, and if Brocade is required to
record impairment charges for these assets, such impairment charges could adversely affect Brocade’s financial results.

Brocade has a substantial amount of acquired intangible assets and goodwill on its balance sheet related to Brocade’s prior acquisitions. Brocade’s
determination of the fair value of its long-lived assets relies on management’s assumptions of future revenues, operating costs, and other relevant factors.
Brocade’s estimates with respect to the useful life or ultimate recoverability of Brocade’s carrying basis of assets, including acquired intangible assets, could
change as a result of changes in strategic focus, competition, or other changes affecting management’s assumptions. If management’s estimates of future
operating results change or if there are changes to other assumptions, such as the discount rate applied to future cash flows, then the estimated fair value of
Brocade’s reporting units could change significantly, which could result in goodwill impairment charges. The risk of a future goodwill impairment charge is
comparatively high for the IP Networking Products reporting unit because, based on the Company’s fiscal year 2016 annual goodwill impairment test, the
estimated fair value of that reporting unit’s net assets, which include goodwill, exceeded the carrying value of those net assets by only approximately $181
million. For a sensitivity analysis that quantifies the impact of certain key assumptions used by Brocade on the fair value estimates for the IP Networking
Products reporting unit, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Critical Accounting Policies and
Estimates” in Part I, Item 2 of this Form 10-Q. If future impairment tests should result in a charge to earnings, Brocade’s financial results would be adversely
affected.

Brocade has determined that, more likely than not, it will realize its deferred tax assets based on positive evidence of its historical operations and
projections of future income, except for the deferred tax assets related to California and remaining capital loss carryforwards for which a valuation allowance
has been applied. In the event that future income by jurisdiction is less than what is currently projected, Brocade may be required to apply a valuation
allowance to these deferred tax assets in jurisdictions where realization of such assets is no longer more likely than not, which could result in a charge to
earnings that would adversely affect Brocade’s financial results.

Cyberattacks and data security breaches could disrupt Brocade’s operations, negatively impact Brocade’s reputation, and erode customers’ trust.

Cyberattacks and other malicious attacks could lead to data breaches, computer break-ins, malware, viruses, and unauthorized tampering with Brocade’s
computer systems, intellectual property, and confidential information of its customers and partners. These attacks could disrupt Brocade’s operations,
negatively impact Brocade’s reputation, and erode customers’ trust. Brocade’s IT systems also rely in part upon certain business management and
communication tools provided by third-party vendors, and security flaws or outages in such tools could adversely affect Brocade’s operations. Despite
implementation of cybersecurity measures by Brocade and its third-party vendors, Brocade or such vendors may not successfully limit attacks by malicious
third parties if they attempt to undermine or disrupt those cybersecurity measures.

Additionally, if an actual or perceived cyberattack or data security breach occurs in Brocade’s network or in one of Brocade’s customers’ networks,
regardless of whether the breach is attributable to Brocade’s products, the market perception of the effectiveness of Brocade’s products could be harmed.
Brocade may suffer reputational harm and Brocade’s customers’ trust may be eroded as a result of a data security breach involving customers’ or employees’
information, which could negatively impact revenue, expenses, and profitability. Customers have become increasingly sensitive to government-sponsored
surveillance and may believe that, as a U.S.-based manufacturer, Brocade’s equipment contains “backdoor” code that would allow customer data to be
compromised by either governmental bodies or other third parties. As a result, customers may choose not to deploy Brocade networking products, which
could negatively impact Brocade’s business and financial results.
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Brocade’s revenues, operating results, and cash flows may fluctuate from period to period due to a number of factors, which makes predicting financial
results difficult.

IT spending is subject to cyclical and uneven fluctuations, which could cause Brocade’s financial results to fluctuate unevenly and unpredictably. For
example, the U.S. federal budget for government IT spending can be highly seasonal and subject to delays, reductions, and uncertainty due to changes in the
political and legislative environment. It can also be difficult to predict the degree to which end-customer demand and the seasonality and uneven sales
patterns of Brocade’s OEM partners or other customers will affect Brocade’s business in the future, particularly as Brocade releases new or enhanced
products. While Brocade’s first and fourth fiscal quarters are typically stronger quarters for SAN products and Brocade’s third and fourth fiscal quarters are
typically stronger quarters for IP Networking solutions, future buying patterns may differ from historical seasonality. If the mix of revenue changes, it may
also cause results to differ from historical seasonality. Accordingly, Brocade’s quarterly and annual revenues, operating results, cash flows, and other financial
and operating metrics may vary significantly in the future, and the results of any prior periods should not be relied upon as an indication of future
performance. In addition, the announcement and pendency of Brocade’s agreement to be acquired by Broadcom, Broadcom’s planned divestiture of certain
portions of Brocade’s IP Networking business, or the failure to complete the proposed transactions on a timely basis or at all, could have a material adverse
effect on, and cause fluctuations in, Brocade’s operating results.

Failure to accurately forecast demand for Brocade’s products or to successfully manage the production of its products could increase Brocade’s product
cost and adversely affect its revenue, margins and profitability.

Brocade provides product forecasts to its contract manufacturers (“CMs”) and places purchase orders with them in advance of the scheduled delivery of
products to Brocade’s customers. In preparing sales and demand forecasts, Brocade relies largely on input from its sales force, partners, resellers, and end-
user customers. If Brocade is unable to accurately forecast demand, or if Brocade fails to effectively communicate with its distribution partners about end-
user demand or other time-sensitive information, Brocade’s ability to successfully manage production could be negatively impacted. Brocade’s ability to
accurately forecast demand also may become increasingly limited as Brocade introduces new or enhanced products, begins phasing out certain products, or
acquires other companies or businesses. Further, the announcement and pendency of Broadcom’s proposed acquisition of Brocade and planned divestiture of
certain portions of Brocade’s IP Networking business increase the challenge of accurately forecasting customer demand. If these forecasts are inaccurate,
Brocade may be unable to obtain adequate manufacturing capacity from its CMs to meet customers’ delivery requirements, which could cause customers to
cancel their orders for Brocade products. Inaccurate forecasts also could cause Brocade to accumulate excess inventories or incur costs associated with excess
manufacturing capacity. If customers cancel their orders, Brocade’s revenue may be adversely affected. If excess inventories accumulate, Brocade’s gross
margins may be negatively impacted by write-downs for excess and/or obsolete inventory. In addition, Brocade will experience higher fixed costs as it
expands its CMs’ capabilities for forecasted demand, which could negatively affect Brocade’s margins if demand decreases suddenly and Brocade is unable to
reduce these fixed costs.

Additionally, most of Brocade’s manufacturing overhead and expenses are fixed in the short term or incurred in advance of receipt of corresponding
revenue, and Brocade may not be able to reduce such expenses sufficiently to offset declining product prices, reduced volumes, or other factors. As a result,
Brocade’s gross margins may be adversely affected by fluctuations in manufacturing volumes, component costs, foreign currency exchange rates, the mix of
product configurations sold, and the mix of distribution channels through which its products are sold. Brocade’s gross margins may also be adversely affected
if product or related warranty costs associated with Brocade’s products are greater than previously experienced.

Brocade has extensive international operations, which expose its business and operations to additional risks.

Brocade has significant international operations, and a significant portion of Brocade’s sales occur in international jurisdictions. In addition, Brocade’s
CMs have significant operations in China and other locations outside the United States. Brocade’s international sales of its IP Networking solutions have
primarily depended on its distributors and resellers. Maintenance or expansion of international sales or international operations involves inherent risks that
Brocade may not be able to control, including, but not limited to, the following:

• Compliance by Brocade and its channel partners and other agents with numerous and often complex U.S. and other applicable government
regulations prohibiting certain end-uses and restricting trade with embargoed or sanctioned countries, such as Iran and Russia, and with denied
parties;

• Difficulty in conducting due diligence with respect to business partners in certain international markets;
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• Exposure to economic instability or fluctuations in international markets, such as China, that could cause reductions in IT spending;

• Exposure to inflationary risks and/or wage inflation in certain countries, such as India;

• Increased exposure to foreign currency exchange rate fluctuations, including currencies such as the British pound, the Chinese yuan, the euro, the
Indian rupee, the Japanese yen, the Singapore dollar, and the Swiss franc;

• Exposure to sovereign debt risk and political and economic instability in certain regions of Europe, including Russia and Turkey, and certain
countries with newly advanced economies, including China and Brazil;

• Multiple potentially conflicting and changing governmental laws, regulations, technical standards, certification requirements, and practices,
including differing environmental, data privacy, export, import, trade, manufacturing, product compliance, tax, labor, and employment laws;

• Compliance by Brocade and its channel partners and other agents with the numerous and often complex U.S. and other applicable government
regulations relating to exports and imports, and associated licensing requirements, particularly in the area of encryption technology;

• Reduced or limited protection of intellectual property rights, particularly in jurisdictions that have less-developed intellectual property regimes,
such as China and India;

• Commercial laws and business practices that favor local competition;

• In certain international regions, particularly those with rapidly developing economies, it may be common to engage in business practices that are
prohibited by anti-bribery laws, such as the U.S. Foreign Corrupt Practices Act and the U.K. Bribery Act;

• Increased complexity, time, and costs of managing international operations;

• Managing research and development and sales teams in geographically diverse locations, including teams divided between the United States, the
United Kingdom, and India;

• Effective communications across multiple geographies, cultures, and languages;

• Recruiting sales and technical support personnel with the skills to design, manufacture, sell, and support Brocade’s products in international
markets;

• Longer sales cycles and manufacturing lead times;

• Increased complexity and cost of providing customer support and maintenance for international customers;

• Difficulties in collecting accounts receivable;

• Increased complexity of logistics and distribution arrangements; and

• Increased complexity of accounting rules and financial reporting requirements.

In addition, the June 2016 announcement of the results of the United Kingdom European Union membership referendum (commonly referred to as
“Brexit”) advising for the exit of the United Kingdom from the European Union has created economic, financial, and regulatory uncertainty, which may cause
Brocade’s customers to closely monitor their costs and reduce their spending on Brocade’s products and services.

Any of these factors could negatively impact Brocade’s business, revenues, and profitability.

If product orders are received late in a fiscal quarter, Brocade may be unable to recognize revenue for these orders in the same quarter, which could
adversely affect quarterly financial results.

Brocade’s IP Networking business typically experiences significantly higher levels of customer orders toward the end of a fiscal period. Customer
orders received toward the end of the period may not ship within the period due to a lack of available inventory and manufacturing lead times. The inability to
ship within the quarter in which the customer orders are received could negatively impact Brocade’s financial results in a particular quarter.
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Brocade is subject to—and will continue to be subject to—intellectual property infringement claims and litigation that are costly to defend and/or settle,
which could result in significant damages and other costs to Brocade and limit Brocade’s ability to use certain technologies in the future.

Brocade competes in markets in which companies are frequently subject to claims and related litigation regarding patent and other intellectual property
rights. Third parties have, from time to time, asserted patent, copyright, trade secret, and/or other intellectual property-related claims against Brocade and/or
employees of Brocade. These claims may be, and have in the past been, made against Brocade’s products and services, subcomponents of its products,
methods performed by its products or a combination of products, including third-party products, methods used in its operations, or uses of its products by its
customers. The claimant may seek various remedies against Brocade, such as money damages, disgorgement of profits, injunctions barring sales of infringing
goods, or exclusion orders barring import of products into the U.S., among other possible remedies. Moreover, these claims may concern Brocade’s hiring of
a former employee of the third-party claimant. Brocade and companies acquired by Brocade have in the past incurred, and will likely incur in the future,
substantial expenses to defend against such third-party claims. In particular, as a result of the acquisition of Ruckus, Brocade now competes in new markets,
including the Wireless LAN market, that may result in relatively greater numbers of third-party intellectual property claims. Brocade’s suppliers and
customers also may be subject to third-party intellectual property claims with respect to their own products, which could negatively impact the suppliers’
ability to supply Brocade with components or customers’ willingness to purchase products from Brocade. In addition, Brocade may be subject to claims,
defenses, and indemnification obligations with respect to third-party intellectual property rights pursuant to Brocade’s agreements with suppliers, OEM and
channel partners, or customers. If Brocade refuses to indemnify or defend such claims, for instance, even in situations in which the allegations are meritless,
then suppliers, partners, or customers may refuse to do business with Brocade. Parties that assert such intellectual property claims may be unreasonable in
their demands, or may simply refuse to settle, which could lead to prolonged periods of litigation, additional burdens on employees or other resources,
distraction from Brocade’s business operations, component supply stoppages, expensive settlement payments, and lost sales. Furthermore, there is little or no
information publicly available concerning market or fair values for licenses and/or settlement fees, which can lead to overpayment of license or settlement
fees. Any of the above scenarios could have an adverse effect on Brocade’s financial position, financial results, cash flows, and future business prospects.

Undetected software or hardware errors could increase Brocade’s costs, reduce its revenues, and delay market acceptance of its products.

Networking products frequently contain undetected software or hardware errors when first introduced or as new versions are released. As Brocade
continues to expand its product portfolio to include software-centric products, which may include software licensed from third parties, errors may be found
from time to time in these products. In addition, through its acquisitions, Brocade has assumed—and may in the future assume—products previously
developed by an acquired company that have not been through the same level of product development, testing, and quality control processes used by Brocade,
and may have known and/or undetected errors. Some types of errors may not be detected until the product is installed in a user environment. In addition,
Brocade products are often combined with other products, including software from other vendors, and these products often need to interoperate. For IT
products that have different specifications, utilize multiple protocol standards, or may be procured from other vendors, it may be difficult to identify the
source of any problems. Identifying the source of and remediating these problems may cause Brocade to incur significant warranty and repair costs, divert the
attention of engineering personnel from product development efforts, and cause significant customer relations problems, resulting in lower profitability from
increased costs and/or decreased revenue. Moreover, the occurrence of hardware and software errors, whether caused by Brocade products or another
vendor’s products, could delay market acceptance of new or enhanced Brocade products.
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Brocade’s supply chain is dependent on several sole-source and limited-source suppliers and a limited number of major CMs, either one or both of which
may significantly impact Brocade’s financial results.

Although Brocade uses standard parts and components for its products where possible, Brocade’s CMs currently purchase, on Brocade’s behalf, several
key components used in the manufacture of its products from single- or limited-source suppliers. Brocade’s single-source components include, but are not
limited to, its application-specific integrated circuits (commonly referred to as “ASICs”) and its Wi-Fi chipsets. Brocade’s principal limited-source
components include memory, certain oscillators, microprocessors, certain connectors, certain logic chips, power supplies, programmable logic devices,
printed circuit boards, certain optical components, packet processors, and switch fabric components. Brocade generally acquires these components through
purchase orders and has no long-term commitments regarding supply or pricing with such suppliers. If Brocade is unable to obtain these and other
components when required, or if Brocade’s suppliers experience component defects, Brocade may not be able to deliver its products to customers in a timely
manner and may be required to repair or retrofit products previously delivered to customers, at significant expense to Brocade. In addition, a challenging
economic or industry environment could cause some of these sole-source or limited-source suppliers to delay or halt production, go out of business, or be
acquired by third parties, which could result in a disruption in Brocade’s supply chain. Brocade’s supply chain could also be disrupted in a variety of other
circumstances that may impact its suppliers and partners, including adverse results from intellectual property litigation or natural disasters. Any
manufacturing disruption by these sole-source or limited-source suppliers could severely impair Brocade’s ability to fulfill orders and may significantly
impact its financial results.

In addition, the loss of any of Brocade’s major CMs, or portions of their capacity, could significantly impact Brocade’s ability to produce its products for
an indefinite period of time. Qualifying a new CM and commencing volume production is typically a lengthy and expensive process. A CM may move the
production lines for Brocade’s products to new locations or factories, and this may result in delays or disruptions. If Brocade changes any of its CMs or if any
of its CMs experience unplanned delays, disruptions, capacity constraints, component parts shortages, or quality control problems in their manufacturing
operations, shipment of Brocade’s products to customers could be delayed and result in loss of revenues.

Brocade’s intellectual property rights may be infringed upon or misappropriated by others, and Brocade may not be able to protect or enforce its
intellectual property rights.

Brocade’s intellectual property rights may be infringed upon or misappropriated by others, including by competitors, partners, former employees,
foreign governments, or other third parties. In some cases, such infringement or misappropriation may be undetectable, or enforcement of Brocade’s
intellectual property rights may be impractical. Brocade has filed, and may in the future file, lawsuits against third parties in an effort to enforce its
intellectual property rights. Intellectual property litigation is expensive and unpredictable. There can be no assurance that Brocade will prevail in such
assertions or enforcement efforts, either on the merits, or with respect to particular relief sought, such as damages or an injunction. Nor can there be any
assurance that any awarded damages ultimately will be paid to Brocade. Furthermore, the opposing party may attempt to prove that the asserted intellectual
property rights are invalid or unenforceable, and, if successful, may seek recompense for its attorneys’ fees and costs or countersue Brocade as part of its
defense. Finally, there can be no assurance that any attempt by Brocade to enforce its intellectual property rights, even if successful in court, will improve
Brocade’s sales, diminish the defendant’s sales, or stop the defendant’s allegedly unfair competition.

Brocade relies on a combination of patent, copyright, trademark, and trade secret laws, along with measures such as physical and operational security
and contractual restrictions, to protect its intellectual property rights in its proprietary technologies, but none of these methods of protection may be entirely
appropriate or adequate to address all risks that could result in a loss of intellectual property rights. Loss or violation of Brocade’s intellectual property rights
could adversely affect Brocade’s business and operating results through a loss of revenue or an increase in expenses.

Brocade relies on licenses from third parties, and the loss or inability to obtain any such license could adversely affect its business.

Many Brocade products are designed to include software or other intellectual property licensed from third parties. There can be no assurance that the
necessary licenses will be available on acceptable terms, if at all. Brocade’s inability to obtain certain licenses or other rights on favorable terms, or the
termination of existing licenses, could have an adverse effect on Brocade’s business, operating results, and financial condition, including its ability to continue
to distribute or support affected products.
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In addition, if Brocade has failed, or in the future fails, to adequately manage the use of commercial or “open-source” software in Brocade’s products, or
if companies acquired by Brocade fail in such regard, Brocade may be subject to copyright infringement litigation or other claims. Furthermore, Brocade may
be required, for commercially licensed software, to pay penalties or undergo costly audits pursuant to the license agreement. In the case of open-source
software, Brocade may be required to license proprietary portions of its products on a royalty-free basis, disclose proprietary parts of source code, or
commence costly product redesigns that could result in a loss of intellectual property rights, product performance degradation, or a delay in shipping products
to customers and result in loss of revenue or increased costs.

Brocade’s planned upgrade of its enterprise resource planning (“ERP”) software solution could result in significant disruptions to its operations.

Brocade is in the process of upgrading its ERP software solution to a newer version. Brocade expects the upgrade to be completed in the first half of
fiscal year 2018. Implementation of the upgraded solution will have a significant impact on Brocade’s business processes, information systems, and internal
controls. The transition will require significant change management, meaningful investment in capital and personnel resources, and coordination of numerous
software and system providers and internal business teams. Brocade may experience difficulties as it manages these changes and transitions to the upgraded
systems and processes, including loss or corruption of data, delayed shipments, decreases in productivity as its personnel implement and become familiar with
new systems and processes, unanticipated expenses (including increased costs of implementation or costs of conducting business), and lost revenues.
Difficulties in implementing the upgraded solution or significant system failures could disrupt Brocade’s operations, divert management’s attention from key
strategic initiatives, and have an adverse effect on its capital resources, financial condition, results of operations, or cash flows. In addition, any delays in
completing the upgrade process, including any delays associated with Broadcom’s proposed acquisition of Brocade, could exacerbate these transition risks as
well as expose Brocade to additional risks in the event that the support for Brocade’s existing ERP software solution is reduced or eliminated.

Business interruptions could adversely affect Brocade’s business operations.

Brocade’s business operations and the operations of its suppliers, CMs, and customers are vulnerable to interruptions caused by acts of terrorism, fires,
earthquakes, tsunamis, nuclear reactor leaks, hurricanes, power losses, telecommunications failures, and other events beyond Brocade’s control. For example,
a substantial portion of Brocade’s facilities, including its corporate headquarters, are located near major earthquake faults. Brocade does not have multiple-site
capacity for all of its services in the event of a business disruption. In the event of a major earthquake, Brocade could experience business interruption
resulting from destruction of facilities or other infrastructure and from loss of life. Brocade does not carry earthquake insurance and has not set aside funds or
reserves to cover potential earthquake-related losses. Additionally, major public health issues, such as an outbreak of a pandemic or epidemic, may interrupt
business operations of Brocade, its CMs, its customers, or its suppliers in those geographic regions affected by that particular health issue. In addition, one of
Brocade’s CMs has a major facility located in an area that is subject to hurricanes, and Brocade’s suppliers could face other natural disasters, such as floods,
earthquakes, extreme weather, and fires. In the event that a business interruption occurs that affects Brocade, its suppliers, CMs, or customers, shipments
could be delayed or cancelled, and Brocade’s business operations and financial results could be harmed.

In addition, Brocade may suffer reputational harm and may not carry sufficient insurance to compensate for financial losses that may occur as a result of
any of these events. Any such event could have an adverse effect on Brocade’s business, operating results, and financial condition, and could expose Brocade
to significant third-party claims of liability and damages.

Brocade is required to assess its internal control over financial reporting on an annual basis, and any adverse findings from such assessment could result
in a loss of investor confidence in its financial reports and significant expense to remediate any internal control deficiencies, and ultimately could have
an adverse effect on its stock price.

Brocade is required to assess the effectiveness of its internal control over financial reporting annually, as required by Section 404 of the Sarbanes-Oxley
Act of 2002. Brocade’s evaluation of the effectiveness of its internal control over financial reporting as of October 29, 2016, its most recent internal control
effectiveness evaluation date, did not include the internal control over financial reporting of Ruckus, a company that Brocade acquired in May 2016. Even
though, as of October 29, 2016, Brocade concluded that its internal control over financial reporting was effective, Brocade needs to maintain its processes and
systems and adapt them as its business grows and changes, including to reflect its integration of Ruckus, as well as any future acquisitions Brocade may
undertake. This continuous process of maintaining and adapting its internal controls and complying with Section 404 is expensive, time consuming, and
requires significant management attention. In addition, Brocade cannot be certain that its internal control measures will continue to provide adequate control
over its financial processes and reporting or ensure compliance with Section 404.
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If Brocade or its independent registered public accounting firm identifies material weaknesses in Brocade’s internal controls, the disclosure of that fact,
even if quickly remedied, may cause investors to lose confidence in Brocade’s financial statements and its stock price may decline. Remediation of a material
weakness could require Brocade to incur significant expenses and, if Brocade fails to remedy any material weakness, its financial statements may be
inaccurate, its ability to report its financial results on a timely and accurate basis may be adversely affected, its access to the capital markets may be restricted,
its stock price may decline, and Brocade may be subject to sanctions or investigation by regulatory authorities, including the U.S. Securities and Exchange
Commission (“SEC”) or the NASDAQ Stock Market LLC (“NASDAQ”). Brocade may also be required to restate its financial statements from prior periods.

Brocade’s business is subject to increasingly complex and changing legal and regulatory requirements that could adversely affect its business, financial
results, and stock price.

Brocade is subject to the changing rules and regulations of federal and state governments, as well as the stock exchange on which Brocade’s common
stock is listed. These entities, including the Public Company Accounting Oversight Board, the Financial Accounting Standards Board, the SEC, the Internal
Revenue Service (the “IRS”), the Financial Industry Regulatory Authority, Inc., and NASDAQ, have issued a significant number of new regulations over the
last several years and continue to develop additional regulations and requirements. Further, Brocade is subject to various rules and regulations of certain
foreign jurisdictions. Brocade’s efforts to comply with these requirements have resulted in, and are likely to continue to result in, an increase in expenses and
a diversion of management’s time from other business activities.

For example, the Dodd-Frank Wall Street Reform and Consumer Protection Act requires that public companies disclose whether certain minerals,
commonly known as “conflict minerals,” are necessary to the functionality or production of a product manufactured or contracted to be manufactured by
those companies, and, if so, whether those minerals originated in the Democratic Republic of the Congo or an adjoining country. These requirements could
adversely affect (i) Brocade’s revenues, if its partners or customers are dissatisfied with Brocade’s use or efforts to reduce the use of conflict minerals and (ii)
the sourcing, availability, and pricing of minerals used in the manufacture of certain components that are incorporated in Brocade products. In addition,
Brocade’s supply chain is complex, so Brocade may face reputational challenges with its partners, customers, stockholders, and other stakeholders if the
origins of the conflict minerals used in its products cannot be sufficiently verified.

Similarly, Brocade is subject to environmental and other regulations governing product safety, materials usage, packaging, and other environmental
impacts in the countries where Brocade products are sold. For example, many Brocade products are subject to laws and regulations that restrict the use of
certain substances such as lead, mercury, hexavalent chromium, and cadmium, and that require Brocade to assume responsibility for collecting, treating,
recycling, and disposing of products when they have reached the end of their useful lives. For example, in Europe, environmental restrictions apply to
products sold in that region, and certain Brocade partners require compliance with these or other more stringent requirements. In addition, recycling, labeling,
and related requirements apply to Brocade products sold in Europe and China. If Brocade products do not comply with local environmental laws, Brocade
could be subject to fines, civil and criminal sanctions, and contract damage claims. In addition, Brocade could be prohibited from shipping noncompliant
products into certain jurisdictions and required to recall and replace any noncompliant products already shipped, which would disrupt Brocade’s ability to
ship products and result in reduced revenue, increased warranty expense, increased obsolete or excess inventories, and harm to Brocade’s business and
customer relationships.
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Brocade’s wireless products are subject to governmental regulations in a variety of jurisdictions. In order to achieve and maintain market acceptance,
Brocade’s wireless products must continue to comply with these regulations, as well as a significant number of industry standards. In the United States,
Brocade’s products must comply with various regulations defined by the Federal Communications Commission (“FCC”), Underwriters Laboratories, and
others. Brocade must also comply with similar international regulations. For example, Brocade’s wireless communication products operate through the
transmission of radio signals, and radio emissions are subject to regulation in the United States and in other countries in which Brocade does business. In the
United States, various federal agencies including the Center for Devices and Radiological Health of the United States Food and Drug Administration, the
FCC, the Occupational Safety and Health Administration, and various state agencies have promulgated regulations that concern radio/electromagnetic
emissions standards. Member countries of the European Union have enacted similar standards concerning electrical safety and electromagnetic compatibility
and emissions, as well as chemical substances and use standards. As these regulations and standards evolve, and if new regulations or standards are
implemented, Brocade will be required to modify its products or develop and support new versions of its products, and Brocade’s compliance with these
regulations and standards may become more burdensome. The failure of Brocade’s wireless products to comply, or delays in compliance, with the various
existing and evolving industry regulations and standards could prevent or delay introduction of Brocade’s products, which could harm Brocade’s business.
End-customer uncertainty regarding future policies may also affect demand for communications products, including Brocade’s wireless products. If existing
laws or regulations regarding the use of Brocade’s wireless products or related services are enforced in a manner not contemplated by Brocade’s end
customers, it could expose them or Brocade to liability and adversely affect Brocade’s wireless networking business. Moreover, channel partners or end
customers may require Brocade, or Brocade may otherwise deem it necessary or advisable, to alter its wireless products to address actual or anticipated
changes in the regulatory environment. Brocade’s inability to alter its wireless products to address these requirements and any regulatory changes may
adversely affect Brocade’s wireless networking business.

Brocade is subject to laws, rules, and regulations in the United States and other countries relating to the collection, use, and security of personal
information and data. Brocade has incurred, and will continue to incur, expenses to comply with privacy and security standards, protocols, and obligations
imposed by applicable laws, regulations, industry standards, and contracts. In addition, such data privacy laws, regulations, and other obligations may
negatively impact Brocade’s ability to execute transactions and pursue business opportunities. Brocade’s customers may also be subject to such laws and
regulations in their use of certain Brocade products and services to collect, store, and process data that may include personal information. Such customers
may demand or request additional functionality in Brocade’s products and services that they believe are necessary or appropriate to comply with such laws
and regulations, which could cause Brocade to incur significant additional costs or lose business, or which could delay or impede the development of new
solutions. The privacy and data protection-related laws, rules, and regulations applicable to Brocade and its customers are also subject to significant change.
For example, in October 2015, the Court of Justice of the European Union invalidated a safe harbor framework that allowed Brocade and other U.S.
companies to meet certain European legal requirements for transferring personal data from Europe to the United States. In response to this development,
Brocade and many of its foreign subsidiaries have entered into an Intra-Group Data Transfer Agreement to enable the transatlantic transfer of employee and
customer data. In April 2016, the European Parliament approved the General Data Protection Regulation. This regulation, when effective in May 2018, will
impose more stringent data protection requirements on U.S. companies collecting personal data from European Union residents and establish greater penalties
for noncompliance. Brocade is in the process of evaluating its business practices to ensure compliance with the General Data Protection Regulation. Any
inability to comply with applicable privacy or data protection laws, regulations, or other obligations could result in significant cost and liability, damage
Brocade’s reputation, and adversely affect its business.

Changes to Brocade’s provision for income taxes or unfavorable outcomes of tax audits could adversely impact Brocade’s financial condition or results.

Brocade is subject to income and other taxes in the United States, including those required by both state and federal governmental agencies, such as the
IRS, and numerous foreign jurisdictions. Brocade’s provision for income taxes could be increased due to changes in tax laws in the jurisdictions in which
Brocade does business, including an increase in tax rates or an adverse change in the treatment of an item of income or expense. In this regard, the United
States, countries in the European Union, and other countries where Brocade operates have enacted or are proposing changes to relevant tax, accounting, and
other laws, regulations, and interpretations, including fundamental changes to tax laws applicable to multinational corporations. In addition, future effective
tax rates could be subject to volatility or adversely affected by changes in the geographic mix of earnings in countries with differing statutory rates, changes in
the valuation of deferred tax assets and liabilities, and tax effects of stock-based compensation. These potential changes could increase Brocade’s effective tax
rate or result in other costs in the future.
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Brocade is subject to periodic audits or other reviews by such governmental agencies, and is currently under examination by several state and foreign
tax jurisdictions for various years. Audits by governmental tax agencies are subject to inherent uncertainties and could result in unfavorable outcomes,
including potential fines or penalties. While Brocade regularly assesses the likely outcomes of these audits in order to determine the appropriateness of its tax
provision, the occurrence of an unfavorable outcome in any specific period could have an adverse effect on Brocade’s financial condition or results for that
period or future periods. The expense of defending and resolving such an audit may be significant.

Brocade is exposed to various risks related to legal proceedings or claims that could adversely affect its financial condition or results.

Brocade is a party to lawsuits in the normal course of its business. The results of complex legal proceedings are difficult to predict. Responding to
lawsuits brought against Brocade, or legal actions initiated by Brocade, can often be expensive, time-consuming, and disruptive to normal business
operations. Unfavorable outcomes from these claims and/or lawsuits could adversely affect Brocade’s business, financial results, or financial condition, and
Brocade could incur substantial monetary liability and/or be required to change its business practices. In view of the uncertainties, potential risks, and
expenses of litigation, Brocade may, from time to time, settle such disputes, even where Brocade had meritorious claims or defenses, by agreeing to
settlement agreements that, depending on their terms, may significantly impact Brocade’s financial condition or results. Additional information regarding
certain legal proceedings in which Brocade is currently engaged is discussed under “Legal Proceedings” in Part II, Item 1 of this Form 10-Q and in Note 8,
“Commitments and Contingencies,” of the Notes to Condensed Consolidated Financial Statements in Part I, Item 1 of this Form 10-Q.

Brocade’s stock price may fluctuate, which could cause the value of an investment in Brocade’s shares to decline.

Brocade’s stock price has fluctuated in the past and may be subject to wide fluctuations in the future in response to various factors. Brocade does not
have the ability to influence or control many of these factors. In addition to the factors discussed elsewhere in this “Risk Factors” section, factors that could
affect Brocade’s stock price include, among others:

• The failure of the pending acquisition of Brocade by Broadcom to be completed on a timely basis or at all;

• Speculation, coverage, or sentiment in the media or investment community regarding the likelihood of completion of the pending acquisition of
Brocade by Broadcom;

• Public announcements regarding the status of the pending acquisition of Brocade by Broadcom and/or the status of Broadcom’s planned
divestiture of certain portions of Brocade’s IP Networking business;

• Actual or anticipated changes in Brocade’s operating results;

• Whether Brocade’s operating results or forecasts meet the expectations of securities analysts or investors;

• Actual or anticipated changes in the expectations of securities analysts or investors;

• Recommendations by securities analysts or changes in their earnings estimates;

• The announcement or timing of announcement of Brocade’s quarterly or annual operating results;

• Announcements of actual or anticipated operating results by Brocade’s competitors, Brocade’s OEM partners, and other companies in the IT
industry;

• Speculation, coverage or sentiment in the media or the investment community about, or actual changes in, Brocade’s business, strategic position,
competitive position, market share, operations, prospects, future stock price performance, or Brocade’s industry in general;

• The announcement of new, planned, or contemplated products; services; commercial relationships; technological innovations; acquisitions;
divestitures; or other significant transactions by Brocade or its competitors;

• Brocade’s level of success, or perceived level of success, in integrating acquisitions, including the Ruckus acquisition;

• Adverse changes to Brocade’s relationships with any of its OEM partners;

• Changes in the business strategy or execution of any of Brocade’s OEM partners;
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• Departures of key employees;

• Litigation or disputes involving Brocade, Brocade’s industry, or both;

• General economic conditions and trends;

• Sales of Brocade’s stock by Brocade’s officers, directors, or significant stockholders; and

• The timing and amount of dividends and stock repurchases.

In addition, the stock market in general, and the market for technology companies in particular, has experienced extreme price and volume fluctuations
that have often been unrelated or disproportionate to the operating performance of those companies. Accordingly, broad market and industry factors may
adversely affect Brocade’s stock price regardless of Brocade’s operating performance. In addition, Brocade’s stock price might also fluctuate in reaction to
events that affect other companies in Brocade’s industry even if these events do not directly affect or involve Brocade.

If Brocade’s stock price fluctuates widely, Brocade may become the target of securities litigation. Securities litigation could result in substantial costs
and divert Brocade’s management’s attention and resources from Brocade’s business.

Brocade has incurred substantial indebtedness that may decrease its business flexibility and access to capital, and/or increase its borrowing costs, which
may adversely affect Brocade’s operations and financial results.

As of April 29, 2017, Brocade had approximately $1.6 billion in principal amount of outstanding indebtedness, including $575.0 million of indebtedness
under the 2020 Convertible Notes, $300.0 million of unsecured indebtedness under the 2023 Notes, and $740.0 million of indebtedness under the Term Loan
Facility described below. In connection with the completion of the Ruckus acquisition in May 2016, Brocade entered into the Credit Agreement pursuant to
which the Lenders have provided Brocade with a term loan facility of $800.0 million (the “Term Loan Facility”) and a revolving credit facility of $100.0
million (the “Revolving Facility,” and together with the Term Loan Facility, the “Senior Credit Facility”) (see Note 7, “Borrowings,” of the Notes to
Condensed Consolidated Financial Statements in Part I, Item 1 of this Form 10-Q). Brocade’s substantially increased indebtedness could have the effect,
among other things, of reducing Brocade’s flexibility to respond to changing business and economic conditions. In addition, a substantial amount of cash will
be required to pay interest, make scheduled principal amortization payments, and repay at maturity Brocade’s indebtedness, which may adversely impact
Brocade’s cash resources, reduce Brocade’s business flexibility and reduce the funds otherwise available for working capital, capital expenditures,
acquisitions, stock repurchases, and other general corporate purposes. Moreover, Brocade’s increased indebtedness may put the company at a competitive
disadvantage relative to other companies with lower indebtedness levels.

The Credit Agreement contains financial maintenance covenants, including a maximum total leverage ratio and a minimum interest coverage ratio. The
Credit Agreement also contains restrictive covenants that limit, among other things, Brocade’s and certain of its subsidiaries’ ability to incur additional
indebtedness or issue certain preferred equity, pay dividends or make other distributions or other restricted payments (including stock repurchases), sell assets
other than on terms specified by the Credit Agreement, amend the terms of certain other indebtedness and organizational documents, create liens on certain
assets to secure debt, consolidate, merge, sell or otherwise dispose of all or substantially all of their assets, enter into certain transactions with affiliates, or
change their lines of business, fiscal years and accounting practices, in each case, subject to certain exceptions. The indenture governing the 2023 Notes
contains several negative covenants that restrict the incurrence of debt by Brocade’s subsidiaries, restrict the incurrence of liens on principal properties, and
restrict Brocade and its subsidiaries from engaging in certain sale-leaseback transactions. In addition, the indentures governing both the 2020 Convertible
Notes and the 2023 Notes impose covenants that restrict Brocade’s ability to effect certain mergers, consolidations, or sales of assets and require Brocade to
offer to repurchase the notes upon the occurrence of certain “Fundamental Changes” or “Change of Control Triggering Events.” A “Change in Control” will
also trigger an event of default under the Credit Agreement.

The financial and other covenants agreed to by Brocade in connection with such indebtedness could, among other things, reduce Brocade’s flexibility to
respond to changing business and economic conditions, increase borrowing costs (if further debt financing is desired), and adversely affect Brocade’s
operations and financial results. Brocade’s failure to comply with these covenants would result in a default under the applicable indenture or the Credit
Agreement, which could permit the holders to accelerate such debt or demand payment in exchange for a waiver of such default. A default under one debt
instrument could also result in cross-defaults under Brocade’s other debt instruments, negatively impact the price and liquidity of Brocade’s debt and equity
securities, negatively impact Brocade’s credit ratings, and impair Brocade’s ability to access sources of capital. If any of Brocade’s debt is accelerated,
Brocade may not have sufficient funds available to repay such debt.
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Agencies rating Brocade’s debt securities may lower Brocade’s credit rating. This could further negatively impact the price and liquidity of Brocade’s
debt and equity securities and Brocade’s ability to access sources of capital. In addition, in the event of certain credit rating downgrades, Brocade’s
obligations under the Senior Credit Facility, which are currently unsecured, will be required to be secured, subject to certain exceptions, by the equity interests
of certain Brocade subsidiaries.

Although interest rates have remained at low levels in recent years, they may increase for various reasons, including an increase in inflation, Federal
Reserve Board actions, domestic or international fiscal policies, or domestic or international events impacting financial or capital markets. Higher interest
rates or an increase in the credit spread for Brocade’s rating could negatively impact Brocade’s ability to raise additional debt or refinance existing debt. In
addition, the indebtedness under the Senior Credit Facility has a floating interest rate, and an increase in interest rates may negatively impact Brocade’s
financial results.

Provisions in Brocade’s charter documents, customer agreements, and Delaware law could discourage, delay, or prevent a change of control of Brocade,
which could hinder stockholders’ ability to receive a premium for Brocade’s common stock and adversely affect the value of Brocade’s convertible notes.

Provisions of Brocade’s certificate of incorporation and bylaws may discourage, delay, or prevent a merger or mergers that a stockholder may consider
favorable. These provisions include, but are not limited to:

• Authorizing the issuance of preferred stock without stockholder approval;

• Prohibiting cumulative voting in the election of directors;

• Limiting who may call special meetings of stockholders and when special meetings of stockholders may be called; and

• Prohibiting stockholder actions by written consent.

Certain provisions of Delaware law also may discourage, delay, or prevent someone from acquiring or merging with Brocade, and Brocade’s agreements
with certain Brocade customers require that Brocade give prior notice of a change of control and grant certain manufacturing rights following a change of
control. Brocade’s various change-of-control provisions could prevent or delay a change of control of Brocade, which could hinder stockholders’ ability to
receive a premium for Brocade’s common stock and could adversely affect the value of Brocade’s convertible notes.
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Item 6. Exhibits

EXHIBIT INDEX

Exhibit
Number  Description of Document

2.1

 

Agreement and Plan of Merger, dated as of November 2, 2016, by and among Brocade Communications Systems, Inc., Broadcom
Limited, Broadcom Corporation, and Bobcat Merger Sub, Inc. (incorporated by reference to Exhibit 2.1 from Brocade’s current report on
Form 8-K filed on November 2, 2016)

10.1*  Senior Leadership Plan for fiscal year 2017, as approved on February 2, 2017

10.2*
 

Brocade Communications Systems, Inc. 2009 Stock Plan, as amended and restated on April 11, 2017 (incorporated by reference to
Exhibit 10.2 from Brocade’s current report on Form 8-K filed on April 12, 2017)

31.1  Rule 13a-14(a)/15d-14(a) Certification of Principal Executive Officer

31.2  Rule 13a-14(a)/15d-14(a) Certification of Principal Financial Officer

32.1
 

Certification of Principal Executive Officer and Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

101.INS  XBRL Instance Document

101.SCH  XBRL Taxonomy Extension Schema Document

101.CAL  XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF  XBRL Taxonomy Extension Definition Linkbase Document

101.LAB  XBRL Taxonomy Extension Label Linkbase Document

101.PRE  XBRL Taxonomy Extension Presentation Linkbase Document

*  Indicates management compensatory plan, contract, or arrangement.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

  Brocade Communications Systems, Inc.

Date: June 2, 2017 By: /s/ Daniel W. Fairfax

   
Daniel W. Fairfax
Senior Vice President and Chief Financial Officer
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Exhibit 10.1

BROCADE SENIOR LEADERSHIP PLAN

Approved by the Compensation Committee: February 2, 2017
(Effective for fiscal year 2017)

INTRODUCTION

The Brocade Senior Leadership Plan (“SLP” or the “Plan”) describes the fiscal year 2017 bonus opportunity for eligible Participants (as defined below) of
Brocade Communications Systems, Inc. (the “Company”).

ACQUISITION

On November 2, 2016, Brocade entered into an Agreement and Plan of Merger with Broadcom Limited (“Broadcom”) under which Broadcom will acquire
the Company for $12.75 per share in an all-cash transaction, which is expected to close in the second half of fiscal year 2017. At the same time, Broadcom
announced its intention to divest the Company’s IP Networking business, including wireless and campus networking, data center switching and routing, and
software networking. The uncertainties associated with the proposed acquisition and subsequent divestiture are expected to impact the overall performance of
the Company in fiscal year 2017 in ways that are difficult to measure. Consequently, the customary performance metrics that have guided the calculation and
payment of incentive compensation in previous fiscal years will not serve their past purposes and are being eliminated for fiscal year 2017.

PAYOUT PERIOD

Payout of SLP bonuses will be in cash and generally will occur within 30 business days after the earlier of (a) the end of the Company’s fiscal year 2017 (the
Company’s fiscal year 2017 being the “Plan Period”) or (b) a Participant’s Qualifying Termination of Employment and execution of a General Release of
Claims and such General Release of Claims becoming effective. Payments on account of a Qualifying Termination of Employment will be made on a pro-rata
basis, as described below. Except as provided under the section entitled “Senior Leadership Plan Payout Calculation,” in no event will any payouts be made
after January 15, 2018.

ELIGIBILITY

For fiscal year 2017, the Chief Executive Officer (CEO) and all regular full-time and part-time Senior Vice Presidents (SVP) and Vice Presidents (VP) are
eligible to participate in the SLP. However, to the extent that a VP is eligible to, and participates in, the Company’s Sales Incentive Plan, then that VP shall
not be eligible to participate in the SLP unless specifically determined in writing by the Compensation Committee of the Board of Directors. The
Compensation Committee will determine whether any Participant who terminates employment with Brocade in connection with a corporate transaction will
receive any SLP benefits in connection with such termination and whether and how the SLP will continue to apply to such Participant if he or she accepts an
offer of employment with another entity in connection with a corporate transaction.

PARTICIPANT SLP INCENTIVE PERCENTAGE

With respect to Section 16 Officers (including the Chief Executive Officer), a Participant's Annual Incentive Percentage shall be the percentage (between 50%
to 150% of the Participant’s highest annual base salary during the Plan Period (the “Annual Base Salary”)), approved by the Compensation Committee. With
respect to other Participants, a Participant's Annual Incentive Percentage is the highest percentage approved by the Compensation Committee with respect to
the Participant during the Plan Period. Each Participant’s Annual Incentive Percentage and/or the applicable Annual Incentive Percentage schedule has been
determined by the Compensation Committee and was communicated to the Participant in writing within the first 90 days of the Plan Period or will be so
determined by the Compensation Committee and communicated to the Participant within 90 days of the Participant's first day of employment.

SENIOR LEADERSHIP PLAN PAYOUT CALCULATION

The cash bonus payout will be calculated as indicated below, subject to pro-ration as described in this SLP.

Bonus Payout = (Annual Incentive Percentage) x (Annual Base Salary) x (Pro Rata Fraction, if any)
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The numerator of the “Pro Rata Fraction” will be the number of days such Participant was employed by the Company in an SLP-eligible position during the
Plan Period and the denominator will be the number of days in the Plan Period.

If making payments under this SLP and the Brocade Incentive Plan (“BIP”) prior to the closing of Broadcom’s acquisition of the Company (the “Closing”)
would materially violate the Company’s financial covenants, as determined by the Company’s independent registered public accounting firm at the direction
of the Board, payments under this Plan may be reduced by an across-the-board percentage, but only to the extent that such percentage is the same reduction
applied to the BIP and only to the extent necessary to avoid such covenant non-compliance. Any such reduced payments shall be made at the earlier of the
Closing or the first date on which making such reduced payments no longer would materially violate the Company’s financial covenants.

ADMINISTRATIVE PROCEDURES

New Hires and Promotions
Payouts will be pro-rated for Participants who are hired or transferred into the SLP after the commencement of the Plan Period.

Terminations
Any Participant who experiences a Qualifying Termination of Employment during the Plan Period is eligible to receive a pro-rata SLP payout, subject to the
execution of a General Release of Claims. Any Participant whose employment terminates for any other reason during the Plan Period is not eligible to receive
any SLP payout. Any Participant whose employment terminates for any reason after the end of the Plan Period is entitled to receive a full SLP payout, which
will be pro-rated if the Participant was not a Participant for the full Plan Period. In no event shall a Participant be entitled to payments under the SLP in
connection with a Qualifying Termination of Employment to the extent that such payments duplicate bonus benefits provided under other severance
agreements.

A “Qualifying Termination of Employment” means a Participant’s employment is terminated by the Company without Cause or, for a Participant who has a
valid Change of Control Retention Agreement with the Company or other written agreement setting forth severance rights in connection with a resignation for
“Good Reason,” by such Participant for Good Reason (which shall be defined as set forth in such Change of Control Retention Agreement or such other
written agreement). For a Participant who has a valid Change in Control Retention Agreement with the Company or other written agreement setting forth
severance rights in connection with a termination by the Company without “Cause,” “Cause” shall have the meaning set forth in such agreement; for all other
Participants, “Cause” means (i) willful and continued failure to perform the duties and responsibilities of Participant’s position that is not corrected within a
thirty (30) day correction period following written notice of such failure; (ii) any act of personal dishonesty, either with respect to the Company or that results
in significant negative publicity with respect to the Company; (iii) conviction of, or plea of nolo contendere to, a felony; or (iv) material breach of
Participant’s Confidential Information Agreement or the Company’s Code of Conduct and Business Ethics, which breach is not cured within a thirty (30) day
correction period following written notice of such failure.

Leave of Absence, Disability, or Death
Except as otherwise determined by the Compensation Committee, in the event that during the Plan Period, a Participant takes one or more leave(s) of absence
(including, but not limited to, disability leave) that cumulatively total more than 30 days, the Participant’s SLP payout, if any, will be calculated on a pro-rated
basis, based on the number of days that the Participant was actively working for the Company during the Plan Period. In the event of Participant’s death, the
Participant’s estate, instead of the Participant shall receive a pro-rated SLP payout.

Performance Improvement Plan/Disciplinary Situations
If a Participant is subject to a formal (documented) performance improvement plan, corrective action, or discipline, or is subject to investigation or deemed by
the Company to have violated the Company’s Code of Business Conduct and Ethics and/or other Company policy, the Committee may, only prior to the
Closing, in its sole discretion, reduce, eliminate or delay payment of the SLP payout that the Participant would otherwise have been eligible to earn.
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Clawback Provision
Brocade is committed to the principle of strong corporate governance and the integrity of its financial statements. In the event that material accounting errors
occur that require correction of the Company’s financial statements issued prior to the Closing, whether or not such errors result from fraud or intentional
misconduct by Executives (as defined below), the intent of this policy is for the Compensation Committee to seek repayment of all cash-based incentive
compensation or performance-based equity compensation (“Incentive Compensation”) erroneously paid or granted to the CEO and any of the executives of
the Company who report directly to the CEO (collectively, “Executives”) based on the material accounting error, if the amount of such Incentive
Compensation would have been lower had the Incentive Compensation been calculated based upon financial statements free of any material accounting
errors. In determining whether to pursue such repayment, the Compensation Committee will take into account certain considerations including but not limited
to the feasibility and expense of recoupment, any pending legal action, and the passage of time since the occurrence of the accounting error requiring the
correction. Following such determination, the Company shall disclose in its next annual proxy statement any decision by the Compensation Committee to
pursue such repayment as well as any decision by the Compensation Committee not to pursue such repayment and the reasons therefor. The Company shall
amend this recoupment provision, as appropriate, following the implementation of final rules to be promulgated by the U.S. Securities and Exchange
Commission under the Dodd-Frank Wall Street Reform and Consumer Protection Act.

Section 409A
It is intended that any payments made under the SLP will be exempt from the requirements of Section 409A of the Internal Revenue Code of 1986, as
amended and the regulations and guidance issued thereunder (collectively, “Section 409A”), pursuant to the “short-term deferral” exception under
Section 409A, and any ambiguities and/or ambiguous terms under the Plan will be interpreted to comply with the requirements of such exception or otherwise
comply with the requirements of Section 409A. Each payment under the SLP is intended to constitute a separate payment for purposes of Section 1.409A-2(b)
(2) of the U.S. Treasury Regulations. Without imposing any obligation, Brocade may, in good faith and without the consent of any Participant, make any
amendments to this SLP and take such reasonable actions which it deems necessary, appropriate or desirable to avoid imposition of any additional tax or
income recognition under Section 409A prior to actual payment to any Participant. However, in no event will Brocade be responsible for the payment of any
taxes or other costs that any Participant may incur by virtue of his or her participation in the SLP.

Amendment and Exceptions
The Committee may amend or terminate this SLP in any manner and may make any exception to this SLP, in its sole discretion, only prior to the Closing.
After the Closing, no amendments or exceptions may be made to the SLP.

Other Provisions
Participation in the SLP does not constitute an agreement (express or implied) between the Participant and Brocade that the Participant will be employed by
Brocade for any specific period of time, nor is there any agreement for continuing or long-term employment. This SLP supersedes all prior written or oral
statements to employees regarding the SLP for the Plan Period.

All SLP payouts shall be subject to applicable taxes, required deductions and Withholdings. To the extent permitted by applicable law the following
additional provisions apply:

Participation in the SLP does not entitle the Participant to participate in any other incentive plans that the Company may implement in future years.
Furthermore, any payments made to a Participant under the SLP do not create any right to receive any such payment in the future.
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Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUANT TO EXCHANGE ACT RULE 13a-14(a)/15(d)-14(a) AS ADOPTED
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Lloyd A. Carney, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q for the quarter ended April 29, 2017 of Brocade Communications Systems, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant
and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

Date: June 2, 2017

 /s/ Lloyd A. Carney
 Lloyd A. Carney
 Chief Executive Officer
 (Principal Executive Officer)



Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUANT TO EXCHANGE ACT RULE 13a-14(a)/15(d)-14(a) AS ADOPTED PURSUANT
TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Daniel W. Fairfax, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q for the quarter ended April 29, 2017 of Brocade Communications Systems, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant
and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

Date: June 2, 2017

 /s/ Daniel W. Fairfax
 Daniel W. Fairfax
 Senior Vice President and Chief Financial Officer
 (Principal Financial and Accounting Officer)



Exhibit 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
AND PRINCIPAL FINANCIAL OFFICER PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Lloyd A. Carney, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the
Quarterly Report on Form 10-Q of Brocade Communications Systems, Inc. for the fiscal quarter ended April 29, 2017 fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that information contained in such Quarterly Report on Form 10-Q fairly presents, in all
material respects, the financial condition and results of operations of Brocade Communications Systems, Inc.

Date: June 2, 2017

 By:  /s/ Lloyd A. Carney
   Lloyd A. Carney
   Chief Executive Officer
   (Principal Executive Officer)

I, Daniel W. Fairfax, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the
Quarterly Report on Form 10-Q of Brocade Communications Systems, Inc. for the fiscal quarter ended April 29, 2017 fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and that information contained in such Quarterly Report on Form 10-Q fairly presents, in all
material respects, the financial condition and results of operations of Brocade Communications Systems, Inc.

Date: June 2, 2017

 By:  /s/ Daniel W. Fairfax
   Daniel W. Fairfax
   Senior Vice President and Chief Financial Officer
   (Principal Financial and Accounting Officer)


