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Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, $0.0001 par value New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act: None

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

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

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this chapter) is not contained
herein, and will not be contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in
Part III of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, smaller reporting company
or an emerging growth company. See the definitions of large accelerated filer, accelerated filer, = smaller reporting company and emerging growth
company in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer
Non-accelerated filer Smaller reporting company
(Do not check if a smaller reporting company) Emerging growth company

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with
any new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act.

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

The aggregate market value of the common equity held by non-affiliates of the registrant as of August 31, 2016 was approximately $11.1 billion
based on the closing price of $72.98 of our common stock as reported by the New York Stock Exchange on August 31, 2016. For purposes of
the immediately preceding sentence, the term affiliate consists of each director, executive officer and greater than 10% stockholder of the
registrant. There were 177,776,853 shares of common stock outstanding as of April 19, 2017.
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of Red Hat, Inc. s Definitive Proxy Statement to be filed with the Securities and Exchange Commission and delivered to stockholders in
connection with its annual meeting of stockholders to be held on August 10, 2017 are incorporated by reference into Part III of this Form 10-K.
With the exception of the portions of the Proxy Statement expressly incorporated into this Annual Report on Form 10-K by reference, such
document shall not be deemed filed as part of this Annual Report on Form 10-K.

Index to Financial Statements 3



Edgar Filing: RED HAT INC - Form 10-K

Tabl

Index

Item 1.
Item 1A.
Item 1B.
Item 2.
Item 3.
Item 4.

Item 5.
Item 6.
Item 7.
Item 7A.
Item 8.
Item 9.
Item 9A.
Item 9B.

Item 10.
Item 11.
Item 12.
Item 13.
Item 14.

Item 15.
Item 16.

f

nien

Financial men

TABLE OF CONTENTS

PART 1
Business
Risk Factors
Unresolved Staff Comments

Properties
Legal Proceedings
Mine Safety Disclosures

PART II

Market for Registrant s Common Equity. Related Stockholder Matters and Issuer Purchases of Equity Securities
Selected Financial Data

Management s Discussion and Analysis of Financial Condition and Results of Operations

Quantitative and Qualitative Disclosures About Market Risk

Financial Statements and Supplementary Data

Changes in and Disagreements With Accountants on Accounting and Financial Disclosure
Controls and Procedures

Other Information

PART III

Directors., Executive Officers and Corporate Governance

Executive Compensation

Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
Certain Relationships and Related Transactions, and Director Independence

Principal Accountant Fees and Services

PART IV
Exhibits and Financial Statement Schedules
Form 10-K Summary
2

Table of Contents

Page No.

18
41
41
41
41

42
45
46
69
71
118
118
118

119
119
119
119
119

120
124



Edgar Filing: RED HAT INC - Form 10-K

Table of Conten
Index to Financial men
CAUTIONARY NOTE ON FORWARD-LOOKING STATEMENTS

Certain statements contained in this report and the documents incorporated by reference in this report, including in Management s Discussion
and Analysis of Financial Condition and Results of Operations, constitute forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. Forward-looking statements provide current expectations of future events based on certain
assumptions, and any statement that is not strictly a historical statement could be deemed to be a forward-looking statement (for example,
statements regarding current or future financial performance, management s plans and objectives for future operations, product plans and
performance, management s expectations regarding market risk and market penetration, management s assessment of market factors, or
strategies, objectives and plans of Red Hat, Inc. together with its subsidiaries ( Red Hat ) and its partners). Words such as anticipate,
believe,  estimate,  expect, intend,  outlook, plan, project, will, and similar expressions, may also identify such
forward-looking statements. Red Hat may also make forward-looking statements in other filings made with the Securities and Exchange
Commission ( SEC ), press releases, materials delivered to stockholders and oral statements made by management. Investors are cautioned
that these forward-looking statements are inherently uncertain, are not guarantees of Red Hat s future performance and are subject to a
number of risks and uncertainties that could cause Red Hat s actual results to differ materially from those found in the forward-looking
statements and from historical trends. These risks and uncertainties include the risks and cautionary statements detailed in Part I, Item 1A,
Risk Factors and elsewhere in this report as well as in Red Hat s other filings with the SEC, copies of which may be accessed through the
SEC s web site at http://www.sec.gov. Readers are urged to carefully review these risks and cautionary statements. Moreover, Red Hat operates
in a rapidly changing and highly competitive environment. It is impossible to predict all risks and uncertainties or assess the impact of any new
risk or uncertainty on our business or any forward-looking statement. The forward-looking statements included in this report represent our
views as of the date of this report. We specifically disclaim any obligation to update these forward-looking statements in the future. These
forward-looking statements should not be relied upon as representing our views as of any date subsequent to the date of this report.

ITEM 1. BUSINESS
OVERVIEW

Red Hat is a leading global provider of open source software solutions, using a community-powered approach to develop and offer reliable and
high-performing operating system, virtualization, management, middleware, cloud, mobile and storage technologies.

Our business model

Development. We employ an open source development model. The open source development model allows us to use the collective input,
resources and knowledge of a global community of contributors who can collaborate to develop, maintain and enhance software because the
human-readable source code for that software is publicly available and licenses permit modification.

Licensing. We typically distribute our software offerings under open source licenses that permit access to the software s human-readable source
code.

Subscriptions. We provide our software offerings primarily under annual or multi-year subscriptions as well as on-demand through our certified
cloud and service providers ( CCSPs ).

Our offerings

Our offerings are designed to provide customers with high-performing, scalable, flexible, reliable and secure infrastructure technologies that
meet the information technology ( IT ) needs of enterprises and service providers. Our offerings enable our customers to optimize their IT
environments to increase agility and flexibility
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while adding and managing hybrid cloud infrastructures and building modern applications. Hybrid cloud infrastructures enable customers to
deploy their applications using off-premise (public cloud) and on-premise (private cloud, virtual or physical server) IT resources to create a
hybrid cloud environment that is designed to enhance efficiency while providing increased security. Our offerings are designed to perform
consistently across hybrid cloud environments to offer greater choices to our customers when deploying their applications.

Our offerings include:

Infrastructure-related Offerings

Red Hat Enterprise Linux an operating system platform that runs applications on a broad range of hardware and is used in hybrid cloud
environments.

Red Hat Satellite a system management offering that is designed to make Red Hat infrastructure easier to deploy, scale and manage
across hybrid cloud environments.

Red Hat Enterprise Virtualization software that allows customers to utilize and manage a common hardware infrastructure to run
multiple operating systems and applications.
Application Development-related and Other Emerging Technology Offerings

Red Hat JBoss Middleware a suite of offerings used to develop, deploy and manage applications; integrate applications, data and
devices; and automate business processes across hybrid cloud environments.

Red Hat cloud offerings software that enables customers to build and manage various cloud computing environments (virtualized and
container-based), including Red Hat OpenStack Platform, Red Hat Cloud Infrastructure, Red Hat OpenShift, Red Hat CloudForms and
Ansible Tower.

Red Hat Mobile Application Platform a software development platform that enables customers to develop, integrate, deploy and
manage mobile applications for the enterprise.

Red Hat Storage software that enables customers to manage large, unstructured or semi-structured data at large scale using commodity
hardware in hybrid cloud environments.
We also offer a wide range of services that are designed to help customers derive additional value from Red Hat technologies. Our consulting
services assist customers to enable infrastructure, application integration, middleware, cloud, mobile and storage solutions. Our support services
provide customers with technical support to assist with implementing, configuring and using Red Hat technologies. Our training services provide
customers and partners with skilled Red Hat certified professionals.

Red Hat, Inc. was incorporated in Connecticut in March 1993 as ACC Corp., Inc., which subsequently changed its name to Red Hat Software,

Inc. Red Hat Software, Inc. reincorporated in Delaware in September 1998 and changed its name to Red Hat, Inc. in June 1999. Except as

otherwise indicated, all references in this reportto we , us , our ,the Company ,the registrant or Red Hat refer to Red Hat, Inc. and its subsi
Our fiscal year ends on the last day of February, and we identify our fiscal years by the calendar years in which they end. For example, we refer

to the fiscal year ended February 28, 2017 as fiscal 2017.

OUR BUSINESS
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We use the open source software development and licensing model to provide our offerings to customers primarily on a subscription basis.
Subscriptions for our offerings are marketed and sold to customers directly and through business partners.
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Development and licensing of Red Hat s open source offerings

The open source software development model allows us to use the collective input, resources and knowledge of a global community of
contributors who collaborate to develop, maintain and enhance software. We believe this model offers advantages to Red Hat because we are
able to develop our offerings by integrating information and knowledge from this global community. We develop our offerings by working with
open source development communities, often in a leadership role. Red Hat sponsors a number of open source communities, including the
CentOS project, the Ceph community project, the Fedora Project, GlusterFS, the JBoss community projects and OpenShift Origin. We are also
an active contributor in other communities such as Apache Camel, the Cloud Native Computing Foundation, Kubernetes, the Linux kernel, the
Open Container Initiative, the OpenDaylight Project, Open Platform for NFV and OpenStack. Our role helps us to benefit from the efforts of
these communities, which we believe enhances acceptance and support of our offerings and technologies. Additionally, the open and transparent
nature of these communities provides our customers and potential customers, who may also be part of these open source communities, with
access and insights into, and the ability to influence, the future direction of our offerings.

Under the open source licensing model, a software developer distributes the software under an open source license, such as the GNU General
Public License ( GPL ), GNU Lesser General Public License or Apache License. Open source licenses provide relatively broad rights for
recipients of the software to use, copy, modify and redistribute the software. These rights afford significant latitude for recipients to inspect,
suggest changes to, customize or enhance the software.

The open source model provides an inherent level of transparency and choice that contrasts with the proprietary software model. Under the
proprietary software model, a software vendor generally develops the software itself or acquires components from other vendors, without the
input from a wider community of participants. The vendor generally licenses to the user only the machine-readable binary (or object) code
version of the software, with no or limited rights to copy, modify or redistribute the software, and does not make the underlying source code
available to the user or other developers. Moreover, peer review and collaborative enhancements are more difficult because of the lack of access
to the source code.

The scale and efficiency of open source software development has greatly increased through the availability of collaborative technologies and
cloud-based tools, such as email lists, websites and code repositories. These technologies have enabled a global community of developers to
collaborate on more complex open source projects, many of which are commercially funded.

We believe that open source software is a viable and arguably superior alternative to traditional proprietary software. Open source software, as
compared to proprietary software, offers a number of benefits to customers, including:

enabling a customer s in-house development team to collaborate and innovate with a global community of independent developers and
testers;

providing a customer s in-house development team access to both binary and source code, and broader rights to copy, modify and
redistribute the software;

offering a customer greater flexibility through open rather than proprietary protocols and formats;

enabling ongoing, quicker access to improvements and fixes; and

allowing a customer to inspect and help diagnose problems more easily and customize the software to suit its particular needs.
Subscription business model
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We provide our software offerings to our customers primarily under annual or multi-year subscriptions as well as on-demand through CCSPs.
Our subscription business model is designed to provide customers with a
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comprehensive technology solution for the duration of their subscription. A subscription generally entitles a customer to, among other things, a
specified level of support, as well as security updates, fixes, functionality enhancements, upgrades to the technologies, each if and when
available, and compatibility with an ecosystem of certified hardware and software. A subscription also includes access to the Red Hat Customer
Portal, which provides customers with services such as our knowledge base, product usage documentation and account management tools. We
offer customers subscription options that provide varying levels of customer support. In addition, our customers are eligible to participate in Red
Hat s Open Source Assurance program, which provides certain protections in the event of an intellectual property infringement claim based on
our offerings.

Our subscription business model contrasts with the typical proprietary software license model from a revenue recognition perspective. Under a
proprietary software license model, the vendor typically recognizes license revenue in the period that the software is initially licensed. In
contrast, under our subscription model, we generally defer revenue when we bill the customer and recognize revenue over the life of the
subscription term.

Distribution of Red Hat offerings

We make Red Hat offerings available directly to customers and indirectly through various channels of distribution. Our direct sales channels

include our sales force and our web store. Our indirect sales channels include CCSPs (such as public cloud providers and managed service

providers), distributors, embedded technology partners, independent software vendors ( ISVs ), systems integrators ( SIs ) and value added resellers
( VARs ). In addition, hardware original equipment manufacturers ( OEMs ) pre-load and support Red Hat offerings on their hardware products
and sell their hardware together with Red Hat offerings as part of pre-configured solutions.

With the support and tools we make available, many of these companies have engineered and certified that their technologies run on or with Red
Hat offerings, and, in some cases, independent hardware vendors ( IHVs ) and ISVs have built their products and solutions using our offerings.
Our offerings can also be used on an on-demand basis through our CCSPs, allowing our customers to utilize their subscriptions with increased
flexibility. We believe widespread support from these companies helps to increase the level of market acceptance and adoption of our offerings.

Support by leading technology providers

To facilitate the widespread deployment of Red Hat offerings, we have focused on gaining broad support for our offerings from technology

providers that are critical to enterprises. For example, leading ISVs with applications that run on, or with, our technologies include BMC

Software, Inc. ( BMC ), CA, Inc. ( CA ), Cerner Corporation ( Cerner ), EMC Corporation ( EMC ), Hewlett Packard Enterprise Company ( HPE )
International Business Machines Corporation ( IBM ), Microsoft Corporation ( Microsoft ), Oracle Corporation ( Oracle ), SAP SE ( SAP ), SAS
Institute Inc. ( SAS ), Symantec Corporation ( Symantec ) and VMware, Inc. ( VMware ). In addition, we have certification and pre-load
arrangements with leading hardware vendors including Cisco Systems, Inc. ( Cisco ), Dell Inc. ( Dell ), Fujitsu Limited ( Fujitsu ), HPE, Hitachi, Ltd
( Hitachi ), IBM, Lenovo Group Limited ( Lenovo ), and NEC Corporation ( NEC ). We also have certification agreements with leading networking,
storage and telecommunication companies including Big Switch Networks, Inc., Cisco, EMC, Ericsson Inc., F5 Networks, Inc., HPE, Huawei
Technologies Co., Ltd., Juniper Networks, Inc., NetApp, Inc. ( NetApp ) and Nokia Corporation. We have strategic relationships with leading
semiconductor and technology companies, such as Advanced Micro Devices, Inc., ARM Holdings plc, Dell, Intel Corporation and IBM, and

CCSPs, such as Amazon.com, Inc. ( Amazon ), Fujitsu, Google Inc. ( Google ), IBM, Microsoft and Rackspace Hosting, Inc. We also have
relationships with a number of global SIs such as Accenture plc ( Accenture ), Atos SE, Computer Sciences Corporation, HPE, IBM, Tata

Consultancy Services Limited ( TCS ), Tech Mahindra Limited and Wipro Limited.
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Factors influencing our success

We believe our success is influenced by:

the extent to which we can expand the breadth and depth of our offerings;

our ability to enhance the value of our offerings through frequent and continuing innovation while maintaining platforms designed to
be stable and secure over multi-year periods;

the extent to which adoption of our emerging technology offerings by enterprises and similar institutions continues to increase;

our involvement and leadership in key open source communities, which enable us to develop, enhance and maintain our offerings;

our ability to generate increasing revenue directly and through partners and other strategic relationships, including CCSPs,
distributors, embedded technology partners, IHVs, ISVs, OEMs, Sls, and VARs;

our ability to generate new and recurring revenue for our offerings;

the widespread and increasing deployment of open source technologies by enterprises and similar institutions;

our software, hardware, application and cloud service certification programs, which are intended to create an ecosystem of
technologies that are compatible with our offerings and supported by us;

our ability to provide customers with consulting and training services that generate additional subscription revenue; and

our ability to provide greater subscription value, enhance the experience of our customers and promote customer loyalty by focusing
on ways in which we can help our customers succeed.
Geographic areas and segment reporting

As of February 28, 2017, Red Hat had more than 90 locations around the world, including offices in North America, South America, Europe,
Asia and Australia. Red Hat has three geographic operating segments: the Americas (U.S., Canada and Latin America), EMEA (Europe, Middle
East and Africa) and Asia Pacific. These segments are aggregated into one reportable segment due to the similarity in the nature of offerings,
financial performance, economic characteristics (e.g., revenue growth and gross margin), methods of production and distribution and customer
classes (e.g., CCSPs, distributors, resellers and enterprise). See NOTE 2 Summary of Significant Accounting Policies and NOTE 19 Segment
Reporting to our Consolidated Financial Statements for further discussion of our operating segments. See Part I, Item 1A, Risk Factors, for a
discussion of some of the risks attendant to our operations, including foreign operations.

Subscription revenue by product group
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Subscription revenue for our Infrastructure-related offerings (Red Hat Enterprise Linux, Red Hat Satellite, Red Hat Enterprise Virtualization and
related offerings) as a percentage of our total revenue were 70.3%, 72.1% and 74.0% for fiscal 2017, fiscal 2016 and fiscal 2015, respectively.
Subscription revenue for our Application Development-related offerings (Red Hat JBoss Middleware) and other emerging technology offerings
(including our cloud offerings, Red Hat Mobile Application Platform and Red Hat Storage) as a percentage of our total revenue were 18.2%,
15.7% and 13.2% for fiscal 2017, fiscal 2016 and fiscal 2015, respectively. For additional financial information about our products and services,
see NOTE 19 Segment Reporting to our Consolidated Financial Statements.

Customers

We sell our offerings to enterprises in a variety of industries, including financial services, government, healthcare, retail, technology and media,
telecommunications and transportation. For fiscal 2017 and fiscal 2016,
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the U.S. government and its agencies represented in the aggregate approximately 10% of our total revenue. For fiscal 2015, no customer
accounted for more than 10% of our total revenue.

Backlog

We define total backlog as the value of non-cancellable subscription and service agreements, including total deferred revenue, which is billed,
plus the value of non-cancellable subscription and service agreements to be billed in the future and not reflected in our financial statements. The
value of non-cancellable subscription and service agreements at February 28, 2017 included deferred revenue classified as a current liability of
$1.51 billion and long-term deferred revenue of $557.2 million. The value of non-cancellable subscription and service agreements to be billed in
the future and not reflected in our financial statements is in excess of $650.0 million. The portion of total backlog at February 28, 2017 that we
expect to be billed during the fiscal year ending February 28, 2018 is in excess of $330.0 million. At February 29, 2016, the value of
non-cancellable subscription and service agreements included deferred revenue classified as a current liability of $1.27 billion and long-term
deferred revenue of $449.6 million. The value of non-cancellable subscription and service agreements to be billed in the future and not reflected
in our financial statements at February 29, 2016 was in excess of $410.0 million.

We report our off-balance sheet backlog as a conservative approximation, often describing the amount as in excess of , primarily because the
value of underlying contracts is derived from data not yet subjected to the complete application of our revenue recognition policies. We
endeavor to derive the value of our off-balance sheet backlog in a consistent manner year over year and therefore believe the amounts are
comparable.

Seasonality

Our fourth fiscal quarter has historically been our strongest quarter for billing both new business and renewals. For a more detailed discussion,
see Part I, Item 7, Management s Discussion and Analysis of Financial Condition and Results of Operations.

BUSINESS STRATEGY

Our business strategy is to partner with our customers as they optimize their existing IT environments; integrate applications, data and processes;
add and manage cloud infrastructures; and build modern applications. We implement our business strategy through:

driving the widespread adoption of our offerings;

expanding our portfolio of technology offerings that enable hybrid cloud computing;

investing in the development of open source technologies and promoting the use of our technologies by software developers globally;

pursuing strategic acquisitions and alliances;

expanding relationships with our existing customers;

increasing revenue by promoting a range of services to help our customers derive additional value;

expanding routes to market; and
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growing our presence in international markets.
Driving the widespread adoption of our offerings

We believe that our open source offerings are a catalyst for change in the IT industry, enabling new deployments and migrations, which
encourage a larger ecosystem of compatible hardware and software
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solutions. We seek to drive further adoption of our offerings by enhancing the value of our offerings through frequent and continuing
innovations, supporting new and emerging technologies such as OpenShift, OpenStack and containers, leveraging new delivery models such as
on-demand consumption and encouraging modern software development processes such as CI/CD (continuous integration and continuous
deployment) and DevOps. Additionally, we believe the increasing use of Linux, middleware and other open source technologies in cloud
environments can provide us with a greater ability to penetrate existing, and generate new, customer and partner opportunities. We also seek to
encourage users of free versions of our technologies to become paying customers by helping these users understand the value proposition of our
subscription offerings.

Expanding our portfolio of technology offerings that enable hybrid cloud computing

We intend to continue to expand our offerings that enable customers to increase their deployments of public and private clouds in their enterprise
environments. Additionally, we expect to continue to expand our management, orchestration and other technology offerings that help our
customers to optimize resource allocation and enhance performance, agility and flexibility in hybrid cloud environments.

Investing in the development of open source technologies and promoting the use of our technologies by software developers globally

We intend to continue to invest significant resources in the development of open source technologies, capitalizing on our substantial experience
working with open source development communities. We expect this continued investment to take the form of expenditures on internal
development efforts, as well as continued funding of third-party open source projects and the expansion of our developer offerings. Additionally,
we believe that by expanding and empowering the developers that use our technologies, we can enhance our technical leadership position and
drive additional growth.

Pursuing strategic acquisitions and alliances

We expect to continue to pursue a selective acquisition strategy as opportunities arise to complement and expand our technology offerings and
service capabilities. In fiscal 2017, we completed the acquisition of 3scale, Inc. ( 3scale ), a provider of application programming interface ( API )
management technology. By adding 3scale to our existing portfolio, we strengthened our enablement of the API economy with simplified cloud
integration and microservices-based architectures.

We also intend to create and extend our strategic alliances where it is beneficial to our business. To facilitate the widespread deployment of Red
Hat offerings, we will continue efforts to build broader and deeper relationships with hardware and software providers and CCSPs critical to our
customers.

Expanding relationships with our existing customers

We seek to build upon the relationships we have with our current customers by providing greater subscription value, enhancing the experience of
our customers and promoting customer loyalty in an effort to generate additional revenue by renewing and increasing existing subscriptions and
promoting our other technology offerings. We expect to continue to build more strategic relationships with our customers through vertical
specialization of our go-to-market resources.

Increasing revenue by promoting a range of services to help our customers derive additional value

We seek to increase revenue by providing additional consulting and other targeted services. We also enable our partners to provide services that
promote growth in our subscription revenue. These services are designed to help customers derive additional value from Red Hat offerings.

Expanding routes to market

We intend to continue to grow our direct sales channel as well as our CCSPs, distributors, embedded technology partners, IHVs, ISVs, OEMs,
VARs and other channel partner networks on a global basis. In
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addition, we are enhancing our relationships with SIs in order to expand our reach to customers that traditionally rely on SIs for advice and
recommendations regarding their technology purchases.

Growing our presence in international markets

We have operations in a number of countries in the Americas, EMEA and Asia Pacific, with more than 90 locations worldwide. We expect to
continue to expand our operations geographically when appropriate. See NOTE 19 Segment Reporting to our Consolidated Financial Statements
for a discussion of our revenue by geographic area.

PRODUCTS AND SERVICES

Our software offerings are designed to provide customers with high-performing, scalable, flexible, reliable and secure infrastructure
technologies that meet customers IT needs in hybrid cloud environments. Through our offerings, our customers and partners are able to take
advantage of the quality and value of open source software that we help to develop, aggregate, integrate, test, certify, deliver, maintain, enhance
and support. Customers can also take advantage of the flexibility of our software offerings to build a variety of deployment models on which to
run their applications. Our service offerings include consulting, support and training.

Infrastructure-related offerings

Red Hat Enterprise Linux technologies. Red Hat Enterprise Linux is an operating system built with open source software components, including
the Linux kernel, and is designed expressly for enterprise computing to run applications on a broad range of hardware in hybrid cloud
environments. A worldwide community of developers collaborates to improve Linux software components, and we believe we are able to
integrate the best of those improvements into our stable, yet innovative and high-performing Red Hat Enterprise Linux platform. Moreover, Red
Hat Enterprise Linux enjoys the support of major CCSPs, IHVs, ISVs, OEMs and other technology partners, increasing the interest of
developers in adding further enhancements to the Linux kernel and other open source software components.

Red Hat Enterprise Linux delivers features required for enterprise deployments, including support for a wide range of ISV applications from
vendors, such as BMC, CA, Cerner, EMC, HPE, IBM, Microsoft, Oracle, SAP, SAS, Symantec and VMware; certification on multiple
architectures and leading OEM platforms, including platforms offered by Cisco, Dell, Fujitsu, HPE, Hitachi, IBM, Lenovo and NEC; and
comprehensive technical support, with up to 24x7, one-hour response, available from both Red Hat and selected OEM partners.

Red Hat Enterprise Linux is also available in multiple variants that allow customers to obtain a version of Red Had Enterprise Linux specifically
for their use cases, applications, and hardware architectures. Variant options include Red Hat Enterprise Linux Atomic Host, Red Hat Enterprise
Linux Server for High-Performance Computing, Red Hat Enterprise Linux for IBM z Systems, Red Hat Enterprise Linux for SAP Applications
and Red Hat Enterprise Linux for SAP HANA.

In addition, Red Hat offers a portfolio of add-ons that extends the features of Red Hat Enterprise Linux. These add-ons, which are designed to
tailor a customer s computing environment to suit its specific requirements, include:

High Availability provides failover services between nodes within a cluster intended to make applications more resistant to downtime.

Resilient Storage enables a shared storage or clustered file system to access the same storage device over a network.

10

Index to Financial Statements 16



Edgar Filing: RED HAT INC - Form 10-K

Table of Conten
Index to Financial men

Load Balancer provides redundancy for web servers, databases, networking and storage, intended to maximize throughput, decrease
response time and increase reliability and uptime.

Smart Management includes management and provisioning modules that allow a customer to provision, patch, configure and control
Red Hat Enterprise Linux development, test and production systems.

Extended Lifecycle Support provides software maintenance and support after Red Hat s published end of life date for certain versions
of Red Hat Enterprise Linux.

Extended Update Support extends the software maintenance and support period of certain eligible Red Hat Enterprise Linux
subscriptions for up to 24 months to give customers more flexibility with their resource and deployment cycles.

Red Hat Insights provides a hosted service that is designed to help customers proactively identify and resolve technical and security
issues in their Red Hat Enterprise Linux and Red Hat Cloud Infrastructure environments.
We believe that these add-ons provide customers with increased features, flexibility and choice.

Red Hat Satellite. Red Hat Satellite is a system management offering that is designed to make Red Hat infrastructure easier to deploy, scale and
manage across hybrid cloud environments. Red Hat Satellite provides broad capabilities for systems provisioning, configuration management,
content management and subscription management.

Red Hat Enterprise Virtualization. Red Hat Enterprise Virtualization includes standalone virtualization functionality and management tools for
both server and desktop deployments. Red Hat Enterprise Virtualization combines the Kernel-based Virtual Machine (KVM) hypervisor
included in the Linux kernel with the oVirt open source virtualization management system to offer customers a platform for large-scale
virtualization initiatives and cloud deployments. Red Hat Enterprise Virtualization is designed to support virtual machines running Red Hat
Enterprise Linux and its wide ecosystem of certified hardware systems and software applications, as well as Microsoft Windows operating
systems and application servers supported under Microsoft Windows Server Virtualization Validation Program (SVVP).

Application Development-related and other emerging technology offerings

Red Hat JBoss Middleware. Red Hat JBoss Middleware is a suite of offerings for developing, deploying and managing applications; integrating
applications, data and devices; and automating business processes across hybrid cloud environments. Red Hat JBoss Middleware offerings can
also be deployed on Red Hat OpenShift to provide middleware functionality as a service. Red Hat JBoss Middleware integrates, tests and refines
enterprise-ready features from JBoss and other community projects into supported, stable, enterprise-class middleware platforms.

Red Hat JBoss Middleware offerings consist of a number of deployment platforms and tools, including:

Red Hat JBoss Enterprise Application Platform provides an environment for building, hosting and deploying applications and services.
It includes features such as clustering, caching, messaging, transaction and a full web services stack.

Red Hat JBoss Web Server provides an enterprise-class web server solution for large-scale websites and lightweight web applications
that utilize Apache Tomcat and Apache Web Server.

Red Hat JBoss Data Grid provides a scalable, distributed in-memory data grid that permits cost-effective scaling of big data tiers.
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Red Hat 3scale API Management Platform provides centralized API management features through a distributed, cloud hosted layer.

Red Hat JBoss Data Virtualization provides a solution for integration of distributed data sources.

Red Hat JBoss BRMS provides a platform for business rules management and complex event processing.

Red Hat JBoss BPM Suite provides a business process management platform that combines business rules management and complex
event processing with a business process management system to help customers model and encode business processes, policies and
rules and measure the results of business activities.

Red Hat JBoss Developer Studio provides an integrated development environment for developing, testing and deploying rich web
applications, enterprise applications and service-oriented architecture services.

Red Hat JBoss Operations Network provides built-in management and monitoring capabilities to administer JBoss application
environments.
Red Hat cloud offerings. Utilizing the interoperability of our software technologies, we provide a number of offerings to assist users in creating
cloud computing environments:

Red Hat OpenStack Platform an infrastructure as a service offering that provides an enterprise-ready cloud foundation built on
OpenStack technologies optimized for and integrated with Red Hat Enterprise Linux and Red Hat Enterprise Virtualization.

Red Hat Cloud Infrastructure an offering that combines and integrates Red Hat Satellite, Red Hat Enterprise Virtualization, Red Hat
CloudForms, Red Hat OpenStack Platform and Red Hat Insights. Red Hat Cloud Infrastructure allows users to build and manage a
private or hybrid infrastructure as a service cloud.

Red Hat OpenShift a container-based cloud application platform (also called platform as a service or PaaS ) that allows developers to
develop, host and scale applications in a cloud environment. It automates the hosting, configuration, deployment and administration of
application stacks in an elastic cloud environment utilizing Linux containers. OpenShift gives application developers self-service
access so they can more easily deploy applications on demand. Customers can use OpenShift Container Platform in a private cloud
environment and in certain public cloud environments, OpenShift Online in a public cloud environment for on-demand consumption,
or OpenShift Dedicated in a public cloud environment using their own OpenShift instance managed by Red Hat. Customers can also
use Red Hat JBoss Middleware services for OpenShift to enable enterprise application development, deployment and integration
capability with OpenShift.
We also provide offerings to help our customers manage their increasingly complex IT environments. Along with Red Hat Satellite and Red Hat
Insights, we offer Red Hat CloudForms, which is a hybrid cloud management solution that allows users to deploy, monitor and manage services
across cloud providers and virtualized and container-based solutions. We also offer Ansible Tower, which is an IT automation platform that is
designed to provide simplified provisioning, configuration management and application deployment as well as a broad range of IT automation
activities across hybrid cloud environments.

Red Hat Mobile Application Platform. Red Hat Mobile Application Platform enables customers to develop, integrate, deploy and manage mobile
applications for the enterprise. The Red Hat Mobile Application Platform offers flexibility in choosing front-end development tools while
providing mobile backend as a service functionality, which is intended to provide more secure integration of mobile applications with back-end
systems.
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environments. Red Hat Ceph Storage offers a block and object storage platform for enterprises deploying on public or private clouds. Users of
enterprise OpenStack deployments and container application platforms often use Red Hat Storage technologies for their storage needs.

Additional Red Hat offerings. Red Hat offerings also include other technologies, such as a realtime operating system, high-performance
distributed computing, directory services and user authentication. These offerings broaden customer choice and are components of our open
source architecture for the enterprise.

Red Hat consulting, support, and training services
Red Hat offers a range of services that are designed to help our customers derive additional value from Red Hat offerings.

Consulting. We offer the services of experienced consultants focused on our offerings to assist with the technology and strategic infrastructure
needs of our customers. Our consulting services include assessments, proofs of concept, implementations, upgrade planning, platform
migrations, solution integration and application development.

Support. Our Red Hat subscriptions generally include varying levels of technical support to assist customers with implementing, configuring and
using Red Hat technologies. In addition, Red Hat s Customer Portal provides an online method for customers to obtain certified software, access
a knowledge base and software update alerts and advisories, as well as interact with our technical support engineers. We also offer technical
account management services for customers that require a more personalized support relationship. The technical account management services
are designed to offer a highly skilled, proactive support engineer who understands a customer s IT infrastructure and serves as a primary point of
contact for technical support that is tailored to the customer s business.

Training. Our training services consist of an array of interactive courses and certification exams designed to meet the diverse needs of our
customers. We deliver courses and exams worldwide in on-site, classroom and online settings. Courses span topics such as system
administration, deployment, management and security, and enterprise application development and integration. Certifications include Red Hat
Certified Architect, Red Hat Certified Engineer, Red Hat Certified JBoss Administrator, Red Hat Certified JBoss Developer, Red Hat Certified
System Administrator, Red Hat Certified System Administrator in Red Hat OpenStack, Red Hat Certified Virtualization Administrator and Red
Hat Certificates of Expertise in a variety of specialties. We also offer training through our Red Hat Learning Subscription, which is a tiered,
subscription-based offering that includes access to all of our online courses and labs and can be delivered on demand at each user s own pace.

By providing consulting and support services that help to enable infrastructure, application integration and middleware solutions in hybrid cloud
environments, we facilitate further adoption and use of our technologies in the enterprise. In addition, our training services provide customers
and partners with skilled Red Hat certified professionals who often serve as internal open source advocates, increasing opportunities for
successful adoption and use of our technologies. Our service capabilities promote and reinforce the use of open source technologies as well as
our Red Hat brands.

COMPETITION

The rapidly evolving and intensely competitive enterprise software industry is characterized by new and evolving industry standards, disruptive
technology developments and frequent new product introductions by both new and established IT companies. We compete with a number of
large and well-established companies that have significantly greater financial resources, larger development staffs and more extensive marketing
and distribution capabilities. We also compete with emerging start-up companies that may be able to innovate and provide products and services
faster than we can. No assurance can be given that our efforts to compete effectively will be sufficient.
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We believe that the major factors affecting the competitive landscape for our offerings include:

the name and reputation of the vendor or competitive offering;

the product price, performance, reliability, security and functionality;

the partnerships of the vendor with major industry hardware and/or software providers;

the channel strength and number of channel partners of the vendor;

the financial and value relationship of subscription services;

the availability of third-party enterprise applications that are compatible with the technology;

the speed with which customers transition to cloud computing environments and the type of cloud computing environments utilized
(public, private or hybrid);

the breadth of hardware and software ecosystem compatibility, including the ability to move IT workloads among various cloud
offerings;

the number of cloud service providers;

the management framework for administering the software technologies;

the quality of consulting and support services;

the number of customer and company reference accounts;

the ability to attract and retain qualified technical and other employees;

the ability to influence enterprise software developers to write more applications that are compatible with our technologies;

the ability of the vendor to quickly diagnose software issues and provide patches and other solutions; and
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the strength of the vendor s relationships and reputation in the open source community.
With respect to our operating system offerings, our competitors include Microsoft, which offers a hardware-independent, multi-user operating
system that competes with Red Hat s offerings. Moreover, we also compete with HPE, IBM, Oracle and Unisys Corporation, each of which
offers the UNIX operating system. Many of these competitors bundle competitive operating systems, such as UNIX, with their own hardware
and additional software offerings, thereby making it more difficult for us to penetrate their customer bases. With respect to Linux operating
systems, our competitors include Micro Focus International plc, with its SUSE brand of Linux, and Amazon s and Oracle s Linux offerings. We
also compete with freely available Linux distributions, such as CentOS, Debian, Fedora, openSUSE and Ubuntu.

With respect to our virtualization offerings, our competitors include Microsoft, Oracle and VMware. Microsoft and VMware offer virtualization
technologies that are certified and supported with Red Hat Enterprise Linux operating system offerings, and Microsoft supports its server
operating systems and application servers running on our virtualization offerings.

With respect to our middleware offerings, our competitors include IBM, Microsoft, MuleSoft, Inc., Oracle and Pivotal Software, Inc. ( Pivotal ).
Most of these vendors offer the majority of their middleware products under a typical proprietary software license model. IBM and Oracle often
bundle hardware and software for their customers, making it more difficult for us to penetrate their customer bases. Our middleware offerings

are heavily dependent on the Java computing platform, which is controlled by Oracle.

With respect to our cloud technologies, we compete with companies that provide tools for enterprises to create private clouds, such as HPE,
Microsoft, Mirantis Inc., Oracle, Pivotal and VMware, companies that
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provide platform as a service offerings, such as IBM, Oracle, Pivotal and SAP, and companies that provide public clouds with, and that allow
users to consume, computing resources as a service without the need to purchase equipment or software, such as Amazon, Google and
Microsoft.

With respect to our mobile offerings, our competitors include IBM, Oracle, salesforce.com, inc. (  Salesforce ) and SAP as well as more
mobile-focused companies such as AnyPresence, Inc., Kinvey, Inc. and Kony, Inc. Increasingly, cloud service providers are also offering mobile
development services as part of their enterprise cloud offerings.

With respect to our storage offerings, we compete with companies that provide storage products, such as EMC and NetApp. Public cloud service
providers, such as Amazon, Google and Microsoft, also offer storage capabilities.

With respect to our service offerings, we face competition in the markets for services related to the development, deployment and integration of
enterprise technologies. Our competitors in these markets include Accenture, HPE, IBM and TCS, as well as other technology consulting
companies.

Due to the nature of open source technology, the open source software model is not characterized by the traditional barriers to entry that are

found in the proprietary software model. For example, the financial and legal barriers to creating a new Linux distribution are relatively low

because the software components typically included in Linux distributions are publicly available under open source licenses that permit copying,
modification and redistribution. Anyone can use, copy, modify and redistribute Red Hat Enterprise Linux, Red Hat JBoss Middleware and our

other open source offerings. However, they are not permitted to refer to these products as Red Hat or Red Hat JBoss products unless they have a
formal business relationship with us that allows for such references. Moreover, our customers agree that during their support relationship with

Red Hat, they will purchase a support subscription based on the number of computer systems, cores, sockets or other units on which they deploy

Red Hat s software. In addition, the primary means by which customers can receive Red Hat software, as well as security updates, fixes,
functionality enhancements and upgrades to the technologies, each if and when available, is to purchase and maintain a current subscription

directly from us or our partners with whom we have agreements.

There are significantly more enterprise applications available for competing operating systems technologies, such as Windows, than there are for
Red Hat Enterprise Linux. An integral part of our strategy has been to help address these shortcomings by, among other methods, strengthening
our existing strategic and channel partner relationships and entering into new ones to expand our marketing and distribution capabilities and by
attracting more attention to the open source movement. Also, increasing the adoption of Red Hat technologies as well as the .Net infrastructure
becoming available to the open source community can create additional opportunities and incentives for software developers to write more
applications that are compatible with Red Hat technologies.

SOFTWARE ENGINEERING AND DEVELOPMENT

We have invested, and intend to continue to invest, significant resources in research and development. We expended $480.7 million, $413.3
million and $367.9 million in fiscal 2017, fiscal 2016 and fiscal 2015, respectively, in research and development costs. We focus and modify our
research and development efforts based on our business strategy, the needs of users and changes in the marketplace. Our development efforts are
currently focused on adding new or improved functionality to our offerings that is needed by customers or that supports the expansion of our
third-party hardware and software ecosystem. However, any upgrades and enhancements are offered on an if-and-when-available basis. Red Hat
is also investing in developing new software offerings and enabling new forms of development that are aimed at customers who seek hybrid,
private and public cloud computing solutions. Our software engineers collaborate with open source software development teams working
through open source communities, such as Apache Camel, the CentOS project, the
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Ceph community project, the Cloud Native Computing Foundation, the Fedora Project, GlusterFS, the JBoss community projects, Kubernetes,
the Linux kernel, the Open Container Initiative, the OpenDaylight Project, Open Platform for NFV, OpenShift Origin and OpenStack. This
involvement enables us to remain abreast of, and in some instances lead, certain technical advances, plans for development of new features and
timing of releases, as well as other information related to the management of open source projects.

Our software engineers make development contributions to many components comprising Red Hat software offerings and provide leadership
within the various open source communities across many of the core components. Our software engineers also perform extensive testing of Red
Hat technologies. We use various industry recognized methods of quality assurance testing to seek to ensure that our technologies are ready for
use by our customers when delivered. We also work closely with leading hardware and software vendors to seek to ensure that their hardware
and applications will operate effectively with Red Hat platforms.

INTELLECTUAL PROPERTY

Our offerings, including Red Hat Enterprise Linux and Red Hat JBoss Middleware, are built primarily from software components licensed under
various open source licenses. While some components are developed by our employees, Red Hat obtains many components from software
developed and released by contributors to independent open source software development projects. Open source licenses grant licensees broad
permissions to use, copy, modify and redistribute the software. Certain open source licenses, such as the GPL, impose significant limits on a
distributor s ability to license derivative works under more restrictive terms and generally require the distributor to disclose the source code of
such works. The inclusion of software components governed by such licenses in our offerings limits our ability to use traditional proprietary
software licensing models for those offerings. As a result, while we have substantial copyright interests in our software technologies, open
source development and licensing practices may have the effect of limiting the value of our software copyright assets. Consequently, our
trademarks may represent our most valuable intellectual property.

We pursue registration of some of our trademarks in the U.S. and in other countries. We have registered the Red Hat and JBoss trademarks and
the Red Hat Shadowman logo in countries in North America, South America, Europe, Asia and Africa as well as in Australia.

Despite our efforts to protect our trademark rights, unauthorized third parties have, in the past, attempted and, in the future, may attempt, to
misappropriate our trademark rights. We cannot be certain that we will succeed in preventing such misappropriation of our trade names and
trademarks. The laws of some foreign countries do not protect or deter misappropriation of our trademark rights to the same extent as do the
laws of the U.S. In addition, while we engage in certain enforcement activity, policing unauthorized use of our trademark rights is difficult,
expensive and time-consuming, and our efforts may be inadequate. The loss of any material trademark or trade name could have a material
adverse effect on our business, operating results and financial condition.

Red Hat also seeks patent protection for some of the innovative ideas of our software developers and other employees. Some of these inventions
are applicable to our current technologies, while others provide protection to new and other technologies. Moreover, our principal objectives in
seeking patent protection are to provide a measure of deterrence against the potential patent infringement claims of third parties and to a more
limited extent to help ensure that new technologies and innovations covered by our patents remain open. As part of Red Hat s commitment to the
open source community, we provide our Patent Promise, an undertaking, subject to certain limitations, not to enforce our patent rights against
users of open source software covered by certain open source licenses. This permits the development and distribution of open source

applications by third parties that could otherwise infringe on our patents. For these reasons, it is unlikely that our patents will, of themselves,
provide us substantial revenue.
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Third parties have, in the past, asserted and, in the future, may assert, infringement claims against us which may result in costly litigation or
require us to obtain a license to third-party intellectual property rights. See Part I, Item 3, Legal Proceedings . There can be no assurance that
such licenses will be available on reasonable terms or at all, which could have a material adverse effect on our business, operating results and
financial condition. Red Hat regularly commits to its subscription customers that if portions of our offerings are found to infringe third-party
intellectual property rights we will, at our expense and option: obtain the right for the customer to continue to use the technology consistent with
their subscription agreement with us; modify the technology so that its use is non-infringing; or replace the infringing component with a
non-infringing component, and defend them against specified infringement claims. Although we cannot predict whether we will need to satisfy
these commitments and we often have limitations on these commitments, satisfying these commitments could be costly, be time-consuming,
divert the attention of technical and management personnel, and adversely affect our business, financial condition, operating results and cash
flows.

We also generally enter into confidentiality and nondisclosure agreements with our employees and consultants and seek to control access to and
distribution of our confidential documentation and other proprietary information.

EMPLOYEES

As of February 28, 2017, Red Hat had approximately 10,500 employees.

AVAILABLE INFORMATION
We maintain a website at www.redhat.com. We make available, free of charge on our website, our Annual Report on Form 10-K, Quarterly
Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of
the Securities Exchange Act of 1934, as amended (the Securities Exchange Act ), as soon as reasonably practicable after we electronically file
those reports with, or furnish them to, the SEC. We also similarly make available, free of charge on our website, the reports filed with the SEC
by our executive officers, directors and 10% stockholders pursuant to Section 16 under the Securities Exchange Act as soon as reasonably

practicable after copies of those filings are provided to us by those persons. We are not including the information contained at www.redhat.com,
or at any other Internet address, as part of, or incorporating it by reference into, this Annual Report on Form 10-K.
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ITEM 1A. RISK FACTORS

Set forth below are certain risks and cautionary statements, which supplement other disclosures in this report. Please carefully consider the
following risks and cautionary statements. If any event related to the following risk factors occurs, our business, financial condition, operating
results and cash flows could be materially adversely affected.

RISKS RELATED TO BUSINESS UNCERTAINTY
We face intense competition.

The enterprise software industry is rapidly evolving and intensely competitive, and is subject to changing technologies, shifting customer needs,
and frequent introductions of new products and services by both new and established information technology ( IT ) companies. We compete based
on our ability to provide our customers with enterprise software and related service offerings that best meet their needs at a compelling price. We
expect that competition will continue to be intense, and there is a risk that our competitors products may provide better performance or include
additional features when compared to our offerings. Competitive pressures could also affect the prices we may charge or the demand for our
offerings, resulting in reduced profit margins and loss of market share.

Our current and potential competitors range from large and well-established companies to emerging start-ups. Some of our competitors have
significantly greater financial resources and name recognition, larger development and sales staffs and more extensive marketing and
distribution capabilities. Certain competitors also bundle hardware and software offerings, making it more difficult for us to penetrate their
customer bases, while other competitors may be able to innovate and provide products and services faster than we can. As the enterprise
software industry evolves, the competitive pressure for us to innovate encompasses a wider range of products and services, including new
offerings that require different expertise than our current offerings. Moreover, if we are unable to effectively communicate the value of our
subscription model, we may not compete effectively in attracting new, and maintaining existing, customers.

Given the rapid evolving nature of the enterprise software industry, the competitive landscape and the nature of the competition is constantly
changing. Consolidation and divestitures in the technology industry are trends that we expect to continue as companies attempt to strengthen or
maintain market positions as the technology industry evolves. Industry consolidation may affect competition by creating larger and potentially
stronger competitors in the markets in which we compete or competitors that position themselves as key or single-source vendors providing
end-to-end technology solutions for the data center. Moreover, other companies may currently be planning to or are under pressure by
stockholders to divest businesses. These divestitures may result in additional competitors that may have an advantage by focusing on a single
product or service. We also compete in certain areas with our partners and potential partners, some of which may form from time to time new
strategic alliances designed to position one or more of them as a key or single-source vendor, and this may adversely impact our relationship
with an individual partner or a number of partners.

Our efforts to compete effectively may not be sufficient, which may adversely affect our business, financial condition, operating results and cash
flows.

Our continued success depends on our ability to adapt to a rapidly changing industry. Investment in new offerings, business strategies
and initiatives could disrupt our ongoing business and may present risks not originally contemplated.

We operate in highly competitive markets that are characterized by rapid technological change, such as the transition of many of our enterprise
customers to cloud computing environments and frequent new product and service announcements. Our continued success will depend on our
ability to adapt to rapidly changing technologies and user preferences, to adapt our offerings to evolving industry standards, to predict user
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preferences and industry changes in order to continue to provide value to our customers and to improve the performance and reliability of our
offerings. Our failure to adapt to such changes could harm our business, and our efforts to adapt to such changes could require substantial
expenditures on our part to modify our offerings or infrastructure. Delays in developing, completing or delivering new or enhanced offerings and
technologies could result in delayed or reduced revenue for those offerings and could also adversely affect customer acceptance of those
offerings and technologies. The success of new and enhanced offering introductions depends on several factors, including our ability to invest
significant resources in research and development in order to enhance our existing offerings and introduce new offerings in a timely manner,
successfully promote the offerings, manage the risks associated with the offerings, make sufficient resources available to support the offerings
and address any quality or other defects in the early stages of introduction. Even if we are able to enhance our existing offerings or introduce
new offerings that are well perceived by the market, if our marketing or sales efforts do not generate interest in or sales for these offerings, they
may be unsuccessful.

Moreover, we believe that our continued success depends on our investing in new business strategies or initiatives that complement our strategic
direction and technology road map. Such endeavors may involve significant risks and uncertainties, including distraction of management s
attention away from other business operations, and insufficient revenue generation to offset liabilities and expenses undertaken with such
strategies and initiatives. Because these endeavors may be inherently risky, no assurance can be given that such endeavors will not adversely
affect our business, financial condition, operating results and cash flows.

If we fail to continue to establish and maintain strategic relationships with industry-leading companies, we may not be able to attract
and retain a larger customer base.

Our success depends in part on our ability to continue to establish and maintain strategic relationships with industry-leading cloud service
providers, hardware original equipment manufacturers ( OEMs ), independent software vendors ( ISVs ) and system integrators ( SIs ), such as
Amazon.com, Inc. ( Amazon ), Cisco Systems, Inc., Dell Inc., Fujitsu Limited, Hewlett Packard Enterprise Company, International Business
Machines Corporation, Microsoft Corporation ( Microsoft ), NEC Corporation, Oracle Corporation, SAP SE and others, to help us attract and
retain a larger customer base. Many of these strategic partners have engineered and certified that their technologies run on or with our offerings
and, in some cases, have built their products and solutions using our offerings. We may not be able to maintain these relationships or replace
them on attractive terms in the future. Some of our strategic partners offer competing products and services. As a result of these factors, many of
the companies with which we have strategic alliances may choose to pursue alternative technologies and develop alternative products and
services in addition to or in lieu of our offerings, either on their own or in collaboration with others, including our competitors. Moreover, we
cannot guarantee that the companies with which we have strategic relationships will market our offerings effectively or continue to devote the
resources necessary to provide us with effective sales, marketing and technical support. As our agreements with strategic partners terminate or
expire, we may be unable to renew or replace these agreements on comparable terms, or at all.

We rely, to a significant degree, on indirect sales channels for the distribution of our offerings, and disruption within these channels
could adversely affect our business, financial condition, operating results and cash flows.

We use a variety of different indirect distribution methods for our offerings, including channel partners, such as certified cloud and service
providers, distributors, embedded technology partners, OEMs, ISVs, Sls and value added resellers. A number of these partners in turn distribute
via their own networks of channel partners with whom we have no direct relationship. These relationships allow us to offer our technologies to a
much larger customer base than we would otherwise be able through our direct sales and marketing efforts.

We rely, to a significant degree, on each of our channel partners to select, screen and maintain relationships with its distribution network and to
distribute our offerings in a manner that is consistent with applicable law and regulatory requirements and our quality standards. If our channel
partners or a partner in its distribution network
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violate applicable law or regulatory requirements or misrepresent the functionality of our offerings, our reputation could be damaged and we
could be subject to potential liability. Furthermore, our channel partners may offer their own products and services or the products and services
of other companies that compete with our offerings or may not distribute and market our offerings effectively. Moreover, our existing channel
partner relationships do not, and any future channel partner relationships may not, provide for any exclusivity regarding marketing or
distribution. In addition, if a channel partner is acquired by a competitor, its business units are reorganized or divested or its financial conditions
were to weaken, our revenue derived from that partner may be adversely impacted.

Recruiting and retaining qualified channel partners and training them in the use of our enterprise technologies requires significant time and
resources. If we fail to devote sufficient resources to support and expand our network of channel partners, our business may be adversely
affected. In addition, because we rely on channel partners for the indirect distribution of our enterprise technologies, we may have little or no
contact with the ultimate end-users of our technologies, thereby making it more difficult for us to establish brand awareness, ensure proper
delivery and installation of our software, support ongoing customer requirements, estimate end-user demand, respond to evolving customer
needs and obtain subscription renewals from end-users.

A portion of our sales to government entities have been made indirectly through our channel partners. Government entities may have statutory,
contractual, or other legal rights to terminate contracts with our channel partners for convenience or due to a default, and any such termination
may adversely impact our future operating results. Government entities routinely investigate and audit government contractors administrative
processes, and any unfavorable audit could result in a government entity refusing to continue buying our offerings, a reduction of revenue or
fines or civil or criminal liability if the audit uncovers improper or illegal activities.

If our indirect distribution channel is disrupted, we may be required to devote more resources to distribute our offerings directly and support our
customers, which may not be as effective and could lead to higher costs, reduced revenue and growth that is slower than expected.

The duration and extent of economic downturns, regional financial instability, and economic and market conditions in general could
adversely affect our business, financial condition, operating results and cash flows.

Economic weakness and uncertainty, tightened credit markets and constrained IT spending from time to time contribute to slowdowns in the
technology industry, as well as in the industries of our customers and the geographic regions in which we operate, which may result in reduced
demand and increased price competition for our offerings. Our operating results in one or more geographic regions or customer industries may
also be affected by uncertain or changing economic conditions within that region or industry. Uncertainty about future economic conditions
may, among other things, negatively impact our current and prospective customers and result in delays or reductions in technology purchases or
lengthen our sales cycle. Adverse economic conditions also may negatively impact our ability to obtain payment for outstanding debts owed to
us by our customers or other parties with whom we do business. In addition, such conditions may impact our investment portfolio, and we could
determine that some of our investments have experienced an other-than-temporary decline in fair value, requiring an impairment charge that
could adversely impact our financial condition and operating results. Also, such conditions may make it more difficult to forecast operating
results. If global economic conditions, or economic conditions in the U.S., Europe, Asia or in other key geographic regions or customer
industries, were to deteriorate, current and prospective customers may delay or reduce their IT spending, which could adversely affect our
business, financial condition, operating results and cash flows.

If we fail to effectively manage our growth, our business, financial condition, operating results and cash flows could be adversely
affected.

We have expanded our operations significantly in recent years. For example, our total revenue increased from $2.05 billion for the fiscal year
ended February 29, 2016 to $2.41 billion for the fiscal year ended February 28, 2017 ( fiscal 2017 ). Moreover, the total number of our employees
increased from approximately
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8,800 as of February 29, 2016 to approximately 10,500 as of February 28, 2017. In addition, we continue to explore ways to extend our offerings
and geographic reach. Our growth has placed and will likely continue to place a strain on our management systems, information systems,
resources and internal controls. Our ability to successfully provide our offerings and implement our business plan requires adequate information
systems and resources, internal controls and oversight from our senior management. As we expand in international markets, these challenges
increase as a result of the need to support a growing business in an environment of multiple languages, cultures, customs, legal systems, dispute
resolution systems, regulatory systems and commercial practices. As we grow, (i) we may not be able to adequately screen and hire or
adequately train, supervise, manage or develop sufficient personnel, and (ii) we may not be able to develop or effectively manage our controls,
oversight functions or information systems. If we are unable to effectively manage our growth, our business, financial condition, operating
results and cash flows could be adversely affected.

We have entered into and may continue to enter into or seek to enter into business combinations and acquisitions, which may be
difficult to complete and integrate, disrupt our business, divert management s attention, adversely affect our business, financial
condition, operating results and cash flows or dilute stockholder value.

As part of our business strategy, we have in the past entered into business combinations and acquisitions, and we may continue to do so in the
future. These types of transactions can increase the expense of running our business and present significant challenges and risks, including:

identifying acquisition targets that complement our strategic direction and technology road map;

integrating the acquired business accounting, financial reporting, management, information and information security, human resource
and other administrative systems to permit effective management and reporting, and the lack of control if such integration is delayed
or not implemented;

gathering full information regarding a business or technology prior to a transaction, including the identification and assessment of
liabilities, claims or other circumstances that could result in litigation or regulatory exposure, unfavorable accounting treatment,
unexpected tax implications and other adverse effects on our business;

increasing or adding operating expenses related to the acquired business or technology;

maintaining or establishing acceptable standards, controls, procedures and policies;

disrupting our ongoing business and distracting management;

impairing relationships with our employees, partners or customers as a result of any integration of new management and other
personnel, products or technology or as a result of the changes in the competitive landscape affected by the transaction;

maintaining good relationships with customers or business partners of the acquired business;

effectively evaluating talent at an acquired business or identifying cultural challenges associated with integrating employees from the
acquired business into our organization;
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losing key employees of the acquired business;

incorporating and further developing acquired products or technology into our offerings and maintaining quality standards consistent
with our brands;

achieving the expected benefits of the transaction, which may include generating greater market acceptance of our technologies,
increasing our revenues or integrating the assets acquired into one or more of our current offerings;

incurring expenses related to the transaction;
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assuming claims and liabilities from the acquired business or technology, or that are otherwise related to the transaction;

entering into new markets in which we have little or no experience or in which competitors may have stronger market positions;

impairing of intangible assets and goodwill acquired in transactions; and

for foreign transactions, managing additional risks related to the integration of operations across different cultures and languages, and

the economic, political, compliance and regulatory risks associated with specific countries.
There can be no assurance that we will manage these challenges and risks successfully. Moreover, if we are not successful in completing
transactions that we have pursued or may pursue, our business may be adversely affected, and we may incur substantial expenses and divert
significant management time and resources. In addition, in pursuing and completing such transactions, we could use substantial portions of our
available cash as all or a portion of the purchase price for these transactions or as retention incentives to employees of the acquired business, or
we may incur substantial debt. We could also issue additional securities as all or a portion of the purchase price for these transactions or as
retention incentives to employees of the acquired business, which could cause our stockholders to suffer significant dilution. Any transaction
may not generate additional revenue or profit for us, or may take longer to do so than expected, which may adversely affect our business,
financial condition, operating results and cash flows.

We depend on our key employees, and our inability to attract and retain such employees could adversely affect our business or diminish
our brands.

Competition in our industry for qualified employees, especially technical employees, is intense and our competitors may directly target our
employees. Our inability to attract and retain key employees could hinder our influence in open source projects and seriously impede our
success. We have from time to time in the past experienced, and we may experience in the future, difficulty in hiring and retaining highly skilled
employees with appropriate qualifications. Also, to the extent we hire personnel from competitors, we may be subject to allegations that they
have been improperly solicited, that they have divulged proprietary or other confidential information, or that their former employers own their
inventions or other work product. Moreover, the loss of these key employees, particularly to a competitor, some of which may be in a position to
offer greater compensation, and any resulting loss of customers could reduce our market share and diminish our brands.

A number of our key employees have become, or will become, vested in a significant amount of their equity compensation awards. Employees
may be more likely to leave us after a significant portion of their equity compensation awards fully vest, especially if the shares underlying the
equity awards have significantly appreciated in value. Additionally, as we grow, there may be less equity compensation to award per employee.
If we do not succeed in attracting and retaining key personnel, our business, financial performance, operating results and cash flows may be
adversely affected.

We may not be able to continue to attract and retain capable management.

Our future success depends on the continued services and effectiveness of a number of key management personnel. The loss of these individuals,
particularly to a competitor, some of which may be in a position to offer greater compensation, could adversely affect our business or stock
price.

Our ability to retain key management personnel or hire capable new management personnel as we grow may be challenged to the extent that
other companies are able to offer more attractive opportunities to the individuals we seek to hire or retain. In addition, historically we have used
share-based compensation as a key component of our compensation packages. If the price of our common stock falls, the value of our
share-based awards to recipients is reduced. Such events, or if we are unable to secure stockholder approval for increases in the number
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of shares eligible for share-based compensation grants, could adversely affect our ability to successfully attract and retain key management
personnel. Effective succession planning is also important to our long-term success. Failure to ensure effective transfer of knowledge and
smooth transitions involving key management personnel could hinder our strategic planning and execution.

Because of the characteristics of open source software, there are few technology barriers to entry into the open source market by new
competitors and it may be relatively easy for competitors, some of which may have greater resources than we have, to enter our markets
and compete with us.

One of the characteristics of open source software is that anyone may modify and redistribute the existing open source software and use it to
compete with us. Such competition can develop without the degree of overhead and lead time required by traditional proprietary software
companies. It is possible for competitors with greater resources than ours to develop their own open source solutions or acquire a smaller
business that has developed open source offerings that compete with our offerings, potentially reducing the demand for, and putting price
pressure on, our offerings. In addition, some competitors make their open source software available for free download and use on an ad hoc basis
or may position their open source software as a loss leader. We cannot guarantee that we will be able to compete successfully against current and
future competitors or that competitive pressure and/or the availability of open source software will not result in price reductions, reduced
operating margins and loss of market share. Additionally, any failure by us to provide high-quality technical support, or the perception that we
do not provide high-quality technical support, could harm our reputation and negatively impact our ability to sell subscriptions for our open
source offerings to existing and prospective customers. If we are unable to differentiate our open source offerings from those of our competitors
or compete effectively with other open source offerings, our business, financial condition, operation results and cash flows could be adversely
affected.

Qur corporate culture has contributed to our success, and if we cannot maintain this culture as we grow, we could lose the innovation,
creativity and collaboration fostered by our culture, and our business may be adversely affected.

We believe that a critical contributor to our success has been our corporate culture, which we believe fosters innovation, creativity and
collaboration. As our organization grows, our employees (including remote workers) and our resources become more globally dispersed and our
organizational management structures become more complex, we may find it increasingly difficult to maintain these beneficial aspects of our
corporate culture. If we are unable to maintain our corporate culture, we may find it difficult to attract and retain motivated employees, continue
to perform at current levels or execute on our business strategy. As a result, our business, financial condition, operating results and cash flows
could be adversely affected.

Our emerging technology offerings are based on developing technologies and business models, and the potential market for these
offerings remains uncertain.

Our emerging technology offerings, which include our cloud, mobile and storage offerings, are based on developing technologies and business
models, the success of which will depend on the technological and operational benefits and cost savings associated with the adoption of these
technologies. These technologies are rapidly evolving, and their development is a complex and uncertain process requiring high levels of
innovation and investment as well as the accurate anticipation of technology trends, market demand and customer needs. We expect competition
to remain intense and, as with many emerging IT sectors, these technologies may be subject to a first mover effect pursuant to which certain
product offerings rapidly capture a significant portion of market share and developer attention. Moreover, we may make errors in reacting to
relevant business trends and predicting which technologies will be successful or otherwise develop into industry standards.

Adoption of emerging technologies may occur more slowly or less pervasively than we expect and the revenue growth associated with these
offerings may be slower than currently expected. Moreover, even if
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emerging technologies are adopted widely by enterprises, our offerings in these areas may not attract a sufficient number of users or generate
attractive financial results. We incur expenses associated with these offerings in advance of our ability to generate associated revenue. Demand
for our emerging technology offerings may unfavorably impact demand for our other offerings, including software subscriptions and related
professional services. If the market for our emerging technologies offerings fails to develop adequately, it could have an adverse effect on our
business, financial condition, operating results and cash flows.

We may experience a decline in the demand for our offerings.

Demand for our offerings depends substantially on the general demand for enterprise software, which fluctuates based on numerous factors,
including the spending levels and growth of our current and prospective customers, and general economic conditions. In addition, our customers
generally undertake a significant evaluation process that may result in a lengthy sales cycle. We spend substantial time, effort, and money on our
sales efforts, including developing and implementing appropriate go-to-market strategies and training our sales force and channel partners in
order to effectively market new offerings, without any assurance that our efforts will produce any sales. The purchase of our offerings may be
discretionary and can involve significant expenditures. If our current and prospective customers cut costs, then they may significantly reduce
their enterprise software expenditures.

An increased focus on developing and providing emerging technology offerings may place a greater emphasis on marketing more holistic
solutions, rather than individual offerings. Consequently, we may need to adapt our marketing and pricing strategies for our offerings, our
customers purchasing decisions may become more complex and require additional levels of approval and the duration of sales cycles for our
offerings may increase.

If demand for our offerings declines, our business, financial condition, operating results and cash flows could be adversely affected.

If our customers do not renew their subscription agreements with us, or if they renew on less favorable terms, our business, financial
results, operating results and cash flows may be adversely affected.

Our customers may not renew their subscriptions after the expiration of their subscription agreements and in fact some customers elect not to do
so0. In addition, our customers may opt for a lower-priced edition of our offerings or for fewer subscriptions. We have limited historical data with
respect to rates of customer subscription renewals, so we cannot accurately predict customer renewal rates. Our customers renewal rates may
decline or fluctuate as a result of a number of factors, including their level of satisfaction with our offerings and their ability to continue their
operations and spending levels. Government contracts could be subject to future funding that may affect the extension or termination of
programs and generally are subject to the right of the government to terminate for convenience or non-appropriation. If we experience a decline
in the renewal rates for our customers or they opt for lower-priced editions of our offerings or fewer subscriptions, our business, financial
condition, operating results and cash flows may be adversely affected.

Our business model may encounter customer resistance.

We provide Red Hat enterprise technologies primarily under annual or multi-year subscriptions. A subscription generally entitles a customer to,
among other things, a specified level of support, as well as security updates, fixes, functionality enhancements, upgrades to the technologies,
each, if and when available, and compatibility with an ecosystem of certified hardware and software. While we believe this practice complies
with the requirements of the GNU General Public License, and while we have reviewed this practice with the Free Software Foundation, the
organization that maintains and provides interpretations of the GNU General Public License, cu