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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

XI ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

FOR THE FISCAL YEAR ENDED DECEMBER 31, 2011
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to
Commission File Number 001-33197

GUIDANCE SOFTWARE, INC.

(Exact name of registrant as specified in its @rart

Delaware 95-466121C

(State or other jurisdiction « (.LR.S. Employe

incorporation or organizatiol Identification No.)

215 North Marengo Avenue

Pasadena, California 91101 (626) 22¢-9191

(Address of principal executive office (Registrar’s telephone number, including area cc
Securities registered pursuant to Section 12(thefAct:
Common Stock, $0.001 par value per shai The NASDAQ Stock Market LLC
(Title of each class (Name of each exchange on which registe

Securities registered pursuant to Section 12(ghe@fct: None.

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405co8#turities Act. Yesd  No
Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®ecl5(d) of the Act. YesO  No

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sextl3 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requaodile such reports), and (2) has been
subject to such filing requirements for the pastiags. Yes No O

Indicate by check mark whether the registrant liésnstted electronically and posted on its corpo¥ab site, if any, every Interactive
Data File required to be submitted and posted untsto Rule 405 of Regulation S-T (232.405 of tiapter) during the preceding 12 months
(or for such shorter period that the registrant veagiired to submit and post such files). YB8 No O

Indicate by check mark if disclosure of delinquigletrs pursuant to Iltem 405 of Regulation of S-K@ contained herein, and will not be
contained, to the best of the registrant’s knowtedig definitive proxy or information statementsanporated by reference in Part 1l of this
Form 10-K or any amendment to this Form 10-KI

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, maccelerated filer or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act.

Large accelerated fileid Accelerated filer O

Non-accelerated filer [X] Smaller reporting companyd
Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Exgfe Act). YesO No

As of June 30, 2011, the aggregate market valtieeofegistrant's common stock held by non-affilaté the registrant was $71,486,000*
based on the closing sale price as reported oGliblgal Market tier of The NASDAQ Stock Market LL&s of February 13, 2012, there were
approximately 23,561,000 shares of the registrabdsimon Stock outstanding, net of treasury shares.

* Excludes shares of Common Stock held by execuffieers, directors and stockholders whose owriprekceeds 5% of the shares
outstanding on that date. This calculation doegeiftect a determination that such persons aréaés for any other purposes.



DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive proxy stagnt to be filed with the Commission pursuant tgRation 14A in connection with the
registrant’s 2012 Annual Meeting of Stockholdehe(tProxy Statement”) or portions of the registimin-K/A, to be filed subsequent to the
date hereof, are incorporated by reference intoIRaf this Report. Such Proxy Statement or 1AKyill be filed with the Commission not
later than 120 days after the conclusion of thésteant’s fiscal year ended December 31, 2011.
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TRADEMARKS

“Guidance Software,” “EnCase,” “EnScript,” “CEICEnCE,” “Neutrino,” “EnCEP,” “Tableau” and otherademarks or service marks
of Guidance appearing in this Annual Report arésteged trademarks or trademarks of Guidance itthieed States and in certain other
jurisdictions. This report also contains additiottade names, trademarks and service marks ofamat®f other companies. We do not int
our use or display of other companies’ trade namnademarks or service marks to imply a relatiopshith, or endorsement or sponsorship of
us by these other companies.

FORWARD-LOOKING STATEMENTS AND FACTORS THAT MAY AFF ECT FUTURE RESULTS

This Annual Report, including the section entitféthnagement’s Discussion and Analysis of Finan€ahdition and Results of
Operations,” contains forward-looking statemenggarding our vision and business strategy, finarmaldition, results of operations, products
and technologies, expectation of competitive pnessand prospects. Such statements are based upente@xpectations that involve risks ¢
uncertainties. For example, words such as “mayill,"Wshould,” “expects,” “anticipates,” “intends,'plans,” “believes,” “seeks,” “estimates”
and similar expressions or variations of such wardsintended to identify forward-looking statense{dditionally, any statements contained
herein that are not statements of historical facthat concern future matters such as the devedapof new products, sales levels, expense
levels and other statements regarding similar meattey be deemed to be forward-looking statements.

Although forward-looking statements in this Ann&aport reflect the good faith judgment of our masragnt, such statements can only
be based on facts and factors currently known by oasequently, forward-looking statements areriafidy subject to risks and uncertainties
and actual results and outcomes may differ matgffimm the results and outcomes discussed in ticipated by the forward-looking
statements. Factors that could cause or contribugach differences in results and outcomes ingluitbout limitation, those discussed under
the heading “Risk Factors” below, as well as thdiseussed elsewhere in this Annual Report. Readersrged not to place undue reliance on
these forward-looking statements, which speak aslgf the date of this Annual Report. We undertakebligation to revise or update any
forwarddooking statements in order to reflect any evertimumstance that may arise after the date ofAhisual Report. Readers are urgel
carefully review and consider the various disclesunade in this Annual Report, which attempt tasedinterested parties of the risks and
factors that may affect our business, financialdition, results of operations and prospects.




Table of Contents

PART |
Item 1. Business
Overview

Guidance Software, Inc. is the leading global pdeviof digital investigative solutions. Our EnC%qJIatform provides an investigative
infrastructure that enables our customers to seaddtect, and analyze electronically stored infation in order to address human resources
matters, litigation matters, allegations of frasdspicious network endpoint activity and defendrtbeganization’s data assets.

EnCasé® Enterprise provides organizations witheptl visibility into laptops, desktops, and filexs&r's in order to conduct internal
investigations and to quickly determine the roatssaof suspicious network activity. In addition (se® Enterprise serves as a platform on
which more powerful electronic discovery and Cybetsity products, described below, are built.

EnCasé® eDiscovery is our enterprise-wide e-disgoselution that operates from a central locatmatatomatically perform search,
collection, preservation and processing of eledtadly stored information (“ESI”) from unstructureshd semi-structured data stores, such as:
workstations, laptops, servers, removable storagéds, archiving and content management solutisitls,no business disruption to enders
EnCasé® eDiscovery scales to meet the needs sifali and types of organizations, while providirtgree efficient, cost effective, complete
in-house e-discovery solution.

EnCasé® Cybersecurity complements and augmentsnexi Security applications, such as Data Loss/EBntion (DLP), Intrusion
Detection System (IDS), or Security Event InforrmatManagement (SEIM) tools, by providing organiaasi that have identified a high-level
alert with forensic-level visibility of the offend@ endpoint data, valuable information from memauyd the ability to search the enterprise for
identical or similar threats. These capabilitidevala complete investigation of the alert, so ageaization can understand the extent and
location(s) of the problem. In addition, powerifutident response capabilities allow an organizetiodetermine exactly what, where, how
when an incident took place along with the toolsetmediate any malicious code or processes ruronirthe affected computers to return the
network to a trusted state.

EnCase® Forensic, the industry-standard computessiigation solution, is for forensic practition@rBo need to conduct efficient,
forensically sound data collection and investigatiolhe EnCase® Forensic solution, lets examineysiee data from a wide variety of
devices, unearth potential evidence with disk Idgetnsic analysis, and craft comprehensive regmrtfheir findings, all while maintaining the
integrity of the evidence.

Our Tableau product family of forensic hardwareduats including forensic duplicators, multiple wertilockers and other hardware
complements our industry-leading software to futfie needs of the computer forensic community.

The widespread reliance on digital business pr@sessd the explosive growth in the volume of etettr data have resulted in exposure
to electronic data-related risks and created tleel h@ properly conduct digital investigationBhe global adoption of local area networks, wide
area networks, eiail and the Internet have increased communicatiotién and between organizations and have cretedbility to generat
store, share and distribute massive amounts ofretéc information instantaneously without regasgphysical location. While the adoption
reliance on these technologies has significanttyeiased productivity and lowered the cost of ddinginess for Global 2000 companies,
government agencies and other organizations, itils@sexposed organizations to many increasingsareask associated with the continued
proliferation of electronic data. Organizations nare increasingly faced with the need to recoveraralyze vast amounts of electronic data
quickly and efficiently through processes we reéfeas digital investigations. Digital investigatoare conducted to address various electronic
data-related needs, including:

. searching, collecting and processing litigatioratedl data, or responding to discovery requestsléatronic data, or “e-discovery”
requests, where a company must conduct a thoroefgtinyely review of electronic data in order to guoe forensically sound
electronic documents or other digital evidencednrection with a particular civil or administratipeoceeding;

. responding to regulatory data requests, where gemization must efficiently and rapidly producectienic documents and digital
evidence in connection with a project under reguiateview in a manner acceptable to the regulators

. addressing corporate policy violations, such asdledtual property theft, employee fraud and emeépolicy violations, all of
which must be investigated rapidly, described detailed, complete and comprehensible report ofrttident and mitigated and
remedied across an enterprise network as necesdlamhile minimizing business interruption; and

. responding to IT security attacks or breaches, eherorganization must expeditiously and unobtelgidetermine which syster
or files were affected, the nature of the attaak laow to remediate the issue quickly before anthkrdamage occurs.
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Traditional digital investigations involve internialvestigators or third-party consultants manuaégrching through multitudes of
electronic data in an attempt to discover traceé$imgerprints” of electronic data-related incidenSuch investigators or third-party consultants
typically use software applications, utilities aopesses, such as taking the affected serversiogssnd laptops off-line, so that they can
remove, image or copy the hard drives, manuallygekthe data in question on each affected comauneisave the affected files to another
hard drive for processing and analysis by constdtanother third-party experts. These traditiatigltal investigations suffer from several
distinct problems in that they are costly and tiooesuming, they require significant expertise toduect across complex enterprise network
environments, they may not adequately combat atetopconceal data, they often result in unwanigmbsure of sensitive materials and
disrupt business, and they are difficult to condoe forensically sound manner. Establishing afp@hensive digital investigative software
platform can help organizations address the inaal&qa of traditional digital investigations and teeSectively mitigate the risk of electronic
data-related threats.

On February 7, 2012 we announced that we signediritd/e agreement to acquire CaseCentral, a plydeld provider of cloud-
based e-discovery review and production softwaredoporations and law firms. The CaseCentral petslwill provide early case assessment
(“ECA"), review and production functions as softwars a service (“Saas”) in the Cloud. The prodalttsv geographically dispersed inside
and outside counsel to efficiently review collectedtuments without needing special equipment dnswé other than a web browser and
internet connectivity. See “Note 20-Subsequentis/en the notes to the consolidated financiadéeshents included in Item 8 for further
information regarding the acquisition.

We complement our product offerings with a compreiee array of professional and training servicesuding technical support and
maintenance services to help our customers implemersolutions, conduct inveséiéations and tramirtIT and legal professionals to
effectively and efficiently use our products. Aflaur brands are based on the EnCase  platformoangroducts are used by a wide variety
of industries and some of the world’s best knowahimlogy, financial and insurance services, defessergy, pharmaceutical, manufacturing,
healthcare and retail companies. Our EnBse Ergerpustomer base currently includes more thainofiche Fortune 100 and nearly 200
companies in the Fortune 500, and we have sol&En@ase® Forensic software to more than 1,000 governmentamenforcement agenci
and other customers worldwide.

For the fiscal year ended December 31, 2011, werteg total revenues of $104.6 million, employegragimately 378 employees and
conducted business in over 75 countries. We wa@orated in California in November 1997 and reiporated in Delaware in
December 2006.

Our Internet address is http://www.guidancesoftwam®. The following filings are posted to our Ini@sRelations web site, located at
http://investors.guidancesoftware.com as soonasorebly practical after submission to the UnitedeS (U.S.) Securities and Exchange
Commission (SEC): annual reports on Form 10-K, gulrreports on Form 10-Q, current reports on F8ri, the proxy statements related to
our most recent annual stockholders’ meetings agchenendments to those reports or statementsdiléarnished pursuant to Section 13(a) or
15(d) of the Securities Exchange Act of 1934, asraied. All such filings are available free of cleaoyp our Investor Relations web site. The
contents of these web sites are not intended todoeporated by reference into this report or iy ather report or document we file and any
reference to these web sites are intended to lotivieadextual references only.

Business Strategy

Our business strategy is to develop and suppodrgusolutions and services that provide the fatioth for corporate, government and
law enforcement organizations to conduct thorougheffective computer investigations of any kimtliding intellectual property theft,
incident response, compliance auditing and resmanidi e-discovery requests, all while maintaining torensic integrity of the data. A key
driver behind this strategy is the developmentiatdduction of new products and improvements toexsting products. Our goal is to
develop more powerful, user friendly and affordgimeducts without compromising on our technologmahmitment. We are focused on
gaining more EnCas® Enterprise, EnC8se eDiscwm‘)EnCas@ Cybersecurity customers, as the estefprensics, electronic
discovery and cybersecurity markets continue teebigs/while continuing our leadership in computeeftsics technology with innovative
software and hardware for a complete forensic fraonk.

Our Products and Services

Our products and services give our customers thigyalo conduct comprehensive, cost-effective gmecise digital investigations. Our
EnCasé® Enterprise software, EnC&se eDiscovedyEaﬁtasé@ Cybersecurity, provide the foundation to build ateeprise investigatic
infrastructure. Furthermore, we believe our EnCBsEorensic software is the industry standard foraeng, collecting, preserving, analyzing
and authenticating electronic computer forensia diat use in criminal and civil court proceedin@sir forensic software and hardware
products address the complete forensic procesal¥deoffer a comprehensive array of investigateises and training to help our customers
manage their internal digital investigations aratthehow to effectively and efficiently use our sadte.
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EnCase® Enterprise

EnCasé® Enterprise provides an investigative platfihat enables an organization to search, coleeserve and analyze data on the
servers, desktops and laptops across the netwn@age® Enterprise enables organizations to resgoeiéctronic discovery requests and
conduct internal investigations, including thoskaterl to human resources or those focused on cangglior fraud. Companies can also collect
and preserve data in response to regulator reqoegts civil litigation matters and take decisigetion in the face of security and data breac
whether the origin of the worm, virus or other @ipis internal (e.g., “rogue employees”) or extdr(e.g., “hackers”).

EnCasé® Enterprise serves as the platform for termise investigative infrastructure, to which #iddal products can be added to
enhance and automate the search, collection, pegs®r and analysis of data in order to accompisécific business tasks such as: responding
to electronic discovery requests; performing privactenterprise-wide, data audits for sensitiveinfation, including personally identifiable
information, classified data, and intellectual prdp; and responding to and remediating networ&dtw or intrusions. These products, which
can be added to perform the functions above, irckniCas eDiscovery, Ence  Portable and Er@:ﬁwbersecurity.

EnCase® eDiscovery

EnCasé® eDiscovery performs automated searchgtiole preservation, processing, analysis, antfiess review of ESI around the
clock in a forensically sound manner. Using a iisted enterprise-wide scalable architecture, liects and processes only potentially relevant
data. In addition, evidence and metadata are pregén the court validated EnCd®  Evidence Filmé to ensure complete chain of
custody from the moment the legal hold is issudil load files are generated for attorney reviewCase® eDiscovery tracks activity at eve
step of the e-discovery process so that the stditpsjects can be viewed, audited, and communicttethers.

Once the initial search has been conducted anifinenation has been collected, EnC$e eDiscoselty and processes the data to
further reduce the volume of irrelevant or dupkcatformation. The solution distributes processimgn organized fashion so that several d
machines can process terabytes of data withoutmtiag business and degrading network performalEn@ase® eDiscovery’s in-house
processing capabilities enable secondary cullimblaad file creation for the most common attorneyiew platforms. The collected and
processed data is placed in a court-validatedaligdntainer called an EnCa®e Logical Evidence file, or LEF, and the data carupkaded t
third-party e-discovery attorney review platformmscomplete the e-discovery process.

The solution enables organizations to clean ufeivent data before litigation strikes, processedath located both on the corporate
network and cloud-based data storage repositoiitB®ut missing potential evidence, and automatycateserves all file and e-mail metadata
— all provided with unlimited capacity.

EnCasé® eDiscovery enables better, faster caegrdecisions through early and continuous cesesament with pre-collection
analytics, powerful search analytics, and fpass review features that enable customers to coadalysis at any point in the process. Thrc
this optimized process, customers obtain the nacgé$acts, early, to understand and assess casts,misk, and cost.

The e-discovery market has been fragmented, lackiiodly integrated solution, and relying on muligoint solutions, which breeds
inefficiencies, causes delays, increase risk altidhately, costs. Typically, in any given technojogarket, the introduction of integrated
offerings drives broader technology adoption, dred-discovery market should be no different. Ee@aseDiscovery is the industry’s first
fully integrated e-discovery solution. EnC&e eDiery provides customers’ legal and IT teams with integrated, unified software
solution that delivers all of the functionality trerganizations desire for in-house electronic agey, including:

. Legal hold,

. Pre-collection analytics,

. Identification, preservation and collection,

. Processing, analysis, and early case assessmdnt, an
. First-Pass review.
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EnCase® Cybersecurity

EnCasé® Cybersecurity is a forensic response aadedaiting software solution that automates timesgive aspects of the incident
response process. It reduces the risk of expagingitive data by providing the ability to expasiage, and remediate threats that have esc
detection by layered security solutions and hafitrated the enterprise; and by providing the ipilo enforce data policy compliance on
endpoints. EnCase® Cybersecurity is designedterméne root cause and scope of any given evenpenddes forensic level visibility and
analysis of endpoint data in order to find and réiate threats designed to evade layered secullityigos, centralize incident response, enft
data policy, and return endpoints to a trustecstat

The EnCase® Cybersecurity data audit functionakgrches out sensitive intellectual property (ysonally identifiable information
(PI), and classified data, exposing systems thaeg risk. With the ability to search memory aadiidrives at the disk level, EnCase®
Cybersecurity can target and locate sensitive idataatter where, or in what manner, it is stored, @ven if it has been deleted, resides in
unallocated space, or is “in use”.

EnCase® Forensic

EnCasé® Forensic software is the industry leadingfor searching, collecting, preserving and anialy computer forensic data and
authenticating such data in court. EnC&e Foramsbles an investigator to conduct the full aoBforensic functions on a single machine
while preserving the integrity of the evidence fisture use in court. Used by investigators and ltasts in law enforcement, government
agencies, small businesses, consulting firms arubeations, EnCas®  Forensic software providedbastovay to authenticate, search and
recover computer evidence rapidly and thoroughly.

EnCase® Portable

EnCasé® Portable is a triage and collection saolytielivered on an USB device, that allows foreipsafessionals and non-experts to
quickly and easily triage and collect digital evide in a forensically sound and court proven marihenables personnel not trained in
computer forensics to forensically acquire docummgnternet history and artifacts, images, andradiigital evidence, including entire hard
drives by connecting a USB device rather than ®fapAlso, law enforcement, government, law firnd @orporate customers can cost
effectively target systems that are not on the ngtywcannot be transported or multiple systems Bamaously where it is cost prohibitive to
acquire data with laptops. EnCé8e Portable lewsréige powerful search and acquisition capabilﬁfdénCas@ software.

Tableau Hardware

Tableau hardware includes write blockers, foredsiglicators and storage devices. Write blockedsfarensic duplicators are used to
acquire forensically sound copies of digital steragvices such as hard disks and solid state drivesers will typically analyze this data with
forensic software such as EnC$e  Forensic. Takteaage products, used in conjunction with wheitckers or forensic duplicators,
provide high performance, high availability stordgedata acquired and produced during forensicrexations.

Professional Services

Professional services provide various consultingises to our clients, including e-discovery, netkwsecurity incident response,
civil/criminal digital investigation, implementaticservices, and a software advisory program. Intiatid we offer certain packaged services
based on the specific needs of our customers,dim@wur government customers.

e-discovery ServicesNe offer complete end-to-end e-discovery com&ﬁnd project management services, from litigaliold to the
production of files for attorney review. Leveragiogr industry leading EnCa eDiscovery solutmm,cost effective e-discovery services
teams automate operations that other service poyvjokerform manually, and are able to conduct lacgée e-discovery search, collection and
preservation from a central location, producingd,fascurate results with minimal business disruptio

Incident Response Servicéksing EnCas® Cybersecurity, consultants investigatl remediate security breaches in an organigatio
network infrastructure. Consultants determine whethods of entry were used to break into the systiee extent and duration of the
intrusion and exactly what data was compromise@yTdan also “kill” malware and/or rogue processkesthe event a breach draws the
attention of regulatory agencies, results and tepmm be processed into a caapproved, forensically sound file format to helpoaganizatiol
provide accurate, defensible evidence and infoonat regulators.
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Implementation Service¥/e provide implementation and consulting servicesannection with the deployment of our EnC&se
Enterprise, EnCas® eDiscovery, Enc@sé:ybersecurity and related software. Our implemématpically takes one to two weeks, dur
which we conduct performance tests to ensure fmitfionality and integration with existing systeimshe organization and provide on-site
training to ensure our customers can maximize feeadi the technology.

Guidance Software Advisory Program (GABAP provides a comprehensive review of currentgiedi and procedures, including a gap
analysis which identifies risk areas that coulddetithe customer. Dedicated advisory consultant& with the customer to build and
implement a customized plan to help automate praesdand eliminate wasted resources, establiskewntented, defensible and repeatable e-
discovery workflow, and align procedures with inatydest practices.

Customer Service and Technical Support

Customers typically purchase software maintenaritteeach new product license. Maintenance geneiraliylves software updates,
telephone and e-mail support, on a 24 hours perfoleydays per week basis, as well as customéiseelice on our website. Customers are
typically provided an option to renew their mairdane agreements on an annual basis. Our techojgabg organization provides product
support to our current customers with multi-tiecgfibrings and includes support availability 24 toper day, five days per week, in English,
and is also available during normal business hipusgveral other languages, including German arathiSh.

Training

Training educates thousands of students per yeamiputer forensics principles and the use of nease®  software products and
methodology. Because of the sensitive naturegifaliinvestigations and the need to conduct digiteestigations in a forensically sound
manner, our users will typically take one or mofeur courses. We provide an array of training searon topics such as computer forensics,
digital investigations, the proper use of our saftevproducts and the EnSc@t programming languagieh teach our customers’ IT and
data security professionals the basic principlesoofiputer forensics, train them on the basic avdracked capabilities of our software products
and teach them to write EnScr@t programs. We metained third-party training partners in ordeptovide training around the world.

We operate two training classrooms in Pasaden#p@ad, two near Washington, D.C., one in Housfbexas, one near Chicago, lllin
and two near London, England. In addition, throoghtraining staff, our authorized training parthand our OnDemand training program,
certain courses are offered at off-site locatidmeughout North, Central and South America, Eurdggca, the Middle East and Asia/the
Pacific Rim (as permitted by U.S. Export Regulagiorin 2011, we conducted training classes in $@mint countries. In addition to offering
courses in English, we have begun to localize ourses by converting the course content and mamtalsther languages, and delivering the
courses in those languages. To date, our trairdongses have been instructed in German, SpaniskeakpRomanian, Polish, Japanese,
Hebrew, French, Arabic and Mandarin Chinese. We affer online-training courses, called OnDemardhing, and it is available worldwide.

Many of our courses are eligible for credit fromaaiety of organizations, including The State B&€alifornia, the International
Information Systems Security Consortium, Inc., Maional Association of State Boards of Accountartbg Association of Certified Fraud
Examiners, the High Tech Crime Network, the Texam@ission on Law Enforcement and the California @ossion on Peace Officer
Standards and Training. We are continually expandinr training offerings and we believe that we theleading corporate provider of this
type of digital investigation training.

EnCE® Certification

The EnCE® program certifies the competency of pudahid private sector employees in the best practiteomputer forensic
investigations and in the proper use of EnC83se levdoinducting such investigations. In order to obENCE® certification, professionals
must have at least 12 months of computer forengierence or attended 64 hours of authorized coengatensic training and pass a dual-
phase EnCE®  examination. En€E  certification ackedges that professionals have mastered computandiz investigation
methodology as well as the use of EnC8se duringptex computer examinations. Our En@E prograreésgnized by both the law
enforcement and corporate communities as a synfbioldepth computer forensics knowledge, and Eréléertification illustrates that an
investigator is a skilled computer examiner. Abetember 31, 2011, more than 3,400 people worldwétkachieved EnC® certification.
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EnCEP ™ Certification

EnCasé® Certified eDiscovery Practitioner (En(fl“:“P program certifies private and public sector prafasals in the use of EnCa$e
eDiscovery software, as well as their proficieicg-discovery planning, project management and bestipes spanning legal hold to load
creationT.MEnCas® eDiscovery is the leading e-dlisgosolution for the search, collection, presdaoratand processing of ESI. Earning the
EnCEP certification illustrates that a practitioigeskilled in the application of the solutionrtanage and successfully complete all sizes of
eDiscovery matters in accordance with the FedeuntédRof Civil Procedure.

Sales and Distribution

We currently market our software and services prilsnghrough a direct sales organization compleradriy indirect sales channels. Our
direct sales force is located throughout the Anaesi&urope, the Middle East, Africa and Asia/theifitaRim.

Our revenue consists of product and service andter@nce fees from our customers and distribut®reduct revenue represented
approximately 50%, 48% and 46% of our total reveinuéscal years 2011, 2010 and 2009, respectiieguenue from service and maintens
represented approximately 50%, 52% and 54% ofaiat tevenue in fiscal years 2011, 2010 and 208&hectively.

Sales to customers outside the United States tb$dl8.8 million, representing 19% of our total newe in fiscal year 2011. For a
geographic breakdown of our revenue and properdyeguipment, see Note 18 to our Consolidated FinhBtatements included in this
Annual Report on Form 10-K.

Marketing

We use a mix of market research, analyst updatesinars, direct mail, print advertising, trade shpspeaking engagements, public
relations, customer newsletters and web marketirayder to achieve our marketing goals. Our manketiepartment also produces collateral
material for distribution to potential customerslirding presentation materials, white papers, huoey magazines and fact sheets. We also
host user events for our customers and providestippour channel partners with a variety of peosgs, training and product marketing
support materials.

In addition to our regional and vertical marketingiatives, we also host the industry’s largestfesence dedicated solely to the subject
of digital investigations. The Computer and Entegpinvestigations Conference (“CE@: “) servewasannual user conference and draws
attendees from global law enforcement, governmgeneies, corporations, law firms and judges. Thenealso draws industry analysts and
experts and provides a valuable forum for usecotmect, share information and learn about impotpics in the industry. It enables us to
efficiently connect with a broad range of customemsmmunicate our whole product offerings (produsgsvices, training, etc.) and launch r
products in a captive environment while simultarsiypdriving additional add-on sales to customere Whve implemented one or more of the
core platform products.

Customers

Our customers include government agencies and lgtolpgorations in a wide variety of industries sashfinancial and insurance
services, technology, defense contracting, tele@rarmaceutical, healthcare, manufacturing and.r&ar EnCas&® Enterprise customer
base currently includes more than half of the Fartli00 and more than 150 of the Fortune 500 and fiegleral and international government
agencies, and we have deployed our En@se  Fomsmficare to more than 1,000 government and lawreefmnent agencies and other
customers worldwide. Our EnCa8e Enterprise custeare primarily in North America, and also extémdEurope, Africa, the Middle East
(as permitted by U.S. Export Regulations) and Als@Pacific Rim. Sales to customers outside ofthiged States accounted for 19%, 15%
and 21% of our revenues for the fiscal years efdrbmber 31, 2011, 2010 and 2009, respectively.rii@jority of our Encas®  Forensic
customers are national and local government aggreie enforcement agencies, consultants and otiganizations of the United States and
foreign governments.

Research and Development

Our research and development effort is focusedheratlvancement of our core products and the dewelopof new products, as well as
the quality assurance of both core and new prodWétsconduct research on existing or new compdeshvisare or software technology to
develop solutions for our law enforcement, govemnue corporate markets. We conduct research ersjistem support, search and analysis
algorithms, hardware engineering and design, imgssandards, technology integrations and userymtddty and performance features. Our
research and development efforts are often aimeckating new standards in our industry and strigsmgl current processes. Under our
customer contracts, we typically obtain the rigbtsise any improvements to our technology develapetiscovered on a particular customer
deployment on other customer deployments. Our reBesmnd development expenses were $18.9, $17.G&hd million in 2011, 2010 and
2009, respectively.
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Competition

The market for our products is highly competitigajckly evolving, and subject to rapidly changiegtinology. The market for software
for electronic discovery is highly fragmented, ana EnCas eDiscovery product competes againstpige search and content
management vendors such as Autonomy and EMC, dsisvelectronic discovery point solutions from devalprivately held companies. More
generally, our EnCas® eDiscovery software compgasist providers of outsourced electronic disppgervices, such as FTI or Navigant.
In the IT Security market, we believe our Enc@séjybersecurity product provides certain unique céipials, but we nevertheless compete
budget dollars against established IT security senduch as Checkpoint and McAfee. In the comgdotensics market we compete against a
series of smaller, privately held companies, sicAeessData and Paraben. Additionally, in the deoanterprise market we compete with
forensic vendors including Access Data and secsdffware solution vendors including McAfee and ayiec. With respect to ourdiscovery
solution, we compete against e-discovery pointtgmis such as StoredlQ, Clearwell and Nuix, infaioraand content management vendors
including Autonomy, EMC (which acquired KazeonprirMountain (which acquired Stratify and Mimosa veell as other privately held
companies. Our e-discovery solutions also compgaénat outsourced e-discovery alternatives whethdiscovery service providers or
consulting companies, such as the Big 4 consulttggunting firms and others, that offer servicegrfaditional digital investigations and e-
discovery in place of implementing a packaged safnsolution.

We currently compete on the basis of the breadthdapth of our product$unctionality as well as on the basis of price. Aiddally, we
compete on the basis of certain other factorsudioly forensic technology, forensic soundness agodg@ance in court, time required to
complete an investigation, ability to scale aclasge networks and expertise of consulting persbie believe that we currently compete
favorably with respect to these factors. For aherrtdiscussion of our competition, see “Risk FaetewWe face direct and indirect competition
from other software companies, as well as otherpaonies that provide training, consulting, and éegttion services in computer forensics,
which could limit our growth and market share” iarh 1A.

Seasonality

Our business is influenced by seasonal factorgelpdue to customer buying patterns. In recents/ege have generally had weaker
demand for our software products and servicesdrfitat and second quarters of the year and stratgy@and in the third quarter due to the
federal government fiscal year end and in the foqgrtarter due to commercial or corporate fiscal yea. Our consulting and education
services have sometimes been negatively impacttzithird and fourth quarters of the year duéneodummer and holiday seasons, which
result in fewer billable hours for our consultaatsl fewer education classes.

Intellectual Property and Proprietary Rights

Our intellectual property rights are important to business. We rely on a combination of copyrigtiesle secrets, trademarks, and
patents, as well as confidentiality procedures@ndractual provisions to protect our proprietaghinology, processes and intellectual
property. We currently have 13 issued patents dnga®ent applications pending in the United StdtesEuropean Union or under the Patent
Cooperation Treaty (often more than one pendindiegion relates to a single invention). We owniségred copyrights on various versions of
our products and associated instructional docurtientaNVe have registered trademarks or trademarkise United States and in certain other
jurisdictions, including the mark EnCa® in the United States, Japan and the European Uarahin the marks Enc® |, EnScr@t ,
FastBloc® , CEIC® |, EnCEP™ and logo Guidance Softfaria the United States.

Others may develop products that are similar totecinnology. We generally enter into confidentjaéiind other written agreements with
our employees and partners, and through thesethedwritten agreements, we attempt to control set¢e and distribution of our software,
documentation and other proprietary technology@her information. Despite our efforts to proteat proprietary rights, third parties may, in
an unauthorized manner, attempt to use, copy @rwike obtain and market or distribute our inteéliat property rights or technology or
otherwise develop a product with the same functitynas our software. Policing unauthorized usewif software and intellectual property
rights is difficult, and nearly impossible on a Vdwide basis. Therefore, we cannot be certainttimsteps we have taken or will take in the
future will prevent misappropriation of our techogy or intellectual property rights, particulartyforeign countries where we do business or
where our software is sold or used, where the taayg not protect proprietary rights as fully as kde taws of the United States or where the
enforcement of such laws is not common or effective

Substantial litigation regarding intellectual prageights exists in the software industry. Fromeito time, in the ordinary course of
business, we may be subject to, or initiate, claiateting to our intellectual property rights oo#fe of others, and we expect that third parties
may commence legal proceedings or otherwise aisgeliectual property claims against us in the fatyparticularly as we expand the
complexity and scope of our business, the numbemaifar products increases and the functionalitthese products further overlap. These
claims and any resulting litigation could subjestta significant liability for damages. In additiaven if we prevail, litigation could be time-
consuming and expensive to defend and could afi@cbusiness materially and adversely. Any claimigtigation from third parties may also
limit our ability to use various business processefiware and hardware, other systems, techndagiétellectual property subject to these
claims or litigation, unless we enter into licemggeements with the third parties. However, thggeeanents may be unavailable on
commercially reasonable terms, or not availabkglatFor a discussion of intellectual propertyiia that have recently been asserted against
us, see “ltem 3. Legal Proceedings” and “Note 1Tentingencies” in the notes to the consolidatadritial statements included in Item 8.
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In addition to our proprietary technology, we relytechnology that we license from third parti@spérticular, the next version of our
products will incorporate document viewer techngltitgat we license from Oracle Corporation (forme8yellent, Inc.). In November 2008,
agreed with Oracle to extend this license until &aber 27, 2012 at a higher price. In addition, @ratay terminate this license agreement
prior to the expiration of its term if we fail toake timely payments or fail to comply with any athgaterial term of the license. (See Risk
Factors: “Our success depends in part upon outyattildevelop new products and enhance our exjginoducts. Failure to successfully
introduce new or enhanced products to the markgtadeaersely affect our business, financial conditiamd results of operations” in Item 1A).

Employees

As of December 31, 2011, we employed approximaeBs full-time employees, including approximatelyi@8esearch and
development, 114 in selling and marketing and Sirafessional services. We have never had any stofpage and none of our employees
are represented by a labor organization or arg pasny collective bargaining arrangements. Wesier our employee relations to be good.

ltem 1A. Risk Factors

You should consider each of the following factasvall as the other information in this Annual Refl evaluating our business and
our prospects. Risks and uncertainties are desdriidow. If any of the following risks actually acs, our business and financial results ca
be harmed. In that case, the trading price of cummon stock could decline. You should also refénemther information set forth in this
Annual Report, including our financial statementsl @ahe related note:

Global market and economic conditions may adversaffect our business, results of operation and fimaal condition.

We are subject to the risks arising from adversengks in global economic conditions, especiallgé¢hio the US, Europe and the Asia-
Pacific region. Economic conditions in the Unitedt8s and worldwide macroeconomic conditions regeththallenging during much of 2009,
2010 and 2011. If this economic weakness contiou@grsens, customers may delay, reduce or foregmblogy purchases, both directly and
through our channel partners and resellers. Thifda@sult in reductions in sales of our produltteger sales cycles, slower adoption of new
technologies and increased price competition. [euritheteriorating economic conditions could advgraéfect our customers and their ability
to pay amounts owed to us. Any of these eventsavitkely harm our business, results of operatioms ffnancial condition.

Our operating results may fluctuate from period period and within each period, which makes our opéng results difficult to
predict and could cause our revenues, expenses noditability to fall short of expectations duringertain periods

Our operating results may fluctuate from periog@oiod or within certain periods as a result ofimber of factors, many of which are
outside of our control. You should not rely on past results as an indication of future performaaseour operating results in the future may
fall below expectations, expenses could increader@venues could decrease. Each of the risks teskim this section, as well as other fact
may affect our operating results. For example,quarterly revenues and operating results may fatetas a result of a variety of factors,
including, but not limited to, our lengthy sale<lgy the proportion of revenues attributable terise fees versus services and maintenance
revenue, changes in the level of fixed operatingeeses, demand for our products and servicesntiogluction of new products and product
enhancements or upgrades by us or our competioasiges in customer budgets and capital expenditans, competitive conditions in the
industry and general economic conditions. In addijtmany customers make major software acquisiti@as the end of their fiscal years,
which tends to cause our revenues to be highdweinhird and fourth calendar quarters which coiecidgth the fiscal year ends of many
government agencies and corporations, and lowteifirst and second calendar quarters. In addititany customers tend to make software
acquisitions or purchases near the end of a ptatiquarter, which tends to make our revenues foaréicular period unpredictable for a
significant portion of the period in question urgtiiftware purchase decisions have been made. SimdEnCas® Enterprise product sales are
generally large scale license agreements, a shtay ¢h just one of these software sales from aratgr into a subsequent quarter or a loss of
one of these potential sales could cause us teadetsults for a quarter that are below projediohsecurities analysts that follow our results.
There can be no assurance that we will be abladoessfully address these risks, and we may nptdfgable in any future period.
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If the corporate market for digital investigationodtware were not to develop, we would not be ablengintain our growth, and our
revenues and results of operations would be advigraffected.

The market for digital investigation software ismnand is being developed largely through our e$fo@ur growth is dependent upon,
among other things, the size and pace at whicimtriet for such software develops. Our abilitathieve our anticipated growth rate may be
impacted by a contraction in the global econonfithd market for such digital investigation softealecreases, remains constant or grows
more slowly than we anticipate, we will not be afalenaintain historical growth rates. Continuedvgitoin the demand for our products is
uncertain because of, among other things:

. customers and potential customers may decide toradi#ional methods of conducting enterprise iigedions, such as reliance
in-house professionals or outside consultants talgot manual investigations;

. customers may experience technical difficulty iiizihg digital investigation software or otherwiset achieve their expected
return on their investment in such software; and

. marketing efforts and publicity related to digitavestigation software may not be successful.

Even if digital investigation software gains wideurket acceptance, our software may not adequadelseas market requirements and
may not continue to gain market acceptance. Italignvestigation software generally, or our softevapecifically, do not gain wide market
acceptance, we may not be able to maintain ounteate of growth and our revenues and resultpefations would be adversely affected.

The failure of the legal community to adopt our ef@iovery solution could negatively affect future salof EnCas® Enterprise,
which could have a material adverse effect on oesults of operations.

We expect to derive a significant amount of safeBnCase® Enterprise from continuing demand forEn€ase® eDiscovery
solution. However, widespread adoption of e-discpwest practices will require a shift in the wag tegal community approaches discovery
of electronic documents and other electronicallyest data. Currently, most large scale electroisicayery projects are conducted by
outsourced service providers that manually retridveuments from each computer subject to reviewes&lservice providers have longstan:
and entrenched relationships with the corporatibasare subject to large-scale discovery inquibiesecurity breaches and the large law firms
that are typically retained in connection with sdi$covery projects. Corporations and law firms roagtinue to prefer to use service provic
because of these ongoing established relationshipbecause the service providers are widely krenvahaccepted within the legal
community, and may resist adoption of our Ené@seDiscmvery solution. Moreover, the expense of radydm an outsourced service provider
may frequently be covered by the corporation’siasue policy that is otherwise covering the expeigdbe litigation, including complying
with requests for discovery, while implementatidrEoCase® Enterprise and our EnCése  eDiscoverydweqguire a significant
unreimbursed capital expenditure by the corporaflér failure of corporations and law firms to atlopr EnCas eDiscovery solution for
e-discovery could have a material adverse effecwrsales and results of operations.

Courts could reject the use of our products, whialould harm our reputation and negatively affect furte sales of our products and
services

Our software products and services are often usedrinection with legal investigations, civil liigon and criminal prosecutions. The
admissibility of results generated by our prodag®vidence in civil and criminal trials is a keyrgponent of our customer value proposition.
Evidence and the manner used to collect evidenagidarly the subject of challenges in legal inigegions and litigation, and our products or
personnel may be the direct or indirect subjectumh legal challenges. Persons involved in litayatnay, for example, challenge the reliability
of our products, the admissibility of evidence gated, discovered or collected using our prodwtd/or the expertise, credibility or reliabil
of our personnel. Other unpredictable legal chgksmmay be brought that could reflect upon thetegjmn of our products or personnel. To
date, courts that have addressed challenges toroducts or services have ruled against such ctg@ke If in the future a court were to find
that our products are not reliable or that persepsesenting us or users of our product are ndliltles reliable or lack the expertise necessary
to serve as a witness or to authenticate evidemdeat our training and certification process doesadequately prepare individuals to conduct
competent digital investigations, this could haveaterial adverse impact on our revenues and sesfiiperations.
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We are dependent on our management and research @exklopment teams, and the loss of any key membeither of these teams
may prevent us from executing our business strategy

Our future success depends in a large part upocatittnued services of our executive officers atietpkey personnel. In particular,
Shawn McCreight, our founder, Chairman and Chiefifelogy Officer, has been significantly resporeitar the development of our
products. In addition, Victor Limongelli, our Prdeint and Chief Executive Officer, is responsibledmumber of our significant strategic
initiatives. We are also substantially dependenthencontinued services of our existing researchdavelopment personnel. The loss of one or
more of our key employees, and in particular ogeaech and development personnel, could serioasy bur business development, culture
and strategic direction. We do not maintain keyspetife insurance policies on any of our execwiveny key person life insurance policy we
maintain now or in the future would not be suffiti¢o cover the loss of any of our key personnel amy such loss could seriously harm our
business and our ability to execute our busineasegly. We have agreements that provide severamadits to each of our Named Executive
Officers. Our failure to retain these key employeesld negatively impact our ability to execute business strategy.

Changes or reforms in the law or regulatory landgmacould diminish the need for our solutions, andudd have a negative impact on
our business.

One factor that drives demand for our productssamdices is the legal and regulatory framework fvicly our customers operate. Laws
and regulations are subject to drastic changeshase could either help or hurt the demand forppaducts. Thus, certain changes in the law
and regulatory landscape, such as tort law orlgie reforms that limit the scope and size otefenic discovery requests or the admissibility
of evidence generated by such requests, as wetlas decisions, could significantly harm our besis. Changes in domestic and international
privacy laws could also affect the demand and aeoee of our products, and such changes could davaterial impact on our revenues.

We face direct and indirect competition from othsoftware companies, as well as other companies firatide training, consulting
and certification services in computer forensicshieh could limit our growth and market share.

The markets for our software products and senacesompetitive, highly fragmented and subjectfudly changing technology,
shifting customer needs and frequent introductafmresew products and services. We expect the intensicompetition to increase in the future
as new companies enter our markets, existing cotopetievelop stronger capabilities and we expatm 6ther markets. Many of our current
competitors have longer operating histories, grazene recognition, access to larger customer asksubstantially more extensive resot
than we have. They may be able to devote greadeurees to the development, promotion and salleedf products than we can to ours, which
could allow them to respond more quickly than we ttanew technologies and changes in customer ragetlachieve wider market
acceptance. Because the barriers to entry intovaddtindustry segments are generally low, we exjgecontinue to face competition from new
entrants, particularly as we expand into other ssgmof the software industry.

Several competing companies provide digital ingegton software and applications that directly cetepr will compete with our
products, or offer solutions our products do natrads. In addition, if the market for digital intigation software develops as we anticipate,
other companies could enter this market througin tiven software development or through the acgoisibf one of our current competitors. If
these companies are more successful in providmdasi better or less expensive digital investigatsolutions compared to those that we o
we could experience a decline in customers anchieeThese companies include computer forensic aniap, managed security services
companies and consulting companies, such as tlged’Bionsulting/accounting firms, many of which kasubstantially greater resources and
customer bases than we do. If our competitors ane successful than we are at generating professsenvices engagements, our growth rate
or revenues may decline.

We also compete with companies or organizationshthee developed or are developing and marketiftgvace and services that
diminish the need for our solutions or the budgetilable to our customers to purchase our solutidhese companies include traditional
security companies, data storage infrastructuredaial archiving companies, information managenrengrds management and internal IT
organizations that develop their own solutions.

Computer hackers may damage our products, servanes systems, which could cause interruptions in aervice and harm to our
business, and hackers could gain access to our aomrs’ personal information which could result irhe loss of existing clients, negative
publicity and legal liability.

Computer hackers often attempt to access informaiizluding personal information for purposesdsdritity theft and other criminal
activity. In particular, due to the nature of ouslness, the products and services that we offétlaindustry in which we operate, we are
more likely to be the target of computer hackers wiould like to undermine our ability to offer theoducts and services that we provide to
our customers and possibly retaliate for the resultevidence that our products and services genera
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For example, in December 2005, we became awaresetuarity breach of our electronic records whichtamed, among other things,
credit card information of approximately 5,000 aumsers. We promptly notified law enforcement auttiesias well as each of the customers
whose information may have been compromised. Wdwded a forensic examination of the incident awkta number of steps to both
remediate the underlying cause and strengthemeennial security system, including enhancing oterimal information technology security
department and redesigning our network architecture

In early January 2006, the Federal Trade Commigshen“FTC”) commenced an inquiry into the DecemP@05 security breach. In
September 2006, we executed a consent decree prbpgghe FTC that includes no monetary penalliee.consent decree finds that we fa
to implement proper security measures to protegsamers’ data, and requires us to provide the FiERinitial and biennial third-party
assessments of our IT security for a period of dérg. Additionally, the consent decree require® usaintain a comprehensive IT security
program, retain documentation of such program andige notice of the consent decree to our exeestand employees for a period of 20
years. The FTC formally approved the consent deanedovember 15, 2006 and subsequently issuedsa peease announcing 1
investigation and its conclusion. In April 2007, vezeived formal notice and service of the decremfthe FTC, effectively ending the inqui
In 2007, we timely filed the first compliance repoequired by the consent decree. In 2009 and 20&timely complied with our biennial
monitoring and reporting responsibilities requilgdthe consent decree.

Given the incident, any subsequent breach of ceuritg could be especially damaging to our repotatind business and may result in
monetary penalties if the FTC were to find that¢lreumstances that lead to the breach constittédlation of our obligations under the
consent decree.

In addition, from time to time we may be the tasget computer hackers who, among other thingstendeuses to sabotage or otherwise
attack companies’ networks, products and servieesexample, there was recently a spread of virugesorms, that intentionally deleted anti-
virus and firewall software. Our products, networkebsites and systems, may be the target of attackackers. If successful, any of these
events could damage our computer systems, forte@insur substantial costs to fix technical prolbdeon result in hackers gaining access to
technical and other proprietary information, whaduld harm our business and results of operations.

The complexity of accounting regulations and relaténterpretations and policies, particularly thoselated to revenue recognition,
could materially affect our financial results for given period.

Although we use standardized sales agreementsndgkig meet current revenue recognition criteridenraccounting principles
generally accepted in the United States, we mushafegotiate and revise terms and conditionsexfdlstandardized agreements, particularly
in multi-product license and services transactimms Pay-Per-Use agreements. As our transactioresihereased in complexity, particularly
with the sale of larger, multi-product licensesgatéation of mutually acceptable terms and condgimay require us to defer recognition of
revenue on such licenses. We believe that we azerpliance with Accounting Standards CodificafthSC”) Software Industry—Revenue
Recognition topic (ASC 985-605); however, more carpmulti-product license transactions requireiididal accounting analysis to account
for them accurately. The professional technicatlgnte available regarding the application of saféwavenue recognition is very conceptual,
and silent to specific implementation matters. Aoasequence of this, we have been required to emkamptions and judgments, in certain
circumstances, regarding the application of softwawenue recognition. Incorrect assumptions agrjuehts as well as changes in, or
clarification to accounting interpretations, colddd to unanticipated changes in our revenue atitmupractices and may affect the timing of
revenue recognition, which could adversely affestfonancial results for any given period. If wescthver that we have interpreted and applied
revenue recognition rules differently than pressdiby accounting principles generally acceptedhiénnited States, we could be required to
devote significant management resources, and theuexpense associated with an audit, restatemeriher examination of our financial
statements.

Our effective tax rate may fluctuate, which coulddrease our income tax expense and reduce our nebine.

In preparing our quarterly and annual consolidéiteghcial statements, we estimate our income &hillty in each of the foreign and
domestic jurisdictions in which we operate by estimy our actual current tax exposure and assessingorary differences resulting from
differing treatment of items for tax and financséhtement purposes. Our judgments, assumptionssiimdates relative to the current provision
for income tax take into account current tax lawd aur interpretation of current tax laws. Althougé believe our judgments, assumptions
estimates are reasonable, changes in tax lawsrantegpretation of tax laws and the resolutioran§ future tax audits could significantly
impact the amounts provided for income taxes inammsolidated financial statements.
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We calculate our current and deferred tax provisioamsed on estimates and assumptions that cofsd fildm the actual results reflected
in income tax returns filed during the subseques@ryAdjustments based on filed returns are gegeradorded in the period when the tax
returns are filed and the global tax implications lenown and could significantly impact the amountsvided for income taxes.

Due to uncertainty in the application and interpration of applicable state sales tax laws, we mayekposed to additional sales tax
liability.

The application and interpretation of various statles tax laws to certain of our products andisesvs uncertain. Accordingly, we may
be exposed to additional sales tax liability to élxéent various state jurisdictions determine tiemtain of our products and services are subject
to their state’s sales tax. During the three moetided March 31, 2011 we recorded a liability gfragimately $1.3 million reflecting our best
estimate of our potential sales tax liability asd@ciated interest and penalties thereon. Whileelieve all of our estimates and assumptions
are reasonable and will be sustained upon auditattual liabilities may be more or less than satimates, and if so, such liability may
negatively impact our financial condition.

Our operating results and business would be serigumpaired if our revenues from our EnCa<® Enterpe product offerings,
which include EnCasé® eDiscovery and EnCd8e Cybeusieg, were to decline.

Historically, we have derived substantially allafr license revenues from sales of our En@se nBmrand EnCas® Enterprise
product offerings. Although we have introduced remftware modules, we expect that our EnCBse Engerproduct offerings will account
for the largest portion of our software producteewes for the foreseeable future. Although we maveeason to believe that sales of EnCBse
Forensic will decline in future periods, we bebehat the degree of penetration for our EnBse rerfaic product in the law enforcement
market makes it unlikely that revenue from saleEnCase®  Forensic will contribute dramatically utufe revenue growth. For this reason,
we are dependent on increased sales of EnBase rpiseeand related products to drive future growth.

As a result, if for any reason revenue from our E5e® Enterprise product offerings declines or emés$ncrease as rapidly as we
anticipate, our operating results and our prosgectgrowth will be significantly impaired. Furthef these products fail to meet the needs of
our existing and target customers, or if they dbammnpare favorably in price and performance to petimg products, our business will be
adversely affected.

We may be limited in our ability to utilize indirésales channels, such as value-added resellergpa@te resellers, professional
services firms and other thirparty distributors for the sale and distributionf @ur products, which may limit our ability to expel our
customer base and our revenues.

We may be limited in our ability to market and distite our products through value-added reselsnqorate resellers, professional
services firms and other third-party distributavhich we collectively refer to as thingarty resellers, due to various factors. Due tocthraplex
nature of our products, sales professionals gdgeejuire a significant amount of time and efflarbecome sufficiently familiar with our
products in order to be able to market them effetfj which makes our products unattractive todiparty resellers. In addition, our
competitors include professional services orgaiimat such as accounting, consulting and law firimst would otherwise serve as a natural
distribution channel for our products and related/iges.

Moreover, there is significant competition in ondustry for qualified third-party resellers. Evémve were to succeed in attracting
qualified and capable third-party resellers, agrsiwith such third-party resellers are generahewable annually, are not exclusive and
contain no minimum purchase commitments. Such aggats may be terminated by either party: (a) f@.lénd Canadian resellers, with 30
days written notice after the initial one-year pdriand (b) for non-U.S. or Canadian resellershiwiB0 days after the initial six-month period
of the agreement, and with 30 days notice afteirtitial one-year period. If we are not able tortécnew qualified third-party resellers, our
sales growth may be constrained and our resuttp@fations would suffer.

Our intellectual property rights are valuable, ariflwe are unable to protect our proprietary techmglies and defend infringement
claims, we could lose our competitive advantage auod business could be adversely affected.

Our success depends in part on our ability to ptater proprietary products and services and tertbhigainst infringement claims. If
are unable to do so, our business and financialtsamay be adversely affected. To protect our petgry technology, we rely upon a
combination of copyright, patent, trademark anddraecret law, confidentiality restrictions in qats with employees, customers and other
third parties, software security measures, andtegid copyrights, trademarks and patents. If Weof@rotect our intellectual property rights
adequately, our competitors may gain access teestinology, and our business may be harmed. Almyopatents, trademarks, copyrights or
other intellectual property rights may be challeshg others or invalidated through administrativegess or litigation proceedings. In additi
we may be unable to obtain patent, copyright atemaark protection on products that we spend siganifi time and expense to develop in the
future. Despite our efforts to protect our progigttechnology, unauthorized persons may be altefy, reverse engineer or otherwise use
some of our proprietary technology. Furthermorésterg patent and copyright laws may afford oniyitied protection, and the laws of certain
countries in which we operate do not protect petpry technology as well as established law inthiéed States. For these reasons, we may
have difficulty protecting our proprietary techngjoagainst unauthorized copying or use. If anyhese events happen, there could be a
material adverse effect on the value of our praanetechnology and on our business and finanemllts. In addition, litigation may be
necessary to protect our proprietary technologys Hype of litigation is often costly and time-comnsing, with no assurance of success.
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Claims that we misuse the intellectual propertyathers could subject us to significant legal lialtyl and disrupt our business, which
could have a material adverse effect on our finaaccondition and results of operations.

Because of the nature of our business, we may besoivject to material claims of infringement by gatitors and other third parties
with respect to our current or future software aggions, trademarks or other proprietary rightse Tegal framework for software patents is
rapidly evolving and we expect that software depels will increasingly be subject to infringemelatims as the number of software
applications and competitors in our industry segngeows. In certain circumstances, the owners oppetary software could make copyright
and/or patent infringement claims against us imeation with such activity. Any such claims, whetheeritorious or not, could be time
consuming and difficult to defend against, resuitdstly litigation, cause shipment delays or regjus to enter into royalty or licensing
agreements with third parties, which may not belalbke on terms that we deem acceptable, if attall; of these claims could disrupt our
business, make it difficult to add or retain impmitfeatures in our products and have a materiadrad effect on our financial condition and
results of operations. For a discussion of int&llal property claims that have recently been ésdegainst us, see “ltem 3. Legal
Proceedings” and “Note 17-Contingencies” in theesdb the consolidated financial statements inctdétem 8.

If we are unable to continue to obtain governmeitddnses, approvals or authorizations regarding teport of our products abroad,
or if current or future export laws limit or othenige restrict our business, we could be prohibitedni shipping our products to certain
countries, which could negatively impact our buss® financial condition and results of operations.

We must comply with United States laws regulatimg éxport of our products to other countries. Qurdpcts contain encryption and
decryption technologies that require us to obtairtain licenses from the United States governntentder to export certain of our products
abroad. In addition, we are required to obtainngees from foreign governments in order to importmoducts into these countries. We cannot
guarantee that we will be successful in obtainunghdicenses, approvals and other authorizatiogsired from applicable governmental
authorities to export our products. The exportmegs and the governing policies applicable to oir®ss are subject to change, and we ce
assure you that such export approvals or auth@izatvill be available to us or for our productgtie future. Our failure to receive any
required export license, approval or authorizati@uld hinder our ability to sell our products amalild negatively impact our business,
financial condition and results of operations.

We have grown rapidly, and if we are not able tdeetively manage and support our growth or retaingattract highly skilled
employees, our business strategy might not succeed.

In the past we have grown rapidly and we will nedontinue to grow in all areas of our operatitmexecute our business strategy.
Managing and sustaining our growth will place sfigaint demands on management as well as on oumistrative, operational, technical and
financial systems and controls and other resouktfesmay not be able to expand our product offerings customer base and markets, or
implement other features of our business stratégjyearate or to the extent presently planneddufiteon, our traditionally high level of
customer service may suffer as we grow, which coalgse our software sales to suffer. If we are len@bsuccessfully manage or support our
future growth, we may not be able to maximize rexenor profitability.

In addition, in order to be able to effectively emte our growth plan, we must attract and retaghlyi qualified personnel. We may need
to hire additional personnel in virtually all opgomal areas, but primarily in selling and markgtinesearch and development, professional
services, training and customer service. Compatiticour industry for experienced and qualifiedgoemel in these areas is extremely intense,
especially for software developers with high lev@lexperience in designing and developing softveioglucts and sophisticated technical ¢
people experienced in selling our complex typeoffvgare products and selling into government agesdn order to expand sales of EnC8se

Enterprise, we may need to continue to hire higjglified commissioned sales personnel to dirdetlget potential EnCas® Enterprise
customers. These new commissioned sales persamqete several quarters of training and experidretere being able to effectively market
EnCasé® Enterprise, and, as a result of these binesales and marketing expense may increasgratter rate than our revenue, at least in
the short term. The expense of hiring and traitivgge commissioned sales personnel may never gerecarresponding increase in revenue.
We may not be successful in attracting and retgitiie necessary qualified personnel that our greleh requires. In the past we have
experienced, and we expect to continue to expegienthe future, difficulty in hiring and retainifidghly skilled employees with appropriate
qualifications. Many of the companies with which e@mpete for experienced personnel have greateuress than we have. If we fail to
attract new personnel or retain and motivate omrett personnel, our business and future growtepgeacts could be severely harmed.
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We also believe that a critical contribution to successful growth prior to the recession in 20@$, been our corporate culture which
fosters innovation, teamwork and excellence. Asarganization grows and we are required to impleémere complex organizational
structures and institutional programs, we may ftrdifficult to maintain the beneficial aspectsair corporate culture, which could negatively
affect our ability to attract and retain qualifiadd experienced personnel and therefore our fstureess in continuing to maintain our rapid
growth.

Our software applications may be perceived as, etedmined by the courts to be, a violation of proyarights. Any such perception or
determination could adversely affect our revenuesdaesults of operations.

Because of the nature of digital investigations, matential customers and purchasers of our pradarcthe public in general may
perceive that use of our products for these ingatins result in violations of individual privadghts. In addition, certain courts, legislative
and regulatory authorities could determine thatube of our software solutions or similar prodwts a violation of privacy rights, particularly
in jurisdictions outside of the United States. Asuch determination or perception by potential auglis, the general public, government
entities or the judicial system could harm our tafian and adversely affect the sales of our prtsdand our results of operations.

Our business depends, in part, on sales to govemt®m@nd governmental entities and significant chagin the contracting or fiscal
policies of governments and governmental entitiesild have a material adverse effect on our busine

We derive a portion of our revenues from contragth federal, state, local and foreign governmems government agencies, and we
believe that the success and growth of our busiwédksontinue to depend on our successful procumenof government contracts.
Accordingly, changes in government contractingges or government budgetary constraints couldctiraéffect our business, financial
condition and results of operations. Among thedexthat could adversely affect our business, firdrtondition or results of operations are:

. changes in fiscal policies or decreases in avalgbkernment funding;

. changes in government programs or applicable requénts;

the adoption of new laws or regulations or charnigesisting laws or regulations;

. changes in political or social attitudes with redpe security issues, computer crimes, discovégomputer files and digital
investigations;

. potential delays or changes in the government gpjations process; and

. delays in the payment of our invoices by governnparyiment offices.

These and other factors could cause governmentgareinmental agencies to refrain from purchadiegproducts and services that we
offer in the future, the result of which could hareadverse effect on our business, financial ¢mmdand results of operations. In addition,
many of our government customers are subject itogeint budgetary constraints. The award of additieontracts from government agencies
could be adversely affected by spending reductiorisidget cutbacks at government agencies thatralyruse or are likely to utilize our
products and services.

Because we offer our EnScri[@ programming languafge customization of and the creation of add-onsrfEnCase® |, customers
or third-party programmers may be able to develapducts that compete with our products or reduce tmarketability or value of our
products.

We have developed many of our major products, dinty EnCas® eDiscovery and EnCc8e Informationasse, to function as
applications running on the EnCd8e Enterprisdqlat We created these applications using the Eipts@r programming language. In orc
to enhance the attractiveness of EnCise  to patentitomers and position EnC&e as a standawdsseffor digital investigations, we
have made available without charge the Ens@ipt ogmamming language, which permits users of En&ige develop customized add-on
features for their own or others’ use, and we Ieai@ed our customers on how to write add-on pnograsing the EnScri@ programming
language, which is similar to Java or C++. As péthis strategy, we have encouraged the developofean active community of EnScri
programmers similar to those which have emergedtfter software products. While we believe wideggruse of our EnScri
programming language will ultimately create deméorcbur products, customers in the past have dgeel, and may in the future develop,
software for use with EnCa using the Ens@imrogramming language, rather than purchasing ceofadur product offerings. Losses
sales to potential customers could have a matadiatrse impact on our revenues and results of tipesa
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Our success depends in part upon our ability to eleyp new products and enhance our existing produétailure to successfully
introduce new or enhanced products to the marketynaalversely affect our business, financial conditiand results of operations.

Our future success depends in part on our abdiyetvelop enhancements to our existing products@irdroduce new products that
keep pace with rapid technological developmentsciirahges in customers’ needs. Although our procaretslesigned to operate on a variety
of network hardware and software platforms, we ncostinue to modify and enhance our products t@ e with changes in network
platforms, operating systems, software technologychanging customer demands. We may not be sdictesdeveloping and documenting
these modifications and enhancements or in brintiagn to market in a timely manner. Any failureooir products to operate effectively with
future network platforms and technologies couldussdthe demand for our products and result in custalissatisfaction. In addition, our
products incorporate document viewer technologywhalicense from Oracle USA, Inc. Our license agnent with Oracle expires in
November 2012. We may be unable to replace thimtdogy if Oracle terminates this license agreenoeritexpires, or if the Orac
technology becomes obsolete or incompatible withppaducts.

Furthermore, any new products that we develop noaye released in a timely manner and may not aehiee market acceptance
necessary to generate significant sales revenwgea.résult, we may expend significant time and egpeowards research and development for
new or enhanced products, which may not gain ma@tptance or generate sufficient sales to dffigetosts of research and development. If
we are unable to successfully develop new producéhhance and improve our existing products, oeiffail to position or price our products
to meet market demand, our business, financialiiondand results of operations will be adversdfgeted.

Errors in our products could adversely affect oueputation, result in significant costs to us, impaiur ability to market our products
and expose us to legal liability, any of which magiversely affect our operating results.

Products as complex as ours can contain undetentexs or failures. Despite extensive testing by by our customers, we have in
past discovered errors in our software applicatemb will likely continue to do so in the futures & result of past discovered errors, we
experienced delays and lost revenues while we ciealehe problems in those software applicatiomsddition, customers in the past have
brought to our attention “bugs” in our software eged by the customers’ unique operating environsagxithough we have been able to fix
these software bugs in the past, we may not alweayable to do so in the future. In addition, owducts may also be subject to intentional
attacks by viruses that seek to take advantageesttbugs, errors or other weaknesses. Any of thesds may result in the loss of, or dela
market acceptance of our products and serviceghwtould seriously harm our sales, financial cdoditand results of operations.

Furthermore, we believe that our reputation andenesoognition are critical factors in our abilitydompete and generate additional <
of our products and services. Promotion and entmectof our brand name will depend largely on awacess in continuing to provide
effective software applications and services. Ttmuaence of errors in our software applicationgherdetection of bugs by our customers |
damage our reputation in the market as well aseationships with existing customers, which masutein our inability to attract or retain
customers.

In addition, because our products are used in gg@urd forensic functions that are often crititmbur customers, the licensing and
support of our products makes us potentially sulieproduct liability claims. Any product liabiitinsurance we carry may not be sufficient to
cover our losses resulting from any such prodadiility claims. The successful assertion of oneore large product liability claims againsi
could have a material adverse effect on our firgre@ndition.
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Incorrect or improper use of our products, our faite to properly train customers on how to utilizelosoftware products or our
failure to properly provide consulting and implemgation services could result in negative publiciyd legal liability.

Our products are complex and are deployed in a wadiety of network environments. The proper usewfsoftware requires the end
user to undergo extensive training and, if ourvgafe products are not used correctly or as intenidadcurate results may be produced. Our
customers or our professional services personnglincarrectly implement or use our products. Owducts may also be intentionally misu
or abused by customers or non-customer third [ganthe obtain access and use of our products. Beaauscustomers rely on our product and
service offerings to manage a wide range of semsiivestigations and security functions, the inecror improper use of our products, our
failure to properly train customers on how to eéffitly and effectively use our products or ouriegl to properly provide consulting and
implementation services to our customers may résuiegative publicity or legal claims against us.

We cannot predict our future capital needs and wayrbe unable to obtain additional financing to ddep new products, enhance
existing products, offer additional services or fdrstrategic acquisitions, the failure of which calihave a material adverse effect on our
business, financial condition and results of opei@s.

We may need to raise additional funds in the fuinrerder to develop new products, enhance exigiimgucts, offer additional services
or make strategic acquisitions of complementaryrasses, technologies, products or services. Agyired additional financing may not be
available on terms acceptable to us, or at allvdfraise additional funds by issuing equity semsj you will experience dilution of your
ownership interest, which could be significant, #&mel newly-issued securities may have rights sebpitimose of the holders of our common
stock. If we raise additional funds by obtaininghs from third parties, the terms of those finag@rrangements may include negative
covenants or other restrictions on our businegsctiild impair our operational and financial flekily and would also require us to incur
additional interest expense. If additional finangcis not available when required or is not avddain acceptable terms, we may be unable to
successfully develop or enhance our software pitsdutd services through internal research and derednt or acquisitions in order to take
advantage of business opportunities or respondrtgpetitive pressures, which could negatively immastsoftware products and services
offerings and sales revenues, the failure of wkimhld have a material adverse effect on our busjrgsmncial condition and results of
operations.

Acquisitions that we may undertake in the futurevalve risks that could adversely affect our busisgBnancial condition and results
of operations.

We may pursue strategic acquisitions of businesseknologies, products or services that we belg@mplement or expand our existing
business, products and services. Acquisitionsudioh our planned acquisition of CaseCentral, mgalumerous risks, including, but not
limited to, the following:

. diversion of management’s attention during the &ition and integration process;

The possibility that acquisitions will not be coratgld successfully, or at all, and our potentialosxpe to termination fees and/or
other costs associated therewith;

»  The incurrence of substantial legal, accountintgrcial advisory and/or other costs;

. costs, delays and difficulties of integrating tleg@ired company’s operations, technologies andopered into our existing
operations and organization;

. adverse impact on earnings as a result of amagtitia acquired company’s intangible assets or impait charges related to
write-downs of goodwill related to any acquisition;

. issuance of equity securities to pay for acquisgjovhich may be dilutive to existing stockholders;
. potential loss of customers or key employees ofimed companies;
. impact on our financial condition due to the timioigthe acquisition or our failure to meet opergtor synergy expectations for

any acquired business; and

. assumption of unknown liabilities of the acquiresipany.

Any acquisitions of businesses, technologies, prtdor services that we may undertake in the futasevell as our planned acquisition
of CaseCentral, may not generate sufficient revemueost-saving synergies necessary to offsetasbheciated costs of the acquisitions or may
result in other material adverse effects.
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Our international sales and operations are subjectfactors that could have an adverse effect on dusiness, financial condition an
results of operations.

We have significant sales and services operatiatside the United States, and derive a substgrdidion of our revenues from these
operations. We also continue to expand and diweasif international operations via a global digitibn and reseller channel which will
increase our global reach but do so via an indsalds model. For the years ended December 31, 2010 and 2009, we derived
approximately 19%, 15% and 21%, respectively, afremenues from sales of products and servicesdeutise United States.

Our international operations are subject to righated to the differing legal, political, socialdaregulatory requirements and economic
conditions of many countries, which risks inclubet are not limited to:

difficulties in staffing and managing our interratal operations;

the fact that foreign countries may impose addéianthholding taxes or otherwise tax our foreigname, impose tariffs or adopt
other restrictions on foreign trade or investmertluding currency exchange controls;

the general economic conditions in the countrieshith we operate could have an adverse effecuo®arnings from operations
in those countries;

the imposition of, or unexpected adverse changdsiieign laws or regulatory requirements, inclgdthose pertaining to export
duties and quotas, trade and employment restrigtion

longer payment cycles for sales in foreign coustand difficulties in collecting accounts receivgbl
US and foreign import and export laws;

difficulty in monitoring or effectively preventingusiness practices which may violate US laws inolgidhe Foreign Corrupt
Practices Act;

fluctuations in currency exchange rates;

compliance with multiple, conflicting and changiggvernmental laws and regulations, including takgey and data protection
laws and regulations;

costs and delays associated with developing sadtvweBrcumentation and training materials in multipleguages; and

political unrest, war or acts of terrorism occugrin the foreign countries in which we currentlyeogte or intend to operate in the
future.

We may not continue to succeed in developing amdeémenting policies and strategies that will beefifre in each location where we
currently do business or intend to do busineskérfuture. Furthermore, the occurrence of any efitinegoing factors may have a material
adverse effect on our business, financial condigiod results of operations.

Insiders control a majority of our outstanding stkcand this may delay or prevent a change of cohwbour company or adversely
affect our stock price.

As of February 10, 2012, our executive officersediors and affiliated entities together benefigialvn approximately 44% of our
common stock outstanding, including approximatél{edof our outstanding common stock held by our @@rmShawn McCreight, and his
wife. As a result, these stockholders may haverobover matters that require approval by our staditers, including the election of directors
and approval of significant corporate transacti@wrporate actions favored by these stockholdeghitie taken even if other stockholders
oppose them. This concentration of ownership magg have the effect of delaying or preventing angje of control that other stockholders
may view as beneficial.
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Our charter documents and Delaware law may deteteudial acquirers of our business and may thus degs our stock price.

Our amended and restated certificate of incorpmmadind our bylaws contain provisions that coulcggelr prevent a change of control of
our company that our stockholders might consideorable. In addition, we are governed by the priovis of Section 203 of the Delaware
General Corporation Law, which may discourage,\defgprevent certain business combinations witlkldtolders owning 15% or more of our
outstanding voting stock. These and other provgsiarour charter documents may make it more diffifar stockholders or potential acquirers
to initiate actions that are opposed by the thaement board of directors, including delaying mipeding a merger, tender offer, or proxy con
or other change of control transaction involving company. Any delay or prevention of a changeanitol! transaction could cause
stockholders to lose a substantial premium ovetttee current market price of their shares.

The trading price of our common stock is volatile.

The trading prices of the securities of technologsnpanies have historically been highly volatilecArdingly, the trading price of our
common stock has been subject to wide fluctuatsimse our initial public offering in December 20@&ctors that may affect the trading price
of our common stock include:

. variations in our financial results;

. announcements of technological innovations, newtgwis, pricing models, strategic alliances or Bigant agreements by us or
our competitors;

. recruitment or departure of key personnel,

. changes in the estimates of our financial resultshanges in the recommendations of any secudtialysts that elect to follow o
common stock; and

. market conditions in our industry, the industri€®ar customers and the economy as a whole.

In addition, if the market for software or othechi@ology stocks or the stock market in general Bgpees continued or greater loss of
investor confidence, the trading price of our comrstock could decline for reasons unrelated taboiginess or financial results. The trading
price of our common stock might also decline irctien to events that affect other companies inindustry even if these events do not dire
affect us.

Future sales of shares by existing stockholders lcbcause our stock price to decline.

All of our outstanding shares are eligible for sal¢he public market, subject in certain casesdlame limitations under Rule 144 of the
Securities Act of 1933, as amended. Also, sharejgesuto outstanding options and rights under arst ARmended and Restated 2004 Equity
Incentive Plan are eligible for sale in the puldtiarket to the extent permitted by the provisionsarfous vesting agreements and Rules 144
and 701 under the Securities Act. If these sharsad, or if it is perceived that they will bddm the public market, the trading price of our
common stock could decline.

In addition, our founder, Shawn McCreight, andwife, continue to hold a substantial number of ekaf our common stock. Sales by
Mr. McCreight or his wife of a substantial numbéshbares, or the expectation that such sales mayrpcould significantly reduce the market
price of our common stock.

If our prior S Corporation election was not proparimade and maintained, we would be liable for fealeaind certain state income
taxes.

In October 1998, we elected to be treated for fddacome tax purposes as an “S Corporation” usddrchapter S of the Internal
Revenue Code. In addition, we elected or were wfisertreated as an S Corporation for certain stat@urposes. As an S Corporation, our
earnings were included in the income of our stotddrs for federal and certain state income tax psep. We filed an election to revoke our S
Corporation status in December 2006. If our S Cadon election was not properly made and mainthjpror to its revocation, we would be
liable for federal and certain state income taxg#ng prior open periods, together with interegiréion and, possibly, penalties. Such taxes and
penalties may be material to our operating results.
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Disruption in component supplies or a breakdowntime manufacturing supply chain could adversely imgénardware revenues.

Tableau brand hardware products typically incorfohaindreds or more components from a wide rangeamfufacturing sources. In
some cases these components are “sole source’isgmossible for a disruption at a single suppiteconstrain or entirely halt production of
one of more Tableau brand products, perhaps fexsmnded period.

Additionally, we use offshore contract manufactgrfacilities for most of the assembly work relatedrableau brand hardware
products. A breakdown in international transpdstabr political or economic upheaval could negavmpact our ability to manufacture or
transport products leading to a loss of hardwaoelyet revenue.

Our balance sheet contained intangible assets (rat)l goodwill (net) totaling $7.5 million at Decerab31, 2011 that are subject to
impairment review annually, or whenever events dranges in circumstances indicate that the value nmayt be recoverable, resulting in
write-downs or write-offs. Such write-downs or weipffs could adversely impact our future earningadstock price, our ability to obtain
financing and our customer relationship:

At December 31, 2011, we had $4.0 million in indeé-lived intangible assets and goodwill on ouabae sheet. Accounting Standards
CaodificationIntangibles — Goodwill and Other (ASC 3%8juires that goodwill and indefinite-lived intabkg assets be tested for impairment
annually, or whenever events or changes in circantsts indicate that the value may not be recover&hich testing could result in write-
downs or write-offs to our goodwill and indefiniiged intangible assets. Impairment is measuretth@gxcess of the carrying value of the
goodwill or intangible assets over the implied faatue of the underlying asset. Accordingly, we rfagm time to time, incur impairment
charges, which are recorded as operating expertses thiey are incurred and would reduce our netniecand adversely affect our operating
results in the period in which they are incurred.

As of December 31, 2011, we had $3.4 million ofothet intangible assets, consisting of core teldyyo existing and developed
technology, customer relationships and tradenahasite amortize over time. Any material impairminany of these items could adversely
affect our results of operations and could affeetttading price of our common stock in the pefiodhich they are incurred.

ltem 1B. Unresolved Staff Comments
None.
Item 2. Properties

Our corporate headquarters is located in Pasa@aii#rnia, where we lease approximately 68,588sgdeet in two locations. We also
lease an additional 64,372 square feet at faglititHouston, Texas, New York City, New York, Waska, Wisconsin, near San Francisco,
California, Washington, D.C., Chicago, lllinois anear London, England. We also maintain a smaibreg facility in Singapore. Our leases
expire at various points through 2015. We belida bur current facilities are suitable and adegjt@mimeet our current needs, and that suitable
additional or substitute space will be availabl®esded to accommodate expansion of our operations.

ltem 3. Legal Proceedings

In early January 2006, the Federal Trade Commigghen“FTC”) commenced an inquiry into the DecemP@@5 security breach
discussed in “Risk Factors—Computer hackers mayag@nour products, services and systems, which @awige interruptions in our service
and harm to our business, and hackers could gagsado our customers’ personal information whimhla result in the loss of existing clients,
negative publicity and legal liability.” On Septeert?0, 2006, we executed a consent decree propysthe FTC that includes no monetary
penalties. The consent decree finds that we fadléshplement proper security measures to protegswmers’ data, and requires us to provide
the FTC with initial and biennial third-party assesents of our IT security for a period of 10 yedwditionally, the consent decree requires us
to maintain a comprehensive IT security prograrainedocumentation of such program and provideceatif the consent decree to our
executives and employees for a period of 20 y&msApril 9, 2007, the Company received formal netand service of the decree, which
effectively ended the inquiry. On October 9, 20Bi¢, Company timely filed the first compliance rep@quired by the consent decree. In 2009
and 2011, we timely complied with our biennial noring and reporting responsibilities required bg tonsent decree.

On May 20, 2011, MyKey Technology Inc. (“MyKey”)did a complaint against us and certain other gaftiepatent infringement in the
United States District Court for the District of Beare. With respect to the Company, the comphldieges that certain of our data acquisition
forensic hardware products that we acquired asuwtref our acquisition of certain assets of Tabldd.C infringe three of MyKey’s patents
relating to write blocking, duplication and dataweval technologies, respectively. The complaieksea declaration of infringement, a finding
of willful infringement, compensatory damages, teetbtamages, injunctive relief, interest, expensests and attorneys’ fees.
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On July 22, 2011, MyKey also filed a complaint witle United States International Trade Commisdiba {(ITC"), alleging
infringement by the Company and certain other pantif the three patents discussed in the prec@diragraph and requesting that the ITC
commence an investigation pursuant to Section 3&37eoTariff Act of 1930. The complaint seeks imjtive relief barring the Company from
the importation of products that allegedly infrinfpe three patents of MyKey. On August 24, 20h&,ITC commenced the investigation of
Company and certain other parties related to theptaint by MyKey. On August 31, 2011 the proceedimthe District Court was stayed
pending the resolution of the ITC matter.

We intend to defend the MyKey matters vigorouslg,aat this time, are unable to estimate what, ¥, &ability we may have in
connection with these matters. We are unabletimate a range of reasonably possible losses duartous reasons, including, among others,
that (1) the proceedings are at an early stageh€2¢ is uncertainty as to the outcome of pendppeals, motions, or settlements, (3) there are
significant factual issues to be resolved, (4)ehame unresolved negotiations with certain indeongibr indemnitees of the Company, relate
the actions, and (5) we have meritorious defersasae intend to assert.

From time to time, we may become involved in vasiother lawsuits and legal proceedings that aniskd ordinary course of
business. Litigation is subject to inherent undetias, and an adverse result in these or othetensatay arise from time to time that may hi
our business. We are not currently aware of anf stiter legal proceedings or claims.

ltem 4. Mine Safety Disclosure
(not applicable)

PART Il
Item 5. Market for Registrant’s Common Equity, Related Sto&holder Matters and Issuer Purchases of Equity Seatties
Our common stock has been traded on the NASDAQ @ ldlarket under the symbol “GUID” since Decembey 2806. Prior to that

time, there was no public market for our commorelstd@he following table sets forth the range ofthand low sales prices on the NASDAQ
Global Market of the common stock for the periaudi¢ated, as reported by NASDAQ.

Fiscal 2011 Fiscal 2010
High Low High Low
First Quarter $ 871 $ 6.5C $ 6.11 $ 5.0C
Second Quarte 8.47 6.97 6.0C 4,94
Third Quartel 8.5¢ 5.74 5.87 457
Fourth Quarte 6.84 5.54 7.64 5.6

As of February 13, 2012, there were 23 holdergodrd of our common stock. On February 13, 2012)dht sale price reported on the
NASDAQ Global Market for our common stock was $BlLpgr share

In October 1998, we elected to be treated for fddacome tax purposes as an “S Corporation” usddrchapter S of the Internal
Revenue Code. In addition, we elected or were wfisertreated as an S Corporation for certain ssat@urposes. We filed an election to
revoke our S Corporation status in December 2086amRS Corporation, we historically paid dividetalsur stockholders. We anticipate that
any future earnings will be retained to financetoaring development of our business. Accordinglg, o not anticipate paying dividends on
our common stock in the foreseeable future. Angeination to pay dividends in the future will ktetfee discretion of our Board of Directors
and will depend upon our results of operation,ritial condition and other factors as the Board iné®ors, in its discretion, deems relevant.

Purchases of Equity Securities by the Issuer

In August 2008, our Board of Directors authorizggregram to repurchase shares of our common stadkdp an aggregate value of up
to $8.0 million. As of December 31, 2011, we hadragimately $3.6 million remaining under this autlzation. The authorization allows us to
repurchase our common stock from time to time thoopen market purchases and negotiated transsctiontherwise. The timing, nature
and amount of such transactions will depend onrigtyeof factors, including market conditions, ahe program may be suspended,
discontinued or accelerated at any time. The ssuténds for the purchases under the remainitigogization are our existing cash on hand
and cash from operations. Purchases are made ap#remarket, through block trades and other natgatitransactions. Repurchased shares
are held in Treasury Stock and have not been detire
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In addition to the repurchased shares outlinedvibeloe Company withheld approximately 204,000, 86,4nd 52,800 common share:
2011, 2010 and 2009, respectively, from employeestisfy their personal income tax withholdinguiegments upon the vesting of restricted
stock awards issued under our equity compensatans pWithheld shares are held in Treasury Stockteve not been retired. The Company
may engage in similar transactions from time tcetilated to future vesting of employee restricietk awards.

The following table summarizes our purchases ofroom stock:

Total Number Approximate
of Shares Dollar Value of

Purchased as Shares that May
Total Number Average Part of Publicly Yet Be Purchasec

of Shares Price Paid Announced under the

Calendar Month Repurchased Per Share Program Program
July 2008 — 3 = — 3 8,000,00!
August 200¢ 22,50C % 5.9¢ 22,50C % 7,866,001
September 200 20,000 $ 5.9¢ 20,000 $ 7,750,001
May 2009 98,91 $ 3.31 98,91 $ 7,422,001
June 200¢ 173,100 $ 3.68 173,100 $ 6,794,00!
July 2009 95,83t $ 3.7¢ 95,83t $ 6,432,001
August 200¢ 54,85( $ 3.8¢ 54,85( $ 6,220,00!
August 201( 141,35¢ $ 5.07 141,35¢ $ 5,503,00!
September 201 125,04¢ $ 5.27 125,04' $ 4,844.,00I
October 201( 13,000 $ 5.85 13,00: $ 4,768,00!
November 201! 224 % 6.0C 224 $  4,766,00
September 201 21,62 % 5.9¢ 21,62 % 4,637,001
October 201: 54,95 $ 5.97 54,95 $ 4,310,001
November 201: 49,00¢ $ 5.97 49,00¢ $  4,017,00
December 2011 61,390 $ 6.0C 61,39« $ 3,649,00!
Total 931,80¢ 931,80t ¢  3,649,00!

Stock Performance Graph and Cumulative Total Return

The following graph illustrates a comparison of th&al cumulative stockholder return on our comrstotk for each of the last five fis
years with two indices: (i) the NASDAQ Compositeléx (symbol: IXIC) and (ii) the NASDAQ Computer kexd(symbol: IXCO). The grap
assumes an initial investment of $100 at the beéginaf the five year period and that all divideridsse been reinvested. No cash dividends
have been declared on our common stock. The quaesobtained from http://finance.yahoo.com. Thegarisons in the graph are required
by the SEC and are not intended to forecast ondbieative of the possible future performance of @ammon stock.
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COMPARISON OF CUMULATIVE TOTAL RETURN
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Item 6. Selected Consolidated Financial Data

The following selected consolidated financial dettauld be read in conjunction with “ltem 7. Manageit's Discussion and Analysis of
Financial Condition and Results of Operations” and consolidated financial statements includedterf 8. Financial Statements and
Supplementary Data.” The selected consolidatechbelaheet data as of December 31, 2011 and 201ihaisdlected consolidated statement
of operations data for each of the three yearkerperiod ended December 31, 2011, have been ddriwa our audited consolidated financial
statements, which are included in “Iltem 8. FinahStatements and Supplementary Data” to this AnReglort. The selected consolidated
balance sheet data as of December 31, 2008 anda2@03elected consolidated statement of operatiatasfor the years ended December 31,
2008 and 2007 have been derived from our auditedatimated financial statements not included is thinual Report. Historical results are
not necessarily indicative of the results to beeexgd in the future.
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Consolidated Statements of Operations Date

Revenues
Product revenu

Services and maintenance revenue

Total revenue

Cost of revenues (excluding amortization and

depreciation, shown below
Cost of product revent

Cost of services and maintenance revenue
Total cost of revenues (excluding amortization

depreciation, shown beloy
Operating expense
Selling and marketin
Research and developme
General and administrati
Depreciation and amortization
Total operating expenses
Operating (loss) income
Other income and expens
Interest incom:
Interest expens
Other income, ne
Total other income and expense
Income (loss) before income tax
Income tax provision (benefit)
Net income (loss
Net income (loss) income per she
Basic
Diluted

Year Ended December 31,

Weighted average number of shares used in per share

calculations(1)
Basic
Diluted

2011 2010 2009 2008 2007
$ 52,34 $ 43,93 $ 34,06¢ $ 48,24¢ 44,31«
52,25¢ 47,97( 40,82: 43,22: 34,56t
104,60 91,90( 74,89 91,46¢ 78,88
5,97: 4,937 2,79: 3,14: 2,75¢
22,45 19,87 17,89¢ 22,80 19,28(
28,42¢ 24,81 20,69 25,94 22,03
36,99: 35,94 36,47 39,71 32,96
18,88: 17,01 14,22t 13,02: 9,067
16,43: 13,98t 13,49 18,05¢ 14,63’
5,421 4,70( 4,427 4,09¢ 3,45:
77,73 71,64 68,62 74,88 60,12
(1,555) (4,55F) (14,429 (9,370) (3,275
53 78 86 72C 1,46%
(9) (5 (10) (49) (107)
20 1 44 70 13C
64 74 12C 741 1,48¢
(1,49)) (4,48)) (14,309 (8,629) (1,789
15¢ 121 (380) 1,967 1,07¢
$ (1,649 $ (4602 $ (13,929 $ (10,599 (2,867
$ 0.07) $ 0.20 $ (0.60 $ (0.46) (0.19)
$ 0.0 $ 0.20 $ (0.60) $ (0.4¢) (0.19)
23,25; 23,02 23,00t 23,16( 22,60(
23,25: 23,02 23,00: 23,16( 22,60(
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Year Ended December 31,

2011 2010 2009 2008 2007
Non-Cash Shar-Based Compensation Data(2)
Cost of product revent $ 82 $ 54 $ 23 3 € $ 81
Cost of services and maintenance reve 89¢ 847 1,09¢ 1,78¢ 81¢
Selling and marketin 1,612 1,601 1,99- 2,92 1,332
Research and developmt 1,37z 1,192 1,32( 1,43¢ 594
General and administrati 1,56¢ 1,49:¢ 1,51C 2,79¢ 1,52(
Total nor-cash sharbased compensatic $ 593: § 5181 $ 594: § 8,97¢ $ 4,34¢

As of December 31,
2011 2010 2009 2008 2007

Balance Sheet Data
Cash and cash equivalel $ 37,04t $ 27,62 $ 36,58 $ 36,00¢ $ 37,59:
Total asset $ 77,32¢ $ 67,44C $ 69,01¢ $ 78,84: $ 75,937
Notes payable and capital lea: $ 112 % 192 % 171 % 16 $ 771
Deferred revenue $ 39,58: $ 33,61« $ 36,08¢ $ 33,28 $ 27,20
Total stockholder equity $ 24317 % 22,52¢ % 23,46 $ 33,09 $ 33,89¢

(1) See Note 4 to our consolidated financial statemfemtan explanation of the determination of the bemof shares used to compute bi
and diluted per share amounts.

(2) Non-cash compensation recorded in each of theyfhaes ended December 31, 2011 relates to stootpgranted to employees
measured under the fair value method and includsis celated to nonvested share grants.

ltem 7. Management’s Discussion and Analysis of Financial @dition and Results of Operations

The following discussion of our financial conditiand results of operations should be read togetbi# the financial statements and
related notes that are included elsewhere in thiauwal Report on Form 10-K. This discussion may a@iorforward-looking statements based
upon current expectations that involve risks andautainties. Our actual results may differ matelgigrom those anticipated in these forward-
looking statements as a result of various factorguding those set forth under “Risk Factors” ar dther parts of this Annual Report on
Form 1(-K.

Overview

We develop and provide the leading software andviarre solutions for digital investigations, inclugiEnCas@ Enterprise, a network-
enabled product primarily for corporations and goweent agencies, and EnCase  Forensic, a desksgutiproduct primarily for law
enforcement agencies and digital investigators.

We were incorporated and commenced operations9i.18rom 1997 through 2002, we generated a sutftaortion of our revenues
from the sale of our EnCa$e  Forensic productselated services. We have experienced increasas irevenue as a result of the release of
our EnCas® Enterprise products in late 2002, whkganded our customer base into corporate erdemand federal government agencies.
In addition, the releases of our EnC&e eDiscoselytion in late 2005 and EnCd8  Information Assce solution in late 2006 (which
was replaced by our EnCa® Cybersecurity soliti@®09) have increased our average transactien kiavlay 2010, we added a family of
data acquisition forensic hardware products incigdorensic duplicators, multiple write blockersdasther hardware through our acquisitior
Tableau, LLC (“Tableau”). We anticipate that sadésur EnCas® Enterprise products and relatedcssrvin particular our EnCa
eDiscovery and EnCa® Cybersecurity solutions, and sales of our forehaitiware products will comprise a substantial partf our futur
revenues.
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Important Factors Affecting Our Results of Operations

There are a number of trends that may affect oainess and our industry. We have identified factioas we expect to play an important
role in our future growth and profitability. Som&these trends or other factors include:

. Legislative and regulatory developmer@air digital investigation solutions allow law enfement agencies, government
organizations and corporations to conduct investga within the legal and regulatory frameworkstdrically, the implementatic
of new laws and regulations surrounding digitakistigations has helped create demand for our ptedtature changes in
applicable laws or regulations could enhance aiadefrom the desirability of our products.

. Information technology budget®eployment of our solutions may require a subsshotpital expenditure by our customers.
Budgets for information technology-related capégbenditures at corporations and all levels of govent organizations are
typically cyclical in nature, with generally highleadgets in times of improving economic conditiansl lower budgets in times of
economic slowdowns.

. Law enforcement agency budgétte sell our EnCas® Forensic products and traisémgices primarily to law enforcement
agencies. Because of the limited nature of lawreefoent budgets, funds are typically initially abided toward solving issues
perceived to be the most pressing. Sales of owlyats could be impacted by changes in the buddéssveenforcement agencies
in the relative priority assigned to digital lanfertement investigations.

. Prevalence and impact of hacking incidents and apmaf malicious softwar@.he increasing sophistication of hacking attacks on
government and private networks and the globalespof malicious software, such as viruses, wornasraotkits, have increased
the focus of corporations and large governmentroegdions on digital investigations and other agpe€ network security, which
has, in turn, increased demand for our productsireichanges in the number and severity of suelekator the spread of malicic
software could have an effect on the demand fopooducts.

. Seasonality in revenuegdle experience seasonality in our revenues, wittittind and fourth quarters typically having the hegt
revenues for the year. We believe that this sedispnasults primarily from our customers’ budgetinycles. The federal
government budget year ends in the third calendartgr of the year and a majority of corporate lmiggars end in the fourth
calendar quarter of the year. In addition, our aurgrs also tend to make software purchases neanthef a particular quarter,
which tends to make our revenues for a particudgiog unpredictable for a significant portion oétiperiod. We expect that this
seasonality within particular years and unprediéitstwithin particular quarterly periods will coimiue for the foreseeable future.

. Amount of commercial litigatiolBecause commercial litigation often involves e-digry, an increase in commercial litigation
could increase demand for our products and serwdeite a decrease in commercial litigation covdtitase demand.

Summary of Results of Operations

Our total revenue for the year ended December @11 #vas $104.6 million, an increase of $12.7 millior 14%, from 2010. Product
revenue was $52.3 million for the year ended Deegrh, 2011, an increase of $8.4 million, or 1986if 2010. Services and maintenance
revenue was $52.3 million for the year ended De@arl, 2011, an increase of $4.3 million, or 9%nfr2010. The increase in our total
revenue was primarily due to growth in the forerssiftware market, increased sales of the latesiaeof our EnCas® Forensic product
released in June 2011, increase in sales of oun&af® Enterprise family of products, and improwedrall economic conditions and the
resulting increases in spending by our customerisgl2011.

Our net loss for the year ended December 31, 2GKI$4.6 million, or $0.07 per share, comparedrtetdoss of $4.6 million, or $0.20
per share, for 2010. Our profitability is primgrdependent upon revenue from the sale of our mtsduCost of revenues increased by $3.6
million, or 15%, in the year ended December 31,12€dmpared to 2010. The increase was primarilyekalt of increased sales of products
and professional services. Profitability is alffeected by the costs and expenses associated aittlaping, selling and marketing our
products. Operating expenses increased by $6libmibr 8%, in 2011 as compared to 2010, due milynd an increase in general and
administrative expenses and increased researctiearetbpment costs.

During 2011, we released EnC&e Forensic versiohidh includes a new streamlined interface, autechavidence processing and
optimized case management capabilities, as wétitagrated support for smart phones and tablets.
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Sources of Revenu

Our software sales transactions typically inclutefollowing elements: a software license fee faidhe use of our products under a
perpetual license term, or for a specific termamangement for first-year support and maintenawbéch includes unspecified software
updates, upgrades and post-contract support; afielgsional services for installation, implementaticonsulting and training. We derive the
majority of our revenues from sales of our softwareducts. We sell our software products and sesvirimarily through our direct sales fol
while we sell our hardware products primarily thgbuesellers.

We recognize revenue in accordance with the Acdogr8tandards Codification (“ASCSoftware Industry—Revenue Recognitimpic
( ASC 985 andRevenue Recognition (ASC 60Q%Jhich, if revenues are to be recognized uponycbdelivery, requires among other things
vendor-specific objective evidence of fair valueM&OE, for each undelivered element of multipleneént customer contracts.

Year Ended December 31,

(Dollars in thousands) 2011 Change % 2010 Change % 2009
Product revenue:!

Enterprise product $ 24,77 9% $ 22,69¢ 17% $ 19,33¢

Forensic products 27,57« 30% 21,23¢ 44% 14,73¢
Total product revenue 52,34¢ 19% 43,93( 29% 34,06¢
Services and maintenance revent

Professional service 15,031 3% 14,60¢ 42% 10,27(

Training 7,72¢ —% 7,762 — % 7,79

Maintenance and other 29,49 15% 25,59¢ 12% 22,75¢
Total services and maintenance rever 52,25¢ 9% 47,97( 18% 40,82
Total revenues $ 104,60: 14% $ 91,90( 23% $ 74,89(

Product Revenue

We generate product revenues principally from twadpct categories: Enterprise products and Forgmsiducts. Our Enterprise
products include licenses related to our En@se terfirise, EnCas eDiscovery, and EnC8se Cybeisec@ur Forensic products
include revenues related to EnC&5e  Forensic, iRertaield Intelligence Model and a line of forenkardware products. Revenues from
OEM, Field Intelligence Modal and other hardwareevereviously reported as “Other” product reverite. comparability purposes, we have
reclassified the 2009 categories as defined abdumgever, total product revenues remains unchangadrasult of the reclassification. During
the first two quarters of each fiscal year, we ¢pfliy experience our lowest levels of product sdles to the seasonal budgetary cycles of our
customers. The third quarter is typically the styest quarter for sales to our federal governmestiocoers. Typically, sales to our corporate
customers are highest in the fourth quarter.

Product revenues increased by $8.4 million, or 1fé#tthe year ended December 31, 2011 from 20ifhauily due to increased Foren
sales. Forensic product revenue increased byrflidn, or 30%, for the year ended December 31,122ffom 2010. The increase in Forensic
product revenues was due to increased sales tdtte version of our EnCa®  Forensic produetsdd in June 2011, growth in the
forensic software market and the addition of reeetiuiough sales of forensic hardware productswvtiesaicquired as a result of our acquisition
of Tableau in May 2010. Enterprise product revenneeased by $2.1 million, or 9%, for the yearesh@®ecember 31, 2011 from 2010. The
increase in Enterprise revenues is primarily aitdble to increased sales to our customers regudtmn additional functionality made availa
in our Enterprise products during the year anccth@inued overall strengthening of the economy.

Product revenues increased by $9.9 million, or 2@tthe year ended December 31, 2010 from 2008 \guily due to a $6.5 million
increase in Forensic product revenues. The incrieaSerensic product revenues was due to the auditi revenue through sales of forensic
hardware products that we acquired as a resulidoquisition of Tableau in May 2010 and growthhia forensic software market. Enterprise
product revenue increased by $3.4 million, or 1¥the year ended December 31, 2010 from 2009.iffdrease in Enterprise revenue is
primarily attributable to the overall strengthenmfghe economy.

Services and Maintenance Revenues

Services and maintenance revenues increased $idhnor 9%, for the year ended December 31, 2@binpared to 2010. Professio
services revenues increased $0.4 million, or 3%thie year ended December 31, 2011, compared 0, PBinarily due to a general increas:
demand for our eliscovery services and revenue from certain sigguifi consulting engagements performed during teedix months of 201:
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Training revenue for the year ended December 311 26mained unchanged compared to 2010. The patioh of new product releas
in June 2011 resulted in a delay in customers sdimegtraining classes during the first half of tyear.

Maintenance and other revenues increased $3.©milhir 15%, for the year ended December 31, 20drhpared to 2010, primarily as a
result of sustained increases in our installed pcbtdase and a high annual renewal rates by cussahesiring continuing maintenance support
on our products.

Services and maintenance revenues increased $lfidnpor 18%, for the year ended December 31, 2@bnpared to 2009.
Professional services revenues increased by $4lidmrfor the year ended December 31, 2010, or 4@3mpared to 2009 as demand for both
e-discovery and implementation services increasetdrasult of the increase in Enterprise productssasecompared to 2009. Training reve
for the year ended December 31, 2010 was flat cozdpa 2009, as our customers continued to expegiegstrictive travel and training
budgets during the economic recovery. Maintenamceother revenue increased by $2.8 million, or 1f2#tthe year ended December 31,
2010 compared to 2009, primarily as a result ofaherall increase in our installed product baseahayh annual renewal rate by customers
desiring continuing maintenance support on our pctsd

Cost of Revenues

Year Ended December 31,

(Dollars in thousands) 2011 Change % 2010 Change % 2009
Cost of product revenues $ 5,97¢ 21% $ 4,937 77% $ 2,79¢
Cost of services and maintenance reven
Professional service 14,17¢ 19% 11,90: 18% 10,06¢
Training 5,73¢ 5% 5,47¢ — % 5,46¢
Maintenance and other 2,53¢ 2% 2,497 6% 2,36¢
Total cost of services and maintenance revenues 22,45: 13% 19,87 11% 17,89¢
Total cost of revenues $ 28,42¢ 15% $ 24,81: 20% $ 20,69

Shar«-based compensation included abc

Cost of product revenues $ 82 $ 54 $ 23
Cost of services and maintenance revel $ 89¢ $ 847 $  1,09¢
Gross Margin Percentag -
Products 88.6% 88.&% 91.8%
Services and maintenan T 57.(% T 58.&% T 56.2%
Total 72.&% 73.(% 72./%

Cost of Product Revenues

Cost of product revenues consists principally ef¢bst of producing our software products, the obstanufacturing our hardware
products and product distribution costs, includimg cost of compact discs, packaging, shippingooos duties, and, to a lesser extent,
compensation and related overhead expenses. WbBe tosts are primarily variable with respecttesvolumes, they remain low in relation
to the revenues generated and result in highesgnasgins than our services and training busine€agrsgross margins can be affected by
product mix, as our Enterprise products are gelyenaher margin products than our Forensic progiughich include software and hardware.

Cost of product revenues increased by $1.0 millawr21%, for the year ended December 31, 2011, eosapto 2010. The increase was
primarily a result of an increase in forensic hamdsvproduct revenues due to our acquisition of @abin May 2010. Product gross margin
decreased slightly to 88.6% in 2011 from 88.8%0&@primarily due to an increase in sales of fakehardware products which have lower
margins.

Cost of product revenues increased by $2.1 milliory, 7%, for the year ended December 31, 2010, eosapto 2009. The increase was
primarily a result of an increase in forensic haadsvproduct revenues due to our acquisition of dabin May 2010. Product gross margin
decreased slightly to 88.8% in 2010 from 91.8%002due to the introduction in 2010 of our forersacdware products resulting in a higher
mix of forensic versus enterprise sales.

Cost of Services and Maintenance Revenues

The costs of services and maintenance revenudsrgety comprised of employee compensation costdding share-based
compensation, related overhead expenses, and tmagtdhcilities costs. The cost of maintenancemaeds primarily outsourced, but also
includes employee compensation costs for custoeotainical support and related overhead costs.
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Total cost of services and maintenance revenuesdsed $2.6 million, or 13%, for the year endeddbdwer 31, 2011, compared to
2010. The increase in the cost of services andter@nce revenues in 2011 compared to 2010 isrilmaniy to the increase in compensation
and related expenses, associated with higher regeamd higher utilization rates in our professiaaliices organization, as well as an incr:
in third-party consultants on certain engagements.

Services and maintenance gross margin was 57.@lih, compared to 58.6% in 2010. The lower sesvét®l maintenance gross
margin in 2011 was primarily a result lower margimsservices revenue in 2011 due to an increageinumber of thirgarty consultants us
on certain professional engagements.

Total cost of services and maintenance revenuesased by $2.0 million, or 11%, for the year enBedember 31, 2010, comparec
2009. The increase in revenues in 2010 compar2dae is due primarily to an increase in compensatwsts resulting from the increase in
professional services.

Services and maintenance gross margin was 58.&%1i0, compared to 56.2% in 2009. The higher sesvarel maintenance gross
margin in 2010 was primarily due to higher profeasi services gross margins resulting from an esmen utilization rates in our professional
services organization during the year. Gross marginmaintenance and other revenues in 2010 irextestightly compared to 2009, primarily
due to continued high renewal rates with our existiustomer base and lower average costs assouidtethaintenance renewals.

Operating Expenses

Year Ended December 31,
(Dollars in thousands) 2011 Change % 2010 Change % 2009

Selling and marketing expens $ 36,99: 3% $ 35,94, (1)% $ 36,47¢
Research and development expenses $ 18,88: 11% $ 17,01: 20% $ 14,22¢
General and administrative expenses $ 16,43: 18% $ 13,98¢ 4% $ 13,49
Depreciation and amortization expense $ 5,42¢ 15% $ 4,70( 6% $ 4,427
As a percent of revenu
Selling and marketing expenses 35.4% 39.1% 48.1%
Research and development expenses 18.1% 18.5% 19.(%
General and administrative expenses 15.7% 15.2% 18.(%
Depreciation and amortization expel 5.2% 5.1% 5.6%
Shar-Based Compensation Included Abo
Selling and marketing expenses $ 1,613 $ 1,601 $ 199
Research and development exper $ 1,37¢ $ 1,19: $ 1,32(
General and administrative expen $ 1,56¢ $ 1,49: $ 1,51(

28




Table of Contents
Selling and Marketing Expenses

Selling and marketing expenses consist primarilgetonnel costs and costs related to our sales &rd marketing staff. Selling and
marketing expenses also include expenses relatiagvertising, brand building, marketing promotiamsl trade show events (net of amounts
received from sponsors and participants), prodwsriagement, travel and allocated overhead.

Although we expense our sales commissions at tine tie related sale is invoiced to the client, nexes from our EnCad® Enterprise
term licenses, EnCa Forensic product, Premiwenise Support Program, the Annual Training Passaadtour consulting, maintenance
and implementation services are recognized overelezant performance or license period. Accordingle generally experience a delay
between when we experience increased selling amkletiteg expenses and when we recognize a portidineoforresponding revenue. We
employed 114 sales and marketing personnel atti@e2011, 113 at the end of 2010 and 119 at ildeoé 2009.

Selling and marketing expenses increased $1.0omjlbr 3%, for the year ended December 31, 20Ihpeoed to 2010. The increase
was primarily due to higher compensation costsratated expenses associated with increased progleues, offset by a reduction in
marketing events expenses.

Selling and marketing expenses decreased $0.®milhir 1%, for the year ended December 31, 201@paoed to 2009. The decrease
was primarily due to lower compensation costs tasufrom lower headcount during the year, offsga increase in commissions as a result
of increased product revenues.

Research and Development Exper

Research and development expenses consist prinodiglympensation, including share-based compensaiad related overhead
expenses. In order to develop new product offeringstinue developing existing products and imprquality assurance, we increased the
number of research and development personnel thamyploy to 98 in 2011 from 93 in 2010 and 84 i620

Research and development expenses increased $tla® nair 11%, for the year ended December 31, 2@binpared to 2010. The
increase was driven primarily by compensation ahated expenses resulting from increased headcomimg the year and an increase in
temporary help and consultants due to the numbpraafucts in development, as well as the acquisitioTableau in May 2010.

Research and development expenses increased $Ro® nor 20%, for the year ended December 31, 2@bthpared to 2009. The
increase was driven primarily by increases in headtand other employee-related expenses, as sveikesacquisition of Tableau in May 2010
and the number of products in development.

General and Administrative Expenses

General and administrative expenses consist obpees and related costs for accounting, legal rmfdion systems, human resources
and other administrative functions. In additionngeal and administrative expenses include profassigervice fees, bad debt expense, and
other corporate expenses and related overheadnWieged 64 general and administrative personnileaend of 2011 and 61 at the end of
2010 and 2009.

General and administrative expenses increased Byniilion, or 18%, for the year ended DecemberZil,1, compared to 2010, which
is primarily attributable to a charge of $1.3 naitlirelated to certain state sales tax obligatiookiding related interest and penalties, an
increase in legal fees related to the patent igéiment complaints filed in May and July of 2011 anchpensation and related expenses due to
increased headcount.

General and administrative expenses increased Bynfillion, or 4%, for the year ended DecemberZ11,0, compared to 2009,
primarily as a result of increased professionas fee

Depreciation and Amortization Expens

Depreciation and amortization expenses consisepfatiation and amortization of our leasehold improents, furniture, computer
hardware and software and intangible assets. 14,22010 and 2009, we invested $2.1 million, $2ilion and $2.6 million, respectively, in
capital equipment and leasehold improvements. Iy 50, we acquired intangible assets through oguiaition of Tableau. The increase in
depreciation and amortization expense for the gaded December 31, 2011 of $0.7 million, or 15%npared to 2010, was primarily a result
of the amortization of intangible assets we acquibgough our acquisition of certain assets of &ablin May 2010.
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Depreciation and amortization expense in 2010 aszd $0.3 million, or 6%, compared to 2009, prityatie to the additional
investment in capital equipment and the acquisitibimtangible assets during the year.

Other Income and Expense

Total other income and expense consists of inte@sted on cash balances, interest expense pamttagrdmiscellaneous income and
expense items. In 2011, total other income an@res@ decreased $10,000, or 14%, compared to Z0iddecrease is primarily due to the
decrease in interest income of $25,000, or 32% pewed to 2010, offset by an increase in other iresamat, of $19,000.

In 2010, total other income and expense decreas&®@®0, or 38%, compared to 2009. The decregsénigrily due to the decrease in
other income, net, of $43,000, or 98%.

Income Tax Provision (Benefit

The effective tax rate in years 2011, 2010, and®208s 10.6%, 2.7%, and (2.6)% , respectively. Tfectve tax rate in these years
differed from the federal statutory rate of 34%marily due to the tax impact of certain share-basgdpensation charges that are not
deductible for tax purposes, and the impact of jgling a valuation allowance against deferred taetss partially offset by research and
development credits. See Note 8 to our Consolileieancial Statements for additional information.

Liquidity, Capital Resources and Financial Conditim

Since inception, we have largely financed our ofp@ma from our cash flow from operations. In Decem®006, we issued and sold
3,250,000 shares of our common stock at $11.5@hme, for net proceeds of $34.8 million in outigipublic offering. As of December 31,
2011, we had $37.0 million in cash and cash egental On February 7, 2012 the company announegdt thas signed a definitive agreement
to acquire CaseCentral, a privately held providerlaud-based e-discovery review and productiotveafe for corporations and law firms, for
$17.1 million, consisting of approximately $8.3 loih in cash and $8.3 million in company commorcktand the assumption of $0.5 million
in debt, net of cash. Depending on CaseCentrab$S3avenue growth, Guidance Software may pay ap @dditional $33 million in cash over
the next three years. The transaction is subjectistomary conditions and is expected to closenduttie first quarter of 2012. We believe that
our cash flow from operations and our cash and egsivalents are sufficient to fund our working italpand capital expenditure requirements
for at least the next 12 months.

Changes in Cash Flow

We generate cash from operating activities primdrdm cash collections related to the sale ofmmaducts and services. Net cash
provided by operating activities was $13.7 milliar2011, compared with $5.6 million in 2010. Therease in cash provided by operations
was primarily a result of an increase in defermgenue of $6.0 million in 2011 compared to a desgéa deferred revenue of $2.5 million in
2010, a decrease in our net loss to $1.6 milliomf4.6 million in 2010, partially offset by an mease in trade receivables of $3.2 million in
2011 compared to a decrease of $1.2 million in 2010

Net cash provided by operating activities was $biléon in 2010, compared with $5.0 million in 2009 he increase in cash provided by
operations was primarily a result of a decreassuimet loss to $4.6 million from $14.0 million 2009, a decrease in deferred revenue of $2.5
million compared to an increase of $2.8 millior2®09, offset by an increase in our accrued liaedivf $2.4 million in 2010 compared to a
decrease of $2.4 million in 2009 and an increaseaite receivables of $1.2 million compared toramease of $8.3 million in 2009. The
change in trade receivables was due primarily ghdri cash collections in the fourth quarter of 288@ompared to the fourth quarter of 2009.
The first and fourth quarters of our fiscal year aur strongest quarters for cash collections na@guence of the higher sales volumes typi
experienced in the third and fourth quarters.

Net cash used in investing activities was $2.1ianilin 2011 compared to $13.0 million in 2010 adédmillion in 2009. The increase
2010 was due to the acquisition of Tableau in M@y @for the net cash purchase price of $10.7 millio

Net cash used in financing activities was $2.2iorilin 2011 compared to $1.6 million in 2010 and8illion in 2009. Cash used in
financing activities in 2011 included $2.6 milliofirepurchases and withholding of common stockijglfyr offset by $0.5 million in proceeds
from stock option exercises. Cash used in finapeictivities in 2010 included $2.0 million of rephases and withholdings of common stock,
partially offset by $0.4 million in proceeds frortoek option exercises and lower principal payment®ur capital lease obligations.
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We maintain a $3.0 million revolving line of crediith a bank. Borrowings under this line of cresluld be collateralized by
substantially all our assets. The line of credijuiees that we remain in compliance with certairaficial covenants and in March 2010, an
amendment to the credit agreement was enteredarmxtend the expiration date to May 31, 2012 asctehse the maximum cumulative net
loss permitted under the credit facility to $5.0limin (excluding non-cash share-based compensatioripg any one fiscal year. Borrowings
under the amended credit agreement bear intereseatf the following rates (as selected by usiita equal to the bank’s alternate base rate
plus 2% or the bank’s LIBOR plus 3%. At Decembgr3011, there were no amounts outstanding undéelitie of credit.

As of December 31, 2011, we had an outstandingldbgrietter of credit in the amount of $112,500ated to one of our facility leases,
secured by the revolving line of credit. There weseamounts outstanding under this line of credecember 31, 2011 or 2010.

Contractual Obligations and Commitments

We currently have no material cash commitmentsratfian the definitive agreement to acquire Castg@lgisee “Note 20-Subsequent
Events” in the notes to the consolidated finansfatements included in Item 8 for further inforratregarding the acquisition) and our normal
recurring trade payables, expense accruals anedeadl commitments are expected to be fundedutlineexisting working capital and future
cash flows from operations. At December 31, 201t cutstanding contractual cash commitments wegelg limited to our non-cancelable
lease obligations, primarily relating to office iiitees, as follows:

Payments Due by Period

Less than 1-3 3-5 More than
(Dollars in thousands) Total 1 Year Years Years 5 Years
Capital lease obligations, including inter $ 12C $ 62 $ 58 $ — 3 —
Non-cancelable operating lease obligati $ 8,30t $ 3,75¢ $ 387t % 674 $ —
Purchase obligatior $ 1,047 $ 1,047 $ — % — 3 —

Our future capital requirements will depend on méagfors, including our rate of revenue growth, ¢lxpansion of our selling and
marketing activities, the timing and extent of mst and development spending to support produaldement and enhancement efforts, ¢
associated with expansion into new territories arkmats, the timing of the introduction of new prottuand services and the enhancement of
existing products and the continuing market acewaf our products and services. To the extentdimaexisting cash, cash from operations,
or the availability of cash under our line of ctedrre insufficient to fund our future activitieschplanned growth, we may need to raise
additional funds through public or private equitydebt financings. We may enter into arrangemientise future, which could also require us
to seek additional debt or equity financing. Addfithl funds may not be available on terms favortbles, or at all. Furthermore, although we
cannot accurately anticipate the effect of inflatar foreign exchange markets on our operationgjoveot believe these external economic
forces have had, or are likely in the foreseealtieré to have, a material impact on our resultspefrations. We have omitted unrecognized tax
benefits from this table due to the inherent uraety regarding the timing and recognition relatedhese unrecognized tax benefits. See
“Note 8—Income Taxes” in the notes to the consaéddinancial statements included in Item 8 fotHer information regarding the
unrecognized tax benefits.

Off-Balance Sheet Arrangements

As of December 31, 2011, we had no off-balancetsr@angements as defined in Item 303(a)(4) ofSB€’s Regulation $. We do no
have material relationships or transactions wittspes or entities that derive benefits from thein4#independent relationship with us or our
related parties except as disclosed in this report.
Stock Repurchases

In August 2008, our Board of Directors authorizeahagement to repurchase up to $8.0 million of atistanding common stock. Under
the authorization, the timing and actual numbestafres subject to repurchase are at the discretiomnagement and are contingent on a
number of factors, such as levels of cash gener&tion operations, market conditions and our spaiee. Repurchased shares are held in
Treasury Stock and have not been retired. As okbser 31, 2011, we had approximately $3.6 milllemaining under this authorization.

31




Table of Contents

In addition to the shares we have repurchasedeopgbn market, we withheld approximately 204,080480 and 52,800 common shg
in 2011, 2010 and 2009, respectively, from empleyteesatisfy their personal income tax withholdiaguirements upon the vesting of share
awards issued under our equity compensation plansgithe quarter. Withheld shares are held in JugaStock and have not been retired.
The Company may engage in similar transactions tiora to time related to future vesting of employestricted stock awards.

Critical Accounting Policies and Estimates

In preparing our financial statements, we makerestés, assumptions and judgments that can hagaificint impact on our net
revenue, operating income or loss and net incontessr as well as on the value of certain assetdiabilities on our balance sheet. We beli
that the estimates, assumptions and judgmentsviestoh the accounting policies described belowiandote 2 to our Consolidated Financial
Statements, included herein at Item 8, have thetgse potential impact on our financial statemesusye consider them to be our critical
accounting policies and estimates. There have beeignificant changes in those critical accounpoficies and estimates during the twelve
months ended December 31, 2011.

Revenue Recognition

We recognize revenue in accordance V@tftware Industry- Revenue Recognitiopic (ASC 985-605) anRevenue RecognitighASC
605). While the standard governs the basis formegeecognition, in applying our revenue recognitiolicy we must determine which
portions of our revenue should be recognized ctigr@amd which portions, if any, should be deferredorder to determine current and defet
revenue, we make judgments and estimates withaegduture deliverable products and services ardappropriate pricing for those products
and services. In general, we recognize revenue whesuasive evidence of an arrangement exists awe dhelivered the product or performed
the service, the fee is fixed or determinable asitkctability is probable, as follows:

. Persuasive evidence of an arrangement: If we e@thigr into contracts or receive written purchaskeis issued by a customer that
legally bind us and the customer, we considerdbavidence of an arrangement.

. Delivery: We deem delivery of products to have ooedi when the title and risk of ownership have pdgs the buyer. Services
revenue is recognized as services are performed.

. Fixed or determinable fee: We consider the feestfixed or determinable if the fee is not subjectefund or adjustment and the
payment terms are within normal established prastitf the fee is not fixed or determinable, weogrize the revenue as amounts
become due and payable, provided all other revesaagnition criteria have been met.

. Collection is deemed probable: We conduct a crediew for all significant transactions at the tiofethe arrangement to
determine the credit-worthiness of the customeHleCtion is deemed probable if we have a reasoriadiés to expect that the
customer will pay amounts under the arrangemepagsients become due.

However, determining whether and when some of theteria have been satisfied often involves asdiong and judgments that can
have a significant impact on the timing and amaimevenue reported. For example, for multiple edatrarrangements we must make
assumptions and judgments in order to allocatéatad purchase price (irrespective of invoiced @dlitons) among the various elements we
deliver, to determine whether undelivered servaresessential to the functionality of the delivepedducts and services, to determine whether
vendor-specific evidence (“WSOE”) of fair value sts for each undelivered element and to determhmetiver and when each element has been
delivered. The VSOE of fair value for all elemeatfsan arrangement is based upon the normal presmbdiscounting practices for those
products and services when sold separately andpfoware license updates and product supportcesyis additionally measured by the
renewal rate offered to the customer. If we wereh@nge our pricing practices or any of our otlssuaptions or judgments in the future, our
future revenue recognition could differ significigrfrom our historical results.

Amounts for fees collected or invoiced and duetimgpto arrangements when revenue cannot be reoedjaire reflected on our balance
sheet as deferred revenue and recognized whemdtaqgt is delivered or over the period in which fleevice is performed, in accordance with
our revenue recognition policy for such elementvéfcannot objectively determine the fair valu@ny undelivered element included in
bundled software and service arrangements, we dafenue until all elements are delivered and sesvhave been performed, or until fair
value can objectively be determined for any renmgjnindelivered elements. When the fair value oélavered element has not been
established, we use the residual method to reemehue if the fair value of all undelivered elensastdeterminable. Under the residual
method, the fair value of the undelivered eleméenteferred and the remaining portion of the areangnt fee is allocated to the delivered
elements and is recognized as revenue.
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Product Revenu&he timing of product revenue recognition is deparin the nature of the product sold. We do neétaay product
offerings where software components and non-soéveamponents function together to deliver the talegbroduct’s essential functionality.
Product arrangements comprising multiple delivegapincluding software and hardware, are genecallggorized into one of the following:

. EnCasé® Enterprise, Encé8e  Forensic, En®ase @iyc and related products: License revenue assativith these
arrangements, exclusive of amounts allocated tot@a@ance and other undelivered elements for whiehave vendor-specific
objective evidence (“VSOE") of fair value, is reecized upon delivery, provided that all other cidiefor revenue recognition have
been met.

. Hardware: Revenue associated with the sale of éirdrardware is recognized upon shipment to theomes, provided that all
other criteria for revenue recognition have beeh me

Services and Maintenance Reverervices and maintenance revenue consists of giofes services, training, and maintenance.
Revenue from such services is generally recograzdtie services are provided. Training revenuesitlrer recognized on a per-class basis
upon a participant’s attendance or, for those enste who have subscribed to our Annual Trainingsp@as program, revenue is recognized
ratably over the annual period. We refer to revemrlegted to technical product support and softwgeates on a when-and-if available basis as
maintenance revenue, which is recognized ratabdy the applicable contractual period. We deterrttieeamount of maintenance revenue to
be deferred through reference to substantive maanige renewal provisions contained in each arraegerie consider substantive
maintenance provisions to be provisions where ¢3¢ of the maintenance renewal, stated in the aohivith our customer as a percentage of
the product fee, is comparable to the normal pgi¢or maintenance-only renewals. Substantiallpffur customers purchase maintenance
support when they acquire new software licensessabdtantially all renew their maintenance suppontracts annually or otherwise.

Goodwill and indefinite-lived intangibles

We account for our goodwill and indefinite-livedangible assets in accordance wiitangibles — Goodwill and Oth¢rASC 350 ).
Goodwill represents the excess of purchase priee fair value of net assets acquired and is asdigma reporting unit at the date the goodwill
is initially recorded. Goodwill and indefinitésed intangible assets are not amortized but extetlifor impairment annually, or whenever ev
or changes in circumstances indicate that the valayg not be recoverable. A two-step test is peréatrat the reporting unit level to assess
goodwill for impairment. First, the fair value dfd reporting unit is compared to its carrying valfi¢he fair value exceeds the carrying value,
the reporting unit is not impaired and no furthesting is performed. The second step is perforticarrying value exceeds the fair valut
the carrying value of the reporting unit exceedsritplied fair value, an impairment loss equalhe difference will be recorded. Indefinite-
lived intangible assets are assessed for impairinenbmparing the carrying value of the assets thidhr fair values. If the carrying value of
an indefinite-lived intangible asset exceeds itplied fair value, an impairment loss equal to tifeecence will be recorded. Application of the
impairment test requires significant judgment tbneate the fair value. Changes in estimates angnagsons could materially affect the
determination of fair value and/or impairment.

We performed our annual impairment test as of A30il2011. Goodwill was assessed at the repoutiitgevel for hardware products
which is one level below our reportable segmentlleWe determined the fair value of the reportimit based on a discounted cash flow
model and a guideline transaction model. Undehn butdels the estimated fair value of the reponting exceeded its carrying value by a
substantial margin.

Share-Based Compensation

We use the Black-Scholes option pricing model tiedrine the grant date fair value of share-basgcpats and recognize that cost, net
of an estimated forfeiture rate, as compensati@eese on a straight-line basis over the vestingpgefhe determination of the grant date fair
value of share-based awards using that modeleéstaidl by our stock price as well as assumptiorsrdirgg a number of complex and
subjective variables. These variables include #tienated number of years that we expect employehslit their stock options (the option
“term”) and our expected stock price volatilityskifree interest rates and dividends to be paidwrstock over that term.
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The expected term (life) of stock option awards lesn calculated using the “simplified method” hessawe lack sufficient historical
data to provide a reasonable basis to estimatexipected term. We lack this historical data becafisero factors: first, our 2004 Equity
Incentive Plan (the “Plan”) was adopted in 2004 @eddo not have a sufficient history of exercised #orfeitures over the typical 10-year life
of our awards to predict future option holder beébgwvhich is critical in estimating an expectedefor our options, and, second, we believe
that our December 2006 initial public offering Hikgly changed the historical patterns that wernpegienced during the brief period of time
from the Plan’s adoption to our initial public offey. The volatility of our common stock is estimdtat the date of grant based on a weighted-
average of the implied volatility of publicly tradl@0-day to 270-day options on the common stock $élect peer group of similar companies
(“Similar Companies”), the historical volatility efie common stock of Similar Companies and, begipim late 2007, the historical volatility
of our common stock. The risk-free interest ratedus option valuation is based on the implieddiel effect at the time of each option grant,
based on US Treasury zero-coupon issues with elgnivaxpected terms. We use a dividend yield of aethe Black-Scholes model, as we
have no intention to pay any cash dividends oncoummon stock in the foreseeable futu@empensation-Stock Compensatiiso requires
that we estimate forfeitures at the time of grart eevise those estimates in subsequent periaatstil forfeitures differ from those estimates.
We use historical data to estimate pre-vestingoogirfeitures and record share-based compensatipense only for those awards that are
expected to vest. Quarterly changes in the estohfatéeiture rate can potentially have a significaffect on reported share-based
compensation, as the cumulative effect of adjudtiegforfeiture rate for all expense amortizatifieralanuary 1, 2006 is recognized in the
period the forfeiture estimate is changed.

If we change the terms of our employee shased compensation programs, refine future assangptir if we change to other accept:
valuation models, the stock-based compensationnsepnat we record in future periods may diffengigantly from historical trends and
could materially affect our results of operatiois.of December 31, 2011, there was approximatelg 8dllion of total unrecognized share-
based compensation cost related to stock opti@isstexpected to be recognized over a weightedageeperiod of 1.9 years and
approximately $9.4 million of total unrecognizedsitbased compensation cost related to restritbe awards that is expected to be
recognized over a weighted-average period of 3aisy@Ve expect to record approximately $3.9 millimshare-based compensation in 2012
related to options and restricted stock awardstandéng at December 31, 2011. See Note 13 to ons@iated Financial Statements for
further information regarding share-based compémsat

Allowance for Doubtful Accounts

We maintain an allowance for doubtful accountsefstimated losses resulting from the inability of oustomers to make required
payments. The allowance is established througlvagion for bad debt expense. We determine thewaisgof this allowance by evaluating
individual customer accounts receivable, througisaeration of the customer’s financial conditioredit history and current economic
conditions. In addition, we analyze our historicaddit loss history and apply these loss ratesitacorrent accounts receivable balances to
verify the reasonableness of our allowance. Iffit@ncial condition of our customers were to detegie, resulting in an impairment of their
ability to make payments, additional allowances ayequired in the future, which would resultricrieased general and administrative
expense.

Accounting for Income Taxes

In preparing our consolidated financial statementsestimate our income tax liability in each of foreign and domestic jurisdictions in
which we operate by estimating our actual curraxteixposure and assessing temporary differencellingsfrom differing treatment of items
for tax and financial statement purposes. Our juelgis) assumptions and estimates relative to theruprovision for income tax take into
account current tax laws, our interpretation ofent tax laws and possible outcomes of audits cctediby foreign and domestic tax
authorities. Reserves for income taxes to addresnpal exposures involving tax positions thatlddue challenged by tax authorities will be
established if necessary. Although we believe ndginents, assumptions and estimates are reasoolallgges in tax laws or our interpretat
of tax laws and the resolution of any future tagitaucould significantly impact the amounts prodder income taxes in our consolidated
financial statements.

We calculate our current and deferred tax provisioamsed on estimates and assumptions that cofgd fildm the actual results reflected
in income tax returns filed during the subseques@ryAdjustments based on filed returns are gegerdorded in the period when the tax
returns are filed and the global tax implications lenown, which can significantly impact our efigettax rate. Tax law and rate changes are
reflected in the income tax provision in the periodvhich such changes are enacted.

We record a valuation allowance to reduce our dedetax assets to the amount that is more likedy thot to be realized. We consider all
available evidence, both positive and negativduiing historical levels of income, expectations aisks associated with estimates of future
taxable income and ongoing prudent and feasibl@l@xning strategies in assessing the need foluatian allowance. In the event we were to
determine that we would not be able to realizeapart of our net deferred tax assets in the &tan adjustment to the deferred tax assets
would be charged to earnings in the period in wivehmake such a determination. Likewise, if werlditermine that it is more likely than r
that the net deferred tax assets would be realizedyould reverse the applicable portion of thevjmnesly provided valuation allowance.
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On January 1, 2007, we adopted the accountingrfcentainty in income taxes which contains a twg-steproach to recognizing and
measuring uncertain tax positions taken or expetctds taken in a tax return by determining if Wheight of available evidence indicates th:
is more likely than not that the tax position vii# sustained on audit, including resolution of esigited appeals or litigation processes. The
second step is to measure the tax benefit as thpesitamount that is more than 50% likely to bdized upon ultimate settlement. The standard
also provides guidance on de-recognition, clasdific, accounting in interim periods and discloseguirements for tax contingencies.

Commitments and Contingencies

We are subject to certain legal proceedings, asasalemands, claims and threatened litigationdhiaé in the normal course of our
business. We periodically evaluate all pendinchoedtened contingencies and commitments, if amy,afe reasonably likely to have a mate
adverse effect on our operations or financial pasitWe assess the probability of an adverse outcana determine if it is remote, reasonably
possible or probable as defined in accordance thétprovisions o€ontingencies (ASC 450j.management determines that it is probable that
an asset had been impaired or a liability had leeurred at the date of our financial statememid, the amount of the loss, or the range of
probable loss can be reasonably estimated, wedetoaccrued liability and an expense for the edthloss. If no accrual is made for a loss
contingency because one or both of the conditiomsyant taContingenciesire not met, but the probability of an adverse aute is at least
reasonably possible, we would disclose the natfitleeocontingency, if material, and provide anrastie of the possible loss or range of los:
state that such an estimate cannot be made.

Significant judgment is required in both the detieattion of probability and the determination of wier an exposure is reasonably
estimable. Because of uncertainties related teethesters, any accruals recorded are based oreghénfiormation available at the time. As
additional information becomes available, we waldssess the potential liability related to ourdieg claims and litigation and may revise
our estimates favorably or unfavorably. Potengghl liabilities and the revision of estimates ofgmtial legal liabilities could have a material
impact on our financial position and results of rapiens.

Recent Accounting Pronouncements

Amendments to Achieve Common Fair Value MeasureamenDisclosure Requirements in U.S. GAAP and hatiional Financial
Reporting Standards (Topic 8 —Fair Value Measurement (ASU 2011-04n May 2011, the FASB issued Accounting Standdygdate
No. 201:-04, to provide a consistent definition of fair waland ensure that the fair value measurementiaolbsure requirements are similar
between U.S. Generally Accepted Accounting PrimsiGAAP) and International Financial Reportingn8trds. ASU 2011-04 changes
certain fair value measurement principles and ecémthe disclosure requirements particularly fordl@ fair value measurements. ASU
201104 is effective during interim and annual periodgibning after December 15, 2011 and should beebptospectively. The adoption
this standard is not expected to have a materigh@on our consolidated financial statements.

Testing Goodwill for Impairment (ASU) 2011-08ives the option to qualitatively determine whegtthe two-step goodwill impairment
test under FASB Accounting Standards Codificatiqd®C) 350-20, Intangibles — Goodwill and Othercan be bypassed. Under the new
guidance, if an entity chooses to perform a qualdéaassessment and determines that it is morky ltkan not (a more than 50 percent
likelihood) that the fair value of a reporting ursitless than its carrying amount, it would therfgren Step 1 of the annual goodwill impairmu
test in ASC 350-20 and, if necessary, proceedép 3t Otherwise, no further evaluation would beessary. The decision to perform a
gualitative assessment is made at the reportingewel, and an entity with multiple reporting uihay utilize a mix of qualitative assessments
and quantitative tests among its reporting unitise amended guidance is effective for interim amuual goodwill impairment tests performed
for fiscal years beginning after December 15, 20Tfie adoption of this standard is not expectduhtee a material impact on our consolidated
financial statements.

Non-Audit Services of Independent Registered Publiéccounting Firm

Our Audit Committee of the Board of Directors has-ppproved all non-audit services including tasnpbance services.
ltem 7A. Quantitative and Qualitatve Disclosures about Market Risk

Market RiskMarket risk represents the risk of loss that magant our financial position due to adverse chaimgése financial market
prices and rates. Our market risk exposure is pifyna result of fluctuations in foreign exchangees, interest rates and credit risk. We do not

hold or issue financial instruments for tradinggmses.
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Foreign Currency RiskTo date, substantially all of our internationalkesahave been denominated in US dollars, and therefte
majority of our revenues are not subject to foraigmency risk. Our operating expenses and casvsfire subject to fluctuations due to
changes in foreign currency exchange rates, btdrigally have had relatively little impact on coperating results and cash flows. A
strengthening of the dollar could make our prodacid services less competitive in foreign markatstaerefore could reduce our revenues. In
the future, an increased portion of our revenuelscaists may be denominated in foreign currenciesdd/not enter into derivative instrument
transactions for trading or speculative purposes.

Interest Rate RislOur investment portfolio, consisting of highly ligudebt instruments of the US government at Decer@be2011, is
subject to interest rate risk. The fair value of myestment portfolio would not be significantippacted by either a 100 basis point increase or
decrease in interest rates due mainly to the ghort-nature of the major portion of our investmgarttfolio.
ltem 8. Financial Statements and Supplementary Data

Our financial statements and supplementary datanehaded at the end of this report, beginning ageF-1.

ltem 9. Changes in and Disagreements with Accountants on Aaunting and Financial Disclosure
None.
ltem 9A. Controls and Procedures

Management, with the participation of the Presiderd Chief Executive Officer and Chief Financiafi€dr, has performed an evaluati
of our disclosure controls and procedures (as ddfin Rules 13a-15(e) and 15d-15(e) of the Seearkixchange Act of 1934). This evaluation
includes consideration of the controls, processespaocedures that are designed to ensure thatriaf@mn required to be disclosed by us in
reports we file under the Securities Exchange Adi934 is recorded, processed, summarized andtezbaithin the time periods specified in
the Securities and Exchange Commission’s ruled@mas and that such information is accumulated@mmunicated to our management,
including our President and Chief Executive Offiaad Chief Financial Officer, as appropriate towltimely decisions regarding required
disclosure. Based on such evaluation, our PresatahtChief Executive Officer and Chief FinanciafiGdr concluded that, as of December 31,
2011, our disclosure controls and procedures wigsetive.
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Management Report on Internal Control over Financid Reporting

Management is responsible for establishing and taigimg adequate internal control over financigloding as defined in Rules 13a-15
(f) and 15d-15(f) under the Securities Exchangedfd934. Our internal control over financial rethog is designed to provide reasonable
assurance regarding the reliability of financigdoging and the preparation of financial statemémt&xternal purposes in accordance with
generally accepted accounting principles. Our irgkcontrol over financial reporting includes thsdicies and procedures that:

() pertain to the maintenance of records that, inoealsle detail, accurately and fairly reflect thensactions and dispositions of our
assets;

(i)  provide reasonable assurance that transactionre@reded as necessary to permit preparation ofifiahstatements in accordance
with generally accepted accounting principles, trad our receipts and expenditures are being malyeimaccordance with
authorizations of our management and directors; and

(i)  provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, osaisposition of our assets
that could have a material effect on the finansiatements.

There are inherent limitations in the effectivenesany system of internal control, including thespibility of human error and the
circumvention or overriding of controls. Accordiggeven an effective internal control system matyprevent or detect misstatements and can
provide only reasonable assurance with respedhaméial statement preparation. Also, projectioharty evaluation of effectiveness to future
periods are subject to the risk that controls megome inadequate because of changes in conditidhatathe degree of compliance with the
policies or procedures may deteriorate.

Management assessed the effectiveness of ourahintrol over financial reporting as of DecemBg&r 2011, utilizing the criteria set
forth by the Committee of Sponsoring Organizatiohthe Treadway Commission (COSO)lirternal Controls—Integrated FrameworBasec
on the results of this assessment, managemenaidingl our President and Chief Executive Officer and Chief Financial Officer) has
concluded that, as of that date, our internal @mtver financial reporting was effective.

The attestation report concerning the effectiveioésair internal control over financial reporting ef December 31, 2011, issued by our
independent registered public accounting firm, Red& Touche LLP, appears on page F-2 of our AhiReport on Form 10-K.

Changes in Internal Control Over Financial Reporting

There have been no changes in our internal cootre financial reporting during the fourth quardéfiscal 2011 that have materially
affected, or are reasonably likely to materiallieaf, our internal controls over financial repogtin

Item 9B. Other Information
None.
PART IlI
ltem 10. Directors, Executive Officers and Corporate Governace

The information required by this item will be setth in the Proxy Statement or Form 10-K/A anchisoirporated in this report by
reference.

ltem 11. Executive Compensation

The information required by this item will be setth in the Proxy Statement or Form 10-K/A anchisorporated in this report by
reference.

ltem 12. Security Ownership of Certain Beneficial Owners andManagement and Related Stockholder Matters

The information required by this item will be setth in the Proxy Statement or Form 10-K/A anchisoirporated in this report by
reference.
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Iltem 13.

Certain Relationships and Related Transactions, an®irector Independence

The information required by this item will be setth in the Proxy Statement or Form 10-K/A anchisorporated in this report by

reference.
ltem 14. Principal Accountant Fees and Services
The information required by this item will be setth in the Proxy Statement or Form 10-K/A anchisoirporated in this report by
reference.
PART IV
Item 15. Exhibits and Financial Statement Schedules
The following documents are filed as part of tld@part:
Page
Number
(@) Financial Statements
(1) Report of Independent Registered Public Accourf&imm F-2
Consolidated Balance Sheets at December 31, 2@l 2Gi0 F-3
Consolidated Statements of Operations for the yeraded December 31, 2011, 2010 and - F-4
Consolidated Statements of Stockhol’ Equity for the years ended December 31, 2011, 20t0200¢ F-5
Consolidated Statements of Cash Flows for the yeradled December 31, 2011, 2010 and 2 F-6
Notes to Consolidated Financial Stateme F-7
(2) Signature: S-1
Schedule —Valuation and Qualifying Accoun -1

Financial statement schedules other than thosell@bove have been omitted because they are eiahezquired, not applicable or the
information is otherwise included.

®3)

List of exhibits required by Item 601 of RegulatirK. See part (b) below.

(b)  Exhibits:

The following exhibits are filed or furnished hefitwor are incorporated by reference to exhibiesvjusly filed with the SEC (the
original Exhibit number is included parenthetically

Exhibit

Number Description of Documents

3.1(2) Amended and Restated Certificate of IncorporatioBuidance Software, Inc. (Exhibit 3.

3.2(13) Third Amended and Restated Bylaws of Guidance Sofwinc. (Exhibit 3.4

4.1(1) Investor’s Rights Agreement, dated as of Septer@6ep003, by and between Guidance Software, Iret Metthew Healey.
(Exhibit 4.1)

10.1(1) Restated Lease Agreement, dated as of April 1, 20P38nd between Guidance Software, Inc. and ThiniWw&laza
(Exhibit 10.1)

10.2(9) Guidance Software, Inc. Second Amended and Res2@@tl Equity Incentive Plan. (Exhibit 10.27

10.3(10) Guidance Software, Inc. Amended and Restated EixecBetention and Severance Plan, dated as of Desreh®, 2008
(Exhibit 10.3) #

10.4(12) Amended and Restated Employment Agreement, datedi&ey 23, 2011, by and between Guidance Softwace and Victor
Limongelli. #

10.5(3) Amended and Restated Stock Option Agreement, datedary 19, 2008, by and between Guidance Softwareand Victor
Limongelli. (Exhibit 10.9) #

10.6(3) Stock Option Agreement, dated January 19, 2008noybetween Guidance Software, Inc. and Victor lngsdli.

(Exhibit 10.10) #
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10.7(3) Restricted Stock Cancellation Agreement, datedakgnle, 2008, by and between Guidance Software aimg Victor
Limongelli. (Exhibit 10.11) #

10.8(3) Restricted Stock Agreement, dated January 19, 2808nd between Guidance Software, Inc. and Victmongelli.
(Exhibit 10.12) #

10.9(4) Form of Offer Letter, dated August 5, 2008, by detiveen Guidance Software, Inc. and Barry J. Pkgfdnibit 99.2) 4

10.10(3) Amended and Restated Credit Agreement dated asgfIM2007, by and between Bank of the West and#Bwie

Software, Inc. (Exhibit 10.1:

10.11(2) Form of Tax Matters Agreement. (Exhibit 10.:
10.12(8) Oracle PartnerNetwork Embedded Software Licens&ribBigion Agreement dated as of November 28, 209§8nd between

Oracle USA, Inc. and Guidance Software, In

10.13(2) Form of Indemnification Agreement. (Exhibit 10.]

10.14(11) First Amendment to Guidance Software, Inc. SeconteAded and Restated 2004 Equity Incentive Plarhifiix10.28) #
10.15(6) Form of Amendment to Employment Letter (the I-Participant Amendment). (Exhibit 99.1’

10.16(6) Form of Amendment to Employment Letter (the Pgoicit Amendment). (Exhibit 99.2)

10.17(7) Form of Amendment to Restricted Stock Agreementh{iit 99.1) #

10.18(10) Form of Second Amended and Restated 2004 Equigntive Plan Restricted Stock Agreement. (ExhibiR1D#
10.19(10) Amendment to Offer Letter, dated December 18, 269&nd between Guidance Software, Inc. and Baiyaha

(Exhibit 10.22) 4

10.20(10) Employment Agreement dated August 1, 2004 by amdden Guidance Software, Inc. and Mark E. Harring{&xhibit 10.23
#

10.21(10) Employment Agreement dated November 3, 2006 bybetaeen Guidance Software, Inc. and Larry A. Gkhibit 10.24) 4

10.22
10.23

Offer Letter, dated March 9, 2009, by and betweeaid@nce Software, Inc. and Rasmus van der Co
Employment Agreement, dated March 9, 2009, by andieen Guidance Software, Inc. and Rasmus van @ér#

10.24(5) Second Amendment to Amended and Restated Credéefgent dated as of July 22, 2009, by and betweak 8fathe West

and Guidance Software, Inc. (Exhibit 10.:

10.25(11) Third Amendment to Amended and Restated Credit ément as of March 22, 2010, by and between BatttkeofVest and

Guidance Software, Inc. (Exhibit 10.z

21.1(8) Subsidiaries of Registra

23.1 Consent of Independent Registered Public Accouriing

31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200z
31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200z
32.1 Certification of Chief Executive Officer Pursuant$ection 906 of the Sarba-Oxley Act of 2002 1
32.2 Certification of Chief Financial Officer Pursuant$ection 906 of the Sarba-Oxley Act of 2002 1
101.INS XBRL Instance Documer

101.SCH XBRL Taxonomy Extension Schema Docum

101.CAL XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.DEF XBRL Taxonomy Extension Definition Linkbase Docun
101.LAB XBRL Taxonomy Extension Label Linkbase Docum
101.PRE XBRL Taxonomy Extension Presentation Linkbase Doent

(1)
()

(3)
(4)
(5)
(6)
(7)

(8)
(9)
(10)
(11)
(12)
(13)

#

*

Incorporated by reference to Guidance Softwarédi@mrm S-1 Registration Statement (File No. 3333&) filed September 15, 2006.
Incorporated by reference to Amendment No. 4 tad@uoie Software Inc.’s Form S-1 Registration Stater(en Form S-1/A) filed
November 22, 2006.

Incorporated by reference to Guidance Softwarédi@mrm 10-K for the year ended December 31, 2007.

Incorporated by reference to Guidance Softwarédr@@urrent Report on Form 8-K dated and filed orgést 7, 2008.

Incorporated by reference to Guidance Softwarédimrm 10-Q for the quarterly period ended June2B09.

Incorporated by reference to Guidance Softwareédr@@urrent Report on Form 8-K dated and filed orv&faber 13, 2009.
Incorporated by reference to Guidance Softwarédr@@urrent Report on Form R-dated November 20, 2009 and filed on Novembe
20009.

Incorporated by reference to Guidance Softwarédi@mrm 10-K for the year ended December 31, 2008.

Incorporated by reference to Guidance Softwareédzefinitive Proxy Statement dated March 19, 2@hd filed on March 30, 2010.
Incorporated by reference to Guidance Softwarédieorm 10-K for the year ended December 31, 2009.

Incorporated by reference to Guidance Softwareédi@rm 10-Q for the quarterly period ended Mar@éh2010.

Incorporated by reference to Guidance Software;dr@@urrent Report on Form 8-K dated and filed oaréh 1, 2011.

Incorporated by reference to Guidance Software;dri@urrent Report on Form 8-K dated and filed oarbh 18, 2011.

Indicates management contract or compensatory plan.

Incorporated by reference to Guidance Softwarédimrm 10-K for the year ended December 31, 2@@8tions of this exhibit have
been redacted pursuant to a confidential treatmeeptest filed with the SEC.

These certifications are being furnished solelgdcompany this Annual Report pursuant to 18 U.Section 1350, and are not being
filed for purposes of Section 18 of the Securiigshange Act of 1934 and are not to be incorporbtedference into any filing of
Guidance Software, Inc., whether made before er #ifie date hereof, regardless of any generalpoecation language in such filing.
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INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Report of Independent Registered Public Accourf&imm F-2
Consolidated Balance She: F-3
Consolidated Statements of Operati F-4
Consolidated Statements of Stockhol’ Equity F-5
Consolidated Statements of Cash Flc F-6
Notes to Consolidated Financial Stateme F-7

Schedules not listed above have been omitted #liregeare not applicable or are not required, oitf@mation required to be set ther
is included in the Consolidated Financial StatementNotes thereto.
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REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Guidance Software, Inc.
Pasadena, California

We have audited the accompanying consolidated balgineets of Guidance Software, Inc. and subsididtiie “Company”) as of
December 31, 2011 and 2010, and the related coiasetl statements of operations, stockholders’ yaaiitd cash flows for each of the three
years in the period ended December 31, 2011. Qditsaalso included the financial statement schetisiied in the Index at Item 15. We a
have audited the Company’s internal control oveaificial reporting as of December 31, 2011, basettitaria established imternal
Control—Integrated Framewotiksued by the Committee of Sponsoring Organizatifribe Treadway Commission. The Company’s
management is responsible for these financial siatés and financial statement schedule, for maimgieffective internal control over
financial reporting, and for its assessment ofeffectiveness of internal control over financigioeting, included in the accompanying
“Management Report on Internal Control over FinahRieporting.”Our responsibility is to express an opinion on ¢hi@sancial statements a
financial statement schedule and an opinion orCitn@pany’s internal control over financial reportingsed on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiqUnited States). Those
standards require that we plan and perform thet émdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement and whether effective internal coravelr financial reporting was maintained in all evél respects. Our audits of the financial
statements included examining, on a test basideage supporting the amounts and disclosures ifirthecial statements, assessing the
accounting principles used and significant estimatade by management, and evaluating the ovemaltdial statement presentation. Our a
of internal control over financial reporting incled obtaining an understanding of internal contx@rdinancial reporting, assessing the risk
a material weakness exists, testing and evalu#timgesign and operating effectiveness of intezoatrol based on the assessed risk. Our ¢
also included performing such other procedureseasamsidered necessary in the circumstances. Visvbéhat our audits provide a
reasonable basis for our opinions.

A company’s internal control over financial repogiis a process designed by, or under the supemnvidi the company’s principal
executive and principal financial officers, or pars performing similar functions, and effected Iy tompany’s board of directors,
management, and other personnel to provide reakoaaturance regarding the reliability of financégorting and the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles. A comgfsaimternal control over financial
reporting includes those policies and proceduras(th) pertain to the maintenance of records thagasonable detail, accurately and fairly
reflect the transactions and dispositions of tree&sof the company; (2) provide reasonable asseriat transactions are recorded as
necessary to permit preparation of financial stateiin accordance with generally accepted acangiptinciples and that receipts and
expenditures of the company are being made ordgdordance with authorizations of management amdtirs of the company; and
(3) provide reasonable assurance regarding prereatitimely detection of unauthorized acquisitiosg, or disposition of the company’s
assets that could have a material effect on ttentiial statements.

Because of the inherent limitations of internaltcohover financial reporting, including the positly of collusion or improper
management override of controls, material misstatemdue to error or fraud may not be preventatketected on a timely basis. Also,
projections of any evaluation of the effectivenesthe internal control over financial reportingftdure periods are subject to the risk that the
controls may become inadequate because of chamgesditions, or that the degree of compliance wWithpolicies or procedures may
deteriorate.

In our opinion, the consolidated financial statetaenferred to above present fairly, in all mategapects, the financial position of
Guidance Software, Inc. and subsidiaries as of Béee 31, 2011 and 2010, and the results of theiraifpns and their cash flows for each of
the three years in the period ended December 311,20 conformity with accounting principles genbraccepted in the United States of
America. Also, in our opinion, such financial staent schedule, when considered in relation to #séclconsolidated financial statements
taken as a whole, presents fairly, in all mategapects, the information set forth therein. Alagur opinion, the Company maintained, in all
material respects, effective internal control dieancial reporting as of December 31, 2011, basethe criteria established internal
Control—Integrated Framewotiksued by the Committee of Sponsoring Organizatifrike Treadway Commission.

/s/ Deloitte & Touche LLF
Los Angeles, Californii
February 16, 201
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CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

ASSETS
Current assets:
Cash and cash equivalel

Trade receivables, net of allowance for doubtfaloamts of $520 and $558, respectiv

Inventory
Prepaid expenses and other current a:
Total current assets
Long-term assets:
Property and equipment, r
Intangible assets, n
Goodwill, net
Other assets
Total lon¢-term asset
Total assets
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Accounts payabl
Accrued liabilities
Capital lease obligatior
Deferred revenue
Total current liabilities
Long-term liabilities:
Rent incentive:
Capital lease obligatior
Deferred revenue
Deferred tax liabilities
Total lon¢-term liabilities
Commitments and contingencies (Notes 11 anc
Stockholders’ equity:

Preferred stock, $0.001 par value: 10,000,000 shawthorized; no shares issued or outstan
Common stock, $0.001 par value; 100,000,000 starg®rized; 24,631,000 and 23,873,000 she
issued, respectively; 23,342,000 and 22,976,00@shautstanding, respective

Additional paic-in capital

Treasury stock, at cost, 1,288,000 and 897,00Cshezspectivel

Accumulated defici
Total stockholders’ equity
Total liabilities and stockholde’ equity

GUIDANCE SOFTWARE, INC.

December 31

2011 2010
$ 37,046 $ 27,627
19,50¢ 16,344
1,39¢ 987
2,20¢ 1,93¢
60,15¢ 46,88¢
9,27: 11,35!
3,75¢ 5,05¢
3,711 3,711
434 434
17,17. 20,55¢
$ 77,32 $ 67,44(
$ 2,80t $ 2,56¢
9,77t 7,25¢
58 76
33,63( 30,27¢
46,35, 40,17¢
49¢ 1,221
55 11€
5,95: 3,33¢
15¢ 61
6,66( 4,73¢
23 23
74,29 68,31
(6,599 (4,039)
(43,419 (41,760)
24 31 22,52¢
$ 77326 $ 67,44(

The accompanying notes are an integral part oktheasolidated financial statements.
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GUIDANCE SOFTWARE, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Year Ended December 31

2011 2010 2009
Revenues

Product revenu $ 52,34 $ 43,93C $ 34,06¢

Services and maintenance reve 52,25¢ 47,97( 40,82:
Total revenues 104,60: 91,90( 74,89(
Cost of revenues (excluding amortization and deatien, shown below)

Cost of product revent 5,97: 4,937 2,79:

Cost of services and maintenance revenue 22,45 19,87 17,89¢
Total cost of revenues (excluding amortization dadreciation, shown belov 28,42¢ 24,817 20,69:
Operating expense

Selling and marketin 36,99: 35,941 36,47

Research and developm 18,88: 17,01: 14,22t

General and administratiy 16,43: 13,98t 13,49;

Depreciation and amortizatic 5,424 4,70( 4,427
Total operating expenses 77,73( 71,64¢ 68,62/
Operating income (los: (1,55 (4,55%) (14,42Y
Other income and expens

Interest incomt 53 78 86

Interest expens (9) 5) (20

Other income, ne 20 1 44
Total other income and expense 64 74 12C
Income (loss) before income tax (1,49 (4,48)) (14,309
Income tax provision (benefit) 15¢ 121 (380
Net income (loss $ (1,649 $ (4,607 $ (13,929
Net income (loss) per common sk—basic $ (0.07) $ (0.20 $ (0.60)
Net income (loss) per common sk—diluted $ (0.0 $ 0.20 $ (0.60)
Shares used in the calculation of net income (Ipescommon sha—basic 23,25: 23,024 23,09:
Shares used in the calculation of net income (Ipssxommon sha—diluted 23,25 23,02« 23,09:

The accompanying notes are an integral part oktheasolidated financial statements.
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GUIDANCE SOFTWARE, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

For the Year Ended December 31, 2009, 2010 and 2011
(in thousands)

Accumulated Total
Additional Other Stockholders’
Common Stock Paid-in Treasury Stock Comprehensive Accumulated (Deficit)
Shares Amount Capital Shares Amount Income Deficit Equity
Balances at December
2008 23,25 % 23 $ 56,62: 56 $ (312) $ — $ (23,239 $ 33,09/
Share-based
compensatiol — — 5,94: — — — — 5,94:
Exercise of stock optior 27 — 11¢ — — — — 11¢
Vesting of restricted stoc
awards 16¢€ — — — — — — —
Common stock
repurchased or withhe (47%) — — 475 (1,769 — — (1,76%)
2009 net los: — — — — — — (13,925 (13,925
Balances at December 31,
2009 22,97 23 62,68:¢ 531 (2,080 — (37,169 23,46:
Share-based
compensatiol — — 5,187 — — — — 5,187
Exercise of stock optior 95 — 441 — — — — 441
Vesting of restricted stoc
awards 272 — — — — — — —
Common stocl
repurchased or withhe (36€) — — 36€ (1,959 — — (1,959
2010 net los: — — — — — — (4,607) (4,607)
Balances at December 31,
2010 22,97¢ 23 68,31! 897 (4,039 — (41,76€) 22,52¢
Shar«-basec
compensatiol — — 5,532 — — — — 5,532
Exercise of stock optior 99 — 454 — — — — 454
Vesting of restricted stoc
awards 65¢& — — — — — — —
Common stocl
repurchased or withhe (391) — — 391 (2,55%) — — (2,555
2011 net loss — — — — — — (1,649 (1,649
Balances at December 31,
2011 23,34: % 23 $ 74,29 1,28¢ $ (6,599 $ — $ (4341H $ 24,317

The accompanying notes are an integral part oktheasolidated financial statements.

F-5




Table of Contents

GUIDANCE SOFTWARE, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Operating Activities:
Net loss
Adjustments to reconcile net loss to net cash piexviby operating activitie:
Depreciation and amortizatic
Benefit for doubtful account
Shar+based compensatic
Deferred taxe
Loss on disposal of asse
Changes in operating assets and liabilit
Trade receivable
Inventory
Prepaid expenses and other as
Accounts payabl
Accrued liabilities
Deferred revenues
Net cash provided by operating activit
Investing Activities:
Purchase of property and equipm
Proceeds from sale of property and equipn
Acquisition, net of cash acquired
Net cash used in investing activiti
Financing Activities:
Proceeds from the exercise of stock opti
Common stock repurchased or withh
Principal payments on capital lease obligations
Net cash used in financing activities
Net (decrease) increase in cash and cash equis
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of \
Supplemental disclosures of cash flow information
Interest expense pa
Income taxes pai
Supplemental disclosures of nc-cash investing and financing activities
Purchase of property and equipment included in@atsopayablt
Capital lease obligations incurred to acquire &

Year Ended December 31

2011 2010 2009

$ (1,649 $ (4,607 $ (13,92¢)
5,42¢ 4,70 4,427

— (48) (252)

5,53: 5,187 5,94

94 61 —

— 35 1

(3,167) 1,15¢ 8,31¢

(407) 17 (38)

(275) 25 175

402 (775) (86)

1,79t 2,351 (2,407)

5,967 (2,479 2,80%

13,72: 5,63¢ 4,95¢

(2,116) (2,317) (2,576)

— 1 6

— (10,686) —

(2,116) (13,00) (2,570

454 441 11¢

(2,555) (1,95¢) (1,769)

(78) (80) (160)

(2,179) (1,599) (1,810

9,427 (8,967) 57¢

27,62 36,58t 36,00¢

$ 37,04 $ 27,62 $ 36,58"
$ 2 % 3 $ 6
$ 31 $ 117 $ 234
$ 75 $ 152 $ 21¢
$ — % 101 $ 16¢€

The accompanying notes are an integral part oktheasolidated financial statements.
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GUIDANCE SOFTWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1. Description of the Business
General

Guidance Software, Inc. was incorporated in thiestbCalifornia in 1997 and reincorporated in Dedae on December 11, 2006.
Guidance and its subsidiaries are collectivelyrreféto herein as “Guidance,” “we” or the “Compdriyieadquartered in Pasadena, California,
Guidance is a global provider of software and hamdvsolutions to conduct digital investigations.

Our main products ar&nCase® Enterprisea comprehensive, network-enabled digital invesiig solution that enables corporations
and government agencies to search, collect, preserd analyze data across all of the servers, aeskind laptops that comprise their entire
network from a single locationEnCase® eDiscoverywhich automates the search, collection, presienvaind processing of electronically
stored information for litigation and compliancerpusesEnCase® Cybersecuritywhich provides the ability to identify potenttareats and
analyze them, identify other advanced hacking tieghes that evade traditional network or host-batefdnses, provides investigative
capabilities that target confidential or sensitilega, and mitigates risk by removing sensitive diata unauthorized location€EnCase®

Forensic, a desktop-based product primarily used by laweeiment and government agencies for collectingsgawing, analyzing and
authenticating electronic computer forensic datauge in criminal and civil court proceedings. 2009, we launcheBnCase® ~ Portablea
data acquisition solution that enables customelsvierage the search and acquisition capabilitﬁ@wﬁ:ase® software in a wide range of fie
applications through the use of a portable devickia May 2010, we added a family of data acquisifiorensic hardware products including
forensic duplicators, multiple write blockers artier hardware through our acquisition of TabledlCI(“Tableau”). In addition, we
complement our offerings with a comprehensive aofgyrofessional and training services includinchtgcal support and maintenance serv
to help our customers implement our solutions, cahéhvestigations and train their IT and legalfpssionals to effectively and efficiently use
our products.

Note 2.  Summary of Significant Accounting Poligs
Basis of Presentation

The accompanying consolidated financial statemiesne been prepared in accordance with accountingiples generally accepted in
the United States (“GAAP”), and include the accsuwftGuidance and its wholly owned subsidiarie$imercompany accounts and
transactions have been eliminated.

Prior Period Adjustment

The Company recorded out-périod adjustments which decreased the net losshendieferred revenue balance by $531,000, inhing
quarter of 2010. The adjustments relate to defemednue of $408,000 and bad debt recoveries @3,$0P that should have been recognized
in income in prior periods. Had the Company reedrthese adjustments in the appropriate period$os®for 2009, 2008, and 2007 would
have been reduced by $23,000, $167,000, $145,66p¢ctively, and the opening accumulated deficitfdanuary 1, 2007 would have been
reduced by $196,000.

The Company and the Audit Committee have determihatthese adjustments are not material to thoe periods, the trend of earnin
and the annual 2010 consolidated financial statésnen

Use of Estimates and Assumptions

The preparation of financial statements in conftymiith GAAP requires management to make estimatesjudgments that affect the
reported amounts of assets, liabilities, revennesexpenses, and related disclosure of contingets and liabilities. On an ongoing basis, we
evaluate these estimates, including those relategMenue recognition, share-based compensatidndddats, income taxes, commitments,
contingencies and litigation. We base our estimatekistorical experience and on various otherragsions that are believed to be reasonable
under the circumstances. Actual results may dfffan these estimates.
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Cash and Cash Equivalents

We invest excess cash in money market funds aridyhiiguid debt instruments of the US governmerd &@as agencies. Highly liquid
investments with stated maturities of three mowthigss from the date of purchase are classifiezhals and cash equivalents.

Fair Value of Financial Instruments

The carrying amounts of cash equivalents, accaectsivable, and accounts payable approximate éirevbecause of the short-term
maturities of these instruments. Based on borrowétgs currently available to us for borrowingshwdtmilar terms, the carrying values of our
capital lease obligations also approximate faiugal

Trade Receivables

Trade receivables are carried at original invoizmant less an allowance for doubtful accounts. dllevance is established through a
provision for bad debt expense. We determine tlegjaakcy of this allowance by evaluating individuastomer accounts receivable, through
consideration of the customer’s financial conditioredit history and current economic conditiomsadidition, we analyze our historical credit
loss history and apply these loss rates to oueatiaccounts receivable balances to verify theorestgeness of our allowance. Trade
receivables are written off when deemed uncolléztif trade receivable is generally considered gastif any portion of the receivable
balance is outstanding for more than 30 days urlitsmnate terms are provided.

Inventory

Inventory is comprised of hardware components, pgell software components and finished goods aralugd at the lower of cost or
market, using the weighted average cost methodcaMduct quarterly inventory reviews for obsolesegrmnd inventory considered unlikely
be sold is adjusted to net realizable value.

Property and Equipment

The cost of property and equipment, less applicabiimated residual values, is depreciated ovesltbeter of their estimated useful Iiv
or the life of the lease (if applicable), on theaight-line method, from the date the specific aisseompleted, installed, and ready for use, as
follows:

Estimated Useful Life

Leasehold improvements Shorter of life of asset (
lease tern

Furniture and office equipme 5 years

Computer hardware and softws 3-5 years

Also included in property and equipment is softwasantained for internal use. Internally used safty whether purchased or
developed, is capitalized and amortized using tfeght-line method over an estimated useful liféwm to five years.
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Impairment of Long-Lived Assets

We review our long-lived assets in accordance Witbperty, Plant and Equipment (ASC 36@Qpng-lived assets are reviewed for
impairment whenever events or changes in circuaegindicate that the carrying amount of an assgtmot be recoverable. Recoverability
assets to be held and used is measured by a campafithe carrying amount of the assets to futetecash flows (undiscounted and without
interest) expected to be generated by the assaickf assets are considered to be impaired, thairim@nt to be recognized is measured by the
amount by which the carrying amount of the asseteeds the fair value of the assets. Assets tadpeskd of are reported at the lower of the
carrying amount or fair value less costs to salldate, we have not determined that any of our-lowegl assets have been impaired.

Amortization of Intangible Assets with Finite Lives

Intangible assets with finite lives are carriedhat implied fair value of such assets at the tifn@cguisition. With the exception of our
customer relationships intangible asset, whichmisrtized on a double-declining basis, the impligid ¥alues of such assets are amortized on a
straight-line basis over the estimated useful lives

Goodwill and Indefinite-Lived Intangibles

Goodwill represents the excess of purchase priee fair value of net assets acquired and is asdigma reporting unit at the date the
goodwill is initially recorded. Goodwill and indefte-lived intangible assets are not amortizeddwaiuated for impairment annually, or
whenever events or changes in circumstances irdibat the value may not be recoverable. A two-s#epis performed at the reporting unit
level to assess goodwill for impairment. First, thie value of the reporting unit is compared ®darrying value. If the fair value exceeds the
carrying value, the reporting unit is not impaigatd no further testing is performed. The seconglistperformed if the carrying value exceeds
the fair value. If the carrying value of the refiogtunit exceeds its implied fair value, an impadmhloss equal to the difference will be
recorded. Indefinitdived intangible assets are assessed for impairtmenbmparing the carrying value of the assets tighr fair values. If th
carrying amounts of the indefinite-lived intangilalesets exceeds its implied fair value, an impaitrtss equal to the difference will be
recorded.

Application of the impairment test requires sigeafiit judgment to estimate the fair value. Changesiimates and assumptions could
materially affect the determination of fair valugdéor impairment.

Concentrations of Credit Risk

Financial instruments that potentially subjectaisignificant concentrations of credit risk congigtnarily of cash and cash equivalents
and accounts receivable. We restrict our investmientash and cash equivalents to financial irtgtitg, US government or federal agency
instruments and obligations of corporations withh¢redit standing. At December 31, 2011, the nitgjof our cash balances were held at
financial institutions located in California, in@mnts that are insured by the Federal Deposirémae Corporation up to $250,000. Uninsured
balances aggregate approximately $36.5 millionfd&ecember 31, 2011. At December 31, 2011, allwfaash equivalents consisted of
financial institution obligations. We periodicalherform credit evaluations of our customers anchtaai reserves for potential losses on our
accounts receivable. We do not believe we are stfjeconcentrations of credit risk with respecsth receivables.

Revenue Recognition

We generate revenues principally from the saleng&se® Enterprise and EnCfe Forensic softwadeigi These proprietary
products are generally sold with one to three yersaintenance, which can be renewed at a stateslval rate. Revenue associated with the
sale of software licenses and revenue associatbdaevensic hardware sales are referred to as ptaduenue and revenue associated with
maintenance services is referred to as maintenaveaue. We also generate revenues from trainingses and implementation and consul
services, in which we assist customers with théopmance of digital investigations and train thdiprofessionals in the use of our software
products, which we collectively refer to as sersicevenue. To a lesser extent, we also generagauevfrom the sale of our EnC&e

Portable, which is also included in product revenu

We recognize revenue in accordance with the Acéogr8tandards Codification (ASGpftware Industry- Revenue Recognitiopic
(ASC 985-605) antRevenue RecognitighASC 605). While the standard governs the basisdeenue recognition, significant judgment and
use of estimates are required in connection wighellocation of revenue between product revenuesandces and maintenance revenue, as
well as the amount of deferred revenue to be rézedrin each accounting period.
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Product revenue.The timing of product revenue recognition is depaman the nature of the product sold. We do neétay product
offerings where software components and non-soéiveamponents function together to deliver the talegdroduct’s essential functionality.
Product arrangements comprising multiple delivegalicluding software and hardware are generatlgoaized into one of the following:

. EnCase® Enterprise Solutions and EnC&e ForerdligiSns: Revenue associated with these arrangements, exclofi
amounts allocated to maintenance and other undetiveements, for which we have vendor-specifiectije evidence (“VSOE")
of fair value, is recognized upon delivery, prowddbat all other criteria for revenue recognitiavé been met.

. Hardware: Revenue associated with the sale of forensic harlisaecognized upon shipment to the customewiged that all
other criteria for revenue recognition have beeh me

Services and Maintenance Revenukhe majority of our consulting and implementatienvsces are performed under per hour, per disk
drive or fixed fee arrangements. Revenue from secthices is recognized as the services are prowidagon expiration of the contractual
service period.

Training revenues are either recognized on a @asdbasis upon a participanéttendance or, for those customers who have soibddc
our Annual Training Passport program, revenuedsgaized ratably over the annual period.

Revenue related to technical support and softwadates on a when-and-if available basis is refeisexd maintenance revenue. We
recognize maintenance revenue ratably over theécaié maintenance period. We determine the amafumiaintenance revenue to be defe
through reference to substantive maintenance rdmeeisions contained in multiple element arrangats. We consider substantive
maintenance provisions to be provisions where tis¢ @f the maintenance renewal, stated in the aohtith our customer as a percentage of
the product fee, is comparable to the normal pgi¢or maintenance only renewals.

Revenue Recognition CriteriaOur basic revenue recognition criteria are a®¥edl:

. Persuasive evidence of an arrangeméinive either enter into contracts or receive writmirchase orders issued by a customer
that legally bind us and the customer, we condiui#ras evidence of an arrangement.

. Product deliveryWe deem delivery of a product to have occurred whenitle and risk of ownership have passed tdtheer.
Services revenue is recognized as delivered.

. Fixed or determinable fe&Ve consider the fee to be fixed or determinabtheffee is not subject to refund or adjustmenttaed
payment terms are within normal established prastitf the fee is not fixed or determinable, weogrize revenue as amounts
become due and payable provided all other reveseagnition criteria have been met.

. Collection is deemed probablé/e conduct a credit review for all significant tsactions at the time of the arrangement to
determine the credit-worthiness of the custometle€Ction is deemed probable if we have a reasonadiés to expect that a
customer will make pay amounts due under an arraageas they become due.

Deferred Revenue

Deferred revenue consists primarily of paymentegiresd in advance of delivery of products and sewiassociated with the sale of
EnCasé® product and service offerings includingdaf of annual post contract support agreemebeferred revenue also includes revenue
related to undelivered elements that may or mayhage been sold in conjunction with the sale of ase® products for which VSOE of the
undelivered elements exists.

Research and Development

We maintain a research and development staff teldpwnew products and enhance or maintain exigtioducts. In accordance with
Software Industry—Costs of Software to Be Soldseégdaor Marketed (ASC 985-28)ftware costs are expensed as incurred until tdopical
feasibility of the software is determined and teeavery of the cost can reasonably be expectest, wftich any additional costs are capitaliz
To date, we have expensed all software developotats because the establishment of technologiaailféity of products and their
availability for sale has substantially coincided.

Commissions

Although we expense our sales commissions atite tthe related sale is invoiced to the customegmees from certain of our products
are recognized over the relevant performance ensie period. Accordingly, for those products, weeagally experience a delay between when
sales commissions are expensed and when we reedpeizorresponding revenue.
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Leases

We lease office facilities under operating leases @ertain equipment under capital leases, anduatdor those leases in accordance
with Leases (ASC 840for operating leases that contain rent escalatioard concession provisions, the total rent expehsing the lease
term is recorded on a straight-line basis ovetehm of the lease, with the difference between payments and the straight-line rent expense
recorded as rent incentives in the accompanyingal@ated balance sheets.

Advertising Costs
Advertising costs are charged to operations agiaedwand were not significant for any period preésén
Accounting for Income Taxes

We account for income taxes in accordance Wittome Taxes (ASC 740peferred income taxes are recorded for the erpeeix
consequences of temporary differences betweerathieases of assets and liabilities for financipbréng purposes and amounts recognize
income tax purposes. We record a valuation allo@aoceduce our deferred tax assets to the amddutuve tax benefit that is more likely
than not to be realized.

On January 1, 2007, we adopted accounting for teiiogy in income taxes in accordance witkome Taxeswhich requires companies
to determine whether it is more likely than nottthdax position will be sustained upon examinahgrthe appropriate taxing authorities before
any part of the benefit can be recorded in thenfiie statements. The standard also provides go&lan de-recognition, classification,
accounting in interim periods and disclosure regmignts for tax contingencies. In addition, we heglied the standards in determining
whether a tax position is effectively settled foe fpurpose of recognizing previously unrecognizaddenefits.

Foreign Currency Transactions

Assets and liabilities denominated in foreign cncies are remeasured at the balance sheet datdtiRgexchange rate gains or losses
are included as a component of current period pgsniWe incurred approximately $22,000 of net fmeéxchange gain for the year ending
2011 and $164,000 and $31,000 of net foreign exghéosses in the years 2010 and 2009, respectiveB011, the US dollar strengthened
significantly against certain foreign currenciesvnich we had assets denominated, resulting imeago exchange gain in comparison to the
foreign exchange loss in 2010.

Commitments and Contingencies

We periodically evaluate all pending or threatelitgghtion and contingencies or commitments, if athyat are reasonably likely to hav
material adverse effect on our operations or firdmosition. In so doing, we assess the probahilitan outcome and determine if it is remote,
reasonably possible or probable as defined in decme with the provisions @fontingency (ASC 450)f information available prior to the
issuance of our financial statements indicatesithgafprobable that an asset had been impairediiability had been incurred at the date of the
financial statements, and the amount of the lastherange of probable loss can be reasonabiyat&d, then such loss is accrued and charge
to operations. If no accrual is made for a losgiogency because one or both of the conditionsiateénet, but the probability of an outcome is
at least reasonably possible, we disclose the emafuthe contingency and provide an estimate optiesible loss or range of loss, or state that
such an estimate cannot be made.

Recent Accounting Pronouncements

Amendments to Achieve Common Fair Value MeasureamenDisclosure Requirements in U.S. GAAP and hetional Financial
Reporting Standards (Topic 8:—Fair Value Measurement (ASU 2011-04n May 2011, the FASB issued Accounting Standdygdate
No. 201:-04, to provide a consistent definition of fair waland ensure that the fair value measurementiaolbsure requirements are similar
between U.S. Generally Accepted Accounting PrimsiGAAP) and International Financial Reportingn8trds. ASU 2011-04 changes
certain fair value measurement principles and ecémthe disclosure requirements particularly fordl& fair value measurements. ASU
201104 is effective during interim and annual periodgibning after December 15, 2011 and should beebptospectively. The adoption
this standard is not expected to have a materigh@non our consolidated financial statements.

F-11




Table of Contents

Testing Goodwill for Impairment (ASU) 2011-08ives the option to qualitatively determine whegtthe two-step goodwill impairment
test under FASB Accounting Standards Codificatiqd®C) 350-20, Intangibles — Goodwill and Othercan be bypassed. Under the new
guidance, if an entity chooses to perform a qualdéaassessment and determines that it is morky ltkan not (a more than 50 percent
likelihood) that the fair value of a reporting uistless than its carrying amount, it would therfqren Step 1 of the annual goodwill impairmi
test in ASC 350-20 and, if necessary, proceedep 3t Otherwise, no further evaluation would beessary. The decision to perform a
gualitative assessment is made at the reportingewel, and an entity with multiple reporting uihay utilize a mix of qualitative assessments
and quantitative tests among its reporting uniise amended guidance is effective for interim amuual goodwill impairment tests performed
for fiscal years beginning after December 15, 20Tfie adoption of this standard is not expectduhte a material impact on our consolidated
financial statements.

Note 3. Business Combination

On May 7, 2010, we acquired certain of the asdetableau, a privatelyreld developer and manufacturer of computer foogmsiducts
for approximately $10.7 million in cash (net of lsacquired of $1.6 million), which we accounteddsra business combination. We incurred
$0.2 million in acquisition-related costs. We acqdiTableau to extend our existing leadership mmater forensics technology by offering
software and hardware to better fulfill the neefithe computer forensic community. This transactitmsed on May 7, 2010 and the results of
operations of Tableau have been included in the g@my's consolidated financial statements subsedoeht date of acquisition.

Based upon the fair values as of May 7, 2010, weenaa allocation of the purchase price to theargible and intangible assets
acquired. The excess of the purchase price overdtimated fair values of the underlying net talegédnd intangible assets has been record
goodwill. The factors that contributed to the regitign of goodwill included intangible assets acqdithat do not qualify for separate
recognition and expected synergies that will insesi@@venue and profits. Goodwill is assigned topsaducts reporting segment and we expect
the full balance of goodwill to be tax deductibbe fax purposes.

Purchase price allocation is as follows (in thoulsan

Weighted Average
Estimated Useful

Life Fair Market Values
Cash and cash equivalents $ 1,64:
Trade receivable 528
Inventory 73C
Property and equipment, r 18t
Identifiable intangible asset

Core technolog' 10 $ 1,10(

Existing and developed technolo 2 1,20(

In-process research and developn Indefinite-lived 1,10¢

Customer relationshir 5 57¢

Trade namt 10 1,80(

Total identifiable intangible asse 5,77¢
Goodwill 3,711
Accounts payabl (185)
Other accrued liabilities (53

Total purchase pric $ 12,32¢

F-12




Table of Contents

The following are unaudited pro forma condensedsobidated financial statements of the combinedyns though the business
combination had been as of the beginning of ouuahreporting period and as of the beginning ofdbmparable annual reporting period .
The twelve month period ended December 31, 201lrksepts our actual condensed consolidated finasigisdment and is presented for
comparability purposes (in thousands, except p@reshmounts).

Year Ended December 31

2011 2010 2009
Total revenue $ 104,60: $ 94,13¢ $ 81,16:
Total net expense 106,09: 98,29¢ 93,96¢
Loss before income tax (1,49 (4,1672) (12,809
Income tax provisiol 15¢ 121 (30¢)
Net loss $ (1,649 $ (4,289 $ (12,427)
Net loss per sha— basic and dilute: $ (009 $ (0.19 $ (0.59

Note 4. Net Income (Loss) Per Share

Basic net income (loss) per common share is cakdilay dividing net income (loss) by the weightedrage number of common shares
outstanding during the reporting period. Diluted ineome (loss) per share is calculated based @w#ighted average number of common
shares and dilutive potential common shares owdstgrduring the period. Dilutive potential commdrases consist of the shares issuable upon
the exercise of stock options and upon the vestingstricted stock awards under the treasury stoethod. In net loss periods, basic net loss
per share and diluted net loss per share are @@d¢since the effect of potential common sharestsdilutive and therefore excluded.

The following table sets forth the computation aéle and diluted net income (loss) per share @nghnds, except per share data):

Year Ended December 31,

2011 2010 2009

Numerator:

Net income (loss $ (1,649 $ (4,602 $ (13,929
Denominator

Basic weighted average shares outstan 23,25 23,02« 23,09:

Effect of dilutive shar-based award — —
Diluted weighted average shares outstanding 23,25 23,02¢ 23,09¢
Net income (loss) per shal

Basic $ (0.0 $ (020 $ (0.60

Diluted $ (0.09) $ (0.20 $ (0.60)

Antidilutive securities, which consist of stock mpts and restricted stock awards that are not dealun the diluted net loss per share
calculation, consisted of an aggregate of approtein,866,000, 5,500,000 and 4,828,000 share$ @eaember 31, 2011, 2010 and 2009,
respectively.

Note 5. Inventory

Inventory is comprised of hardware components, pgell software components and finished goods aralusd at the lower of cost
or market, using the weighted average cost mefhioe following table sets forth inventory by majdasses:

December 31

2011 2010
(in thousands)
Component: $ 565 $ 30€
Finished good 82¢ 681
Total inventory $ 139 % 987
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Note 6. Property and Equipment

Property and equipment, including assets held ucalgital leases, consist of the following:

December 31,

2011 2010
(in thousands)

Leasehold improvemen $ 7,681 $ 7,681
Computer hardware and softw: 18,28t 15,87¢
Office equipment and furnitul 3,20( 2,991
Leased computers and office equipm 68C 674
Assets not yet placed in service 56E 1,374

30,41¢ 28,60¢
Accumulated depreciation and amortization (21,14Y) (17,257
Property and equipment, r $ 9,27 $ 11,35!

Depreciation and amortization expense relateddpguty and equipment was $4,120,000, $3,983,00664#27,000 for the years ended
December 31, 2011, 2010 and 2009, respectively.

Note 7. Goodwill and Other Intangibles

We assess goodwill and indefinite-lived intangiaésets for impairment annually as of April 30, @renfrequently if circumstances
indicate impairment may have occurred. There wergnpairment charges related to goodwill or indiedidived intangible assets as of
December 31, 2011. We performed our annual impaitrtest as of April 30, 2011. Goodwill was asedsat the reporting unit level for
hardware products which is one level below our rggiide segment level. We determined the fair valuthe reporting unit based on a
discounted cash flow model and a guideline tran@achodel. Under both models the estimated fdue/af the reporting unit exceeded its
carrying value by a substantial margin. Goodwilagsigned to our products reporting segment anekpect the full balance of goodwill to be
tax deductible for tax purposes. In-process reseamnd development intangible assets acquired argidered to be indefinite-lived until
completion or abandonment of the associated resead development efforts. The Company will detemthe estimated useful lives and
amortization method of the asset upon completiohefesearch and development efforts. During greg the assets are considered infinite-
lived, impairment will be assessed annually or véwem events or changes in circumstances indicatahkir carrying value may not be
recoverable.

The following table summarizes goodwill and indé@érived intangible assets as of (in thousands):

December 31,

2011 2010
Goodwill acquirec $ 3,711 % 3,711
In-process research and developn 332 1,01t
Total $ 4,04: $ 4,72¢

In May 2010, the Company acquired certain of trsetssof Tableau resulting in acquired intangibkets With the exception of
customer relationships, which is amortized on abutdeclining basis, the acquired intangible asastdbeing amortized over their estimated
useful life as noted in Note 3 above.

Amortization expense for intangible assets witlitéifives was $1.3 million and $0.7 million for tlgears ended December 31, 2011 and
2010, respectively. The following table summarizesulative amortization expense related to intaleghssets subject to amortization as of:
(in thousands):

Year Ended December 31

2011 2010
Gross Accumulated Gross Accumulated
Costs Amortization Net Costs Amortization Net
Core technolog $ 1,10C $ (181) $ 91¢ $ 1,10C $ (71 $ 1,02¢
Existing and develope
technology 1,96¢ (1,260 70¢ 1,28¢ (399 892
Customer relationshir 57& (283) 292 57k (137) 43¢
Trade name 1,80( (297 1,50: 1,80( (11€) 1,68¢
Total $ 544: $ (2,020 $ 3,42: $ 4,76(C $ (717) $ 4,04:
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The following table summarizes the estimated remgiamortization expense through the year 2016thackafter (in thousands):

Amortization

Year ending Expense

2012 $ 75&
2013 52z
2014 46(
2015 35¢E
2016 32¢
Thereaftel 1,004
Total amortization expen $ 3,42-

Note 8. Income Taxes

We are subject to federal, state and foreign cepancome taxes. The provision for income taxesists of the following:

Year Ended December 31,
2011 2010 2009
(in thousands)

Current:
Federal $ 3 % — (419
State 27 29 31
Foreign 40 31 8
64 60 (380)
Deferred:
Federal 84 54 —
State 1C 7 —
94 61 —
$ 156 $ 121 % (380)

F-15




Table of Contents

A reconciliation of the provision for income taxatsthe federal statutory rate compared to our ataxeprovision is as follows:

Year Ended December 31,

2011 2010 2009
(in thousands)

Federal income tax benefit at statutory | $ (507) $ (1,527 $ (4,862

State income taxes, net of federal ber (295) (300) (733)

Foreign income taxes, net of federal ber 40 20 (26)

Nondeductible sha-based compensatic 272 65€ 1,00z
Change in valuation allowance affecting income tax

expense 994 1,51C 4,582

Research and development tax cre (47¢) (35€) (367)

Nondeductible meal and entertainment expt 10¢ 10¢ 97

Other, ne 24 5 (71)

$ 15¢ $ 121§ (380

The components of deferred tax assets and liasilare as follows:

December 31
2011 2010
(in thousands)

Deferred tax asset

Accrued expense $ 1,70C % 1,41z
Deferred revenue 1,59¢ 2,071
Shar+based compensatic 3,32¢ 3,47:
Tax credits 3,29( 2,201
Net operating losse 5,08( 4,81¢
Intangible assets 64¢ 284
Total deferred tax asse 15,64 14,25¢
Deferred tax liabilities
Goodwill (155) (61)
Depreciable assets (1,18¢9) (800
Net deferred tax assets prior to valuation alloves 14,297 13,39
Valuation allowance (14,45) (13,45%)
Net deferred tax liabilitie $ (155) $ (61)

The valuation allowance at December 31, 2011 is4ddllion. We have fully reserved against our defd tax assets based on our
assessment of the future realizability of our def@étax assets. In performing these assessmentnyngiler whether it is more likely than not
that some portion or all of the deferred tax asgd@taiot be realized. We consider all availablédence, both positive and negative, including
historical levels of income, expectations and rizs&sociated with estimates of future taxable inconsssessing the need for a valuation
allowance. A cumulative taxable loss in recentryeaakes it more difficult for us to realize oufateed tax assets. We have had three years of
cumulative U.S. tax losses and can no longer nelgaanmon tax planning strategies to use U.S. tssde and we are precluded from relyin
projections of future taxable income to supportrineognition of deferred tax assets. As such, Himate realization of our deferred tax assets
is dependent upon the existence of sufficient texatzome generated in the carryforward periods.

At December 31, 2011, we have federal and statarels and development tax credit carryforwardgppfeximately $1.9 million and
$2.1 million, respectively. The federal tax creditgin to expire in 2026. The state tax creditydarwvard can be carried forward indefinitely.

As of December 31, 2011, our federal and stat®petating loss carryforwards for income tax purgcese approximately $13.5 million
and $11.0 million, respectively, which expire thgbu2031.
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We file income tax returns with the Internal Rever8ervice, and the taxing authorities of varioasesand foreign jurisdictions. We
adopted the provisions of accounting for uncertainpositions in accordance with trcome Taxe§ASC 740) topic on January 1, 2007 and,
accordingly, performed a comprehensive review ofuncertain tax positions as of that date. In thgard, an uncertain tax position represents
our expected treatment of a tax position takenfited tax return, or planned to be taken in a ffattax return, that has not been reflected in
measuring income tax expense for financial repgntiarposes. A reconciliation of our total unrecagui tax benefits at December 31, 2011,
2010 and 2009 follows:

Year Ended December 31,
2011 2010 2009
(in thousands)
Balance at beginning of ye $ 297 $ — 13
Additions based on tax positions in the currentquk 14¢ 297 —
Additions based on tax positions in prior peri — — —
Reductions based on tax positions in prior per — — —
Settlement: — — —
Expiration of statute — — (13
Balance at end of year $ 445§ 297 §$ —

Our unrecognized tax benefit as of December 31120$0.4 million. We are subject to routine cogierincome tax audits in the United
States and foreign jurisdictions. The statuteroftitions for tax years 2008 through 2010 remajendor U.S. purposes. Most foreign
jurisdictions have statute of limitations that rarfgpm three to six year

Since we have fully reserved against our deferagdassets, the liability for uncertain tax positiosr merely a reduction to our deferred
tax assets and related valuation allowance whicéfiected in our consolidated balance sheets. sMbpsequent reduction of the valuation
allowance and the recognition of the associatedbéanefit would affect our effective tax rate. Owlipy is to recognize interest and penalties
related to uncertain tax positions, if any, in l@ome tax provision. Interest and penalties aremaed based upon the difference between our
uncertain tax positions undercome Taxeand the amount deducted or expected to be dedincted tax returns. Amounts accrued or paid for
interest and penalties were insignificant in 2QA10 and 2009.

Note 9. Debt Obligations

We maintain a $3.0 million revolving line of crediith a bank. Borrowings under this line of credduld be collateralized by
substantially all our assets. At December 31, 2€idre were no amounts outstanding under thisdireedit. The line requires that we
maintain certain financial covenants and in Mar6th@ an amendment to the credit agreement waseehiteio to extend the expiration date to
May 31, 2012 and to decrease the maximum cumulagvéoss permitted under the credit facility to@8nillion (excluding non-cash share-
based compensation) during any one fiscal yeardddngs under the amended credit agreement besresttat one of the following rates (as
selected by us): a rate equal to the bank’s alteripase rate plus 2% or the bank’s LIBOR plus 3¥%December 31, 2011, we were in
compliance with the covenants associated withekielving line of credit.

As of December 31, 2011, we had an outstandingldbgrietter of credit in the amount of $112,500ated to one of our facility leases,
secured by the revolving line of credit. There weseamounts outstanding under this line of credecember 31, 2011 or 2010.

Note 10. Related Party Transactions
Certain of our stockholders guarantee substant#illigf the obligations due under our capital apérating leases (Note 11).
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Note 11. Leases

We lease certain facilities and equipment undercancellable operating leases extending througle 20ie Company also subleases
certain facilities under non-cancellable operategses. The present value of the remaining futunénmum lease payments under capital leases
is recorded in the consolidated balance sheetsfdlloaving is a schedule of future minimum leasgmpants under capital leases and operating
leases (in thousands):

Future Minimum Future Minimum Net Future
Capital Lease Operating Lease Minimum Lease
Years Ending December 31, Payments Payments Payments
2012 $ 62 $ 3,75¢ $ 3,81¢
2013 36 3,04¢ 3,08¢
2014 22 827 84¢
2015 — 674 674
2016 — — —
Thereaftel — — —
Total $ 12 $ 8,30t $ 8,42¢
Less amounts representing interest (=—8.0%) (6)
$ 114

Rent expense related to operating leases for ZMN and 2009 was approximately $3,429,000, $30880and $3,827,000,
respectively. As of December 31, 2011 and 2010didanot have sublease rental income. Subleasel irntane was approximately $131,000
in 2009. Substantially all of the capital leased ane operating lease are guaranteed by certaikisitulers of the Company.

Note 12. Equity Incentive Plan

In 2004, our Board of Directors and stockholdengraped the 2004 Equity Incentive Plan (the “Plai}otal of 2,062,000 shares of
common stock were initially authorized and reserfeggdssuance under the Plan in the form of inaenéind non-qualified stock options and
stock purchase rights for restricted stock. TheRlas amended in 2005 to increase the number oféslaailable for issuance to 3,977,000. In
May 2006, the Board of Directors and stockhold@mraved the First Amended and Restated 2004 E¢uigntive Plan (the “First Amended
and Restated Plan”), which amended and restateigmein its entirety, and provided for increasethie number of shares available for
issuance by an additional 1,126,994 shares on M2Q(6, an additional 828,073 shares on Janud@d7, and an additional 828,123 shares
on each of January 1, 2008 and 2009. At our 2008uAhMeeting of Stockholders, our stockholders appd an amendment to the First
Amended and Restated Plan that accelerated td JAly08 the automatic increase in the number akshavailable under the plan that was
scheduled to occur on January 1, 2009.

At our 2010 Annual Meeting of Stockholders, ourcétwolders approved the Second Amended and Re@@&HEquity Incentive Plan
(the “Second Amended and Restated Plan”), whichnalexd and restated the First Amended and Restaa@drPits entirety, and provided for
an increase in the number of shares availablesfaraince by an additional 1,500,000 shares to leotio®e088,313 shares. On April 22, 2010,
Board of Directors approved an amendment to ther®8k&mended and Restated Plan that acceleratec#tieg of new grants of annual
restricted stock awards granted to independenttdire to occur on the earlier of the Company’s raextual meeting of stockholders following
the grant date or the first anniversary of the gdate, subject to the independent director’s ool status as a service provider through such
date. Employees, officers, consultants and dirsadoe eligible to receive awards under the Secandrled and Restated Plan, which is
generally administered by the Compensation Comenitfehe Board of Directors, who determines thenteand conditions of each grant.

At December 31, 2011, approximately 977,000 shiamesin available for grant as options or restriceetk awards under the Second
Amended and Restated Plan.

Stock Options

The terms of the options granted under the Secandmiled and Restated Plan are determined at thefigrant, and generally vest 2!
annually over a four-year service period and tylpiaaust be exercised within 10 years from the dsdtgrant.
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A summary of stock option activity follows:

Weighted
Average
Weighted Remaining
Average Contractual
Number of Exercise Term Aggregate
Options Price (in years) Intrinsic Value
Outstanding, December 31, 2008 4,141,000 $ 9.11 7.6 $ 152,00(
Granted 269,00( 4.01
Exercisec (27,000 4.34
Forfeited or expired (598,000 9.72
Outstanding, December 31, 2C 3,785,000 $ 8.67 6.7 $ 1,237,001
Granted 327,00( 5.42
Exercisec (95,000 4.6
Forfeited or expired (378,000 9.7¢4
Outstanding, December 31, 20 3,639,000 $ 8.31 6.1 $ 4,432,001
Granted 4,00( 6.92
Exercisec (99,000 4.57
Forfeited or expire (167,000 10.1¢
Outstanding, December 31, 2C 3,377,000 % 8.3¢ 5.1 $ 2,884,00!
Exercisable, December 31, 20 2,478,000 ¢ 7.9¢ 45 $ 2,320,001

We define in-the-money options at December 31, 2®&ldptions that had exercise prices that wererltivean the $6.48 fair market value
of our common stock at that date. The aggregatiméit value of options outstanding at December2®1,1 is calculated as the difference
between the exercise price of the underlying ogtiamd the fair market value of our common stockHer1,708,000 options that were in-the-
money at that date, of which 1,369,000 were exabtés The total intrinsic value of stock optioneised, determined as of the date of
exercise, was $315,000, $104,000 and $32,000 dtivingears 2011, 2010 and 2009, respectively.

The following summarizes information about optiemyvested at December 31, 2011 that, based on tdiorégiture rates, are expected
to ultimately vest:

Weighted
Average
Weighted Remaining
Average Contractual
Number of Exercise Term Aggregate
Options Price (in years) Intrinsic Value
Options expected to vest 856,000 $ 9.87 6.6 $ 499,00(
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Restricted Stock Award

During 2007, we began issuing restricted stock da/éw certain directors, officers and employeesutize Plan. Compensation expense
for such awards, based on the fair market valuee@fwards on the grant date, is recorded duriagélsting period. Restricted stock awards

generally vest 25% annually over a four-year serpieriod.

A summary of restricted stock awards activity falto

Weighted

Number of Average

Shares Fair Value
Outstanding, December 31, 20 756,00 $ 10.7¢
Granted 604,00( 4.3:
Vested and issue (168,000) 10.7¢
Forfeited (149,000 9.0t
Outstanding, December 31, 2C 1,043,001 7.217
Granted 1,280,001 5.7t
Vested and issue (272,000 7.5€
Forfeited (190,000 6.5¢
Outstanding, December 31, 2C 1,861,001 6.2t
Granted 1,165,001 6.7¢€
Vested and issue (658,00() 7.3¢
Forfeited (458,000 6.2¢
Outstanding, December 31, 2011 1,910,000 ¢ 6.1€

The total grant date fair value of shares vestatbusuch grants during 2011, 2010 and 2009 wa$6480, $2,053,000, and
$1,809,000, respectively.

Note 13. Share-Based Compensation

We account for share-based compensation in accoedaith Compensation-Stock Compensation (ASC 73@re-based compensation
expense for all share-based awards is recognized tke Black-Scholes option pricing model to detiere the grant date fair value of share-
based payments. We recognize the cost, net oftamagad forfeiture rate, as compensation expense straight-line basis over the vesting
period.

The fair values of awards granted under the Seéanended and Restated Plan were estimated at theofigtant using the Black-
Scholes option pricing model and the following we&g average assumptions:

Year Ended December 31,

2011 2010 2009
Risk-free interest rat 2.4(% 2.8% 2.2%
Dividend yield —% —% —%
Expected life (years 6.2t 6.2 6.2t
Volatility 65.5% 56.2% 60.%
Weighted average grant date fair va $ 427 $ 3.04 $ 2.3¢

The volatility of our common stock is estimatedra date of grant based on a weighted-averageedfithlied volatility of publicly
traded 30-day to 270-day options on the commorkstba select peer group of similar companies (iinmCompanies”), the historical
volatility of the common stock of Similar Companisd, beginning in late 2007, the historical vditgtof our common stock. The risk-free
interest rate that was used in the Black-Schol¢éismpaluation model is based on the implied yiel@ffect at the time of each option grant,
based on US Treasury zero-coupon issues with elgniveemaining terms. We use an expected dividéeld pf zero in the Black-Scholes
option valuation model, as we have no intentiopafing any cash dividends on our common stockerfdneseeable future. We estimate
forfeitures at the time of grant and revise thagémates in subsequent periods if actual forfegutiéfer from those estimates. We use histot
data to estimate pre-vesting option forfeitures maubrd share-based compensation expense onlgdse tawards that are expected to vest. We
amortize share-based compensation on a straighblsis over the requisite service period of thards; which is generally the vesting period.
The expected term (life) of all stock option awahds been calculated using the “simplified methaslefined byCompensation-Stock
Compensatiobecause, due to the limited time our common steskldieen publicly traded, we lack sufficient histakidata to provide a
reasonable basis to estimate the expected terhesé toptions.
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The following table summarizes the share-based eosation expense we recorded:

Year Ended December 31,

2011 2010 2009
(in thousands)
Stock option award $ 1,25¢ $ 1,85¢ $ 3,47¢
Restricted stock awards 4,27¢ 3,331 2,46¢
Shar-based compensation expel $ 553: $ 5187 $ 5,94:
Year Ended December 31,
2011 2010 2009
(in thousands)
Cost of product revent $ 82 $ 54 $ 23
Cost of services and maintenance reve 89¢ 847 1,09¢
Selling and marketin 1,61z 1,601 1,992
Research and developmt 1,37: 1,192 1,32(
General and administrative 1,56€ 1,49: 1,51(
Total nor-cash shar-based compensatic $ 553 $ 5187 $ 5,94:

As of December 31, 2011, there was approximatel§ &0llion of total unrecognized share-based corsptan cost related to stock
options that is expected to be recognized overighted-average period of 1.9 years and approxim&@l4 million of total unrecognized
share-based compensation cost related to reststbeld awards that is expected to be recognizedaweighted-average period of 3.0 years.
We expect to record approximately $3.9 million irase-based compensation in 2012 related to opéindgestricted stock awards outstanding
at December 31, 2011.

Note 14. Other Employee Benefit Plans
Defined Employee Contribution Pla

The Company has a 401(k) plan that allows all fiatle eligible employees to contribute up to 15%hafir semi-monthly earnings, up to
the maximum limit set by the IRS each year. We m&@.50 on each dollar up to 6% of the employeefsianonthly contribution.
Additionally, the Company may make discretionamtcibutions to the Plan regardless of profitability 2010, we reinstated the Company
matching contribution under the 401(k) plan thaswemporarily suspended in July 2009. We recoradedribution related expense of
$766,000, $324,000 and $409,000 in the years 2110 and 2009, respectively.

Severance Policy

In October 2009, the Board of Directors apprové&kaerance Policy (“Severance Policy”) to promoteitherests of our business and
stockholders by attracting and retaining execypeesonnel and employees. The Severance Policylgable to all full-time eligible
employees who have completed at least six montkerwfce to the Company and, provides for certammensation benefits in the event an
employee is involuntarily terminated without cause.

Note 15. Stockholders’ Equity

In August 2008, our Board of Directors authorizggtegram to repurchase shares of our common stakdp an aggregate value of up
to $8.0 million. As of December 31, 2011, we hagragimately $3.6 million remaining under this autzation. Acquisitions of shares may be
made from time-to-time at management’s discret@mprevailing prices in the open market, or in atély negotiated transactions, as permitted
by securities laws and other legal requirementd,aag subject to market conditions and other factbihe program may be discontinued at any
time. During 2011, we repurchased 186,977 shardsruhis program. Additionally, approximately 20300shares that were withheld from
employees for personal income tax purposes upowesiing of restricted stock awards. Collectivéihgse shares are recorded as treasury
stock, at cost, in the Consolidated Balance Sheets.

F-21




Table of Contents
Note 16. Fair Value Measurements

We adoptedrair Value Measurements and Disclosures (ASC @#ertive January 1, 2008 for financial assetsl&dilities measured ¢
fair value on a recurring basis. There was no irhppon the adoption to the consolidated finanditiesnents. Under this standard, fair value is
defined as the price that would be received in argle for selling an asset or paid to transferlaliig (i.e., the “exit price”) in an orderly
transaction between market participants at the areagent datef-air Value Measurements and Disclosuessablishes a hierarchy for inputs
used in measuring fair value that minimizes theafagnobservable inputs by requiring the use okolable market data when available.
Observable inputs are inputs that market particgpauould use in pricing the asset or liability bhea active market data. Unobservable inputs
would be inputs that reflect the assumptions mapketicipants would use in pricing the asset diiliy based on the best information availa
in the circumstances. The statement requires &irevmeasurements be classified and disclosedeimbiine following three categories:

Level 1: Unadjusted quoted prices in active markeds are accessible at the measurement dateefotigdl, unrestricted assets and
liabilities.

Level 2: Quoted prices in markets that are nowaabr financial instruments for which all signifitanputs are observable, either directly
or indirectly, and corroborated by market data.

Level 3: Prices or valuations that require inptst @are both significant to the fair value measwenand unobservable. The following
table sets forth, by level within the fair valuetarchy, financial assets (we have no financiailitees) that are accounted for at fair va
on a recurring basis as of December 31, 2011 ah@ @A thousands):

Fair Value Measurements at
December 31, 2011

Total Level 1 Level 2 Level 3
Cash equivalent:
US Treasury Securitie $ — 8 — 8 — —
Money market accout 31,63¢ 31,63¢ — —
Total cash equivalents $ 31,63t $ 31,63t $ — $ —

Fair Value Measurements at
December 31, 2010

Total Level 1 Level 2 Level 3
Cash equivalent:
US Treasury Securitie $ 9,000 $ 9,000 $ — —
Money market accout 9,58 9,58 — —
Total cash equivalents $ 18,587 $ 1858" $ — $ —

Note 17. Contingencies
Legal Matters

On May 20, 2011, MyKey Technology Inc. (“MyKey”)did a complaint against us and certain other gaftiepatent infringement in the
United States District Court for the District of Beare. With respect to the Company, the comphdieges that certain of our data acquisition
forensic hardware products that we acquired asutref our acquisition of certain assets of Tabldd.C infringe three of MyKey’s patents
relating to write blocking, duplication and dataweval technologies, respectively. The complaieksea declaration of infringement, a finding
of willful infringement, compensatory damages, teetbtamages, injunctive relief, interest, expensests and attorneys’ fees.

On July 22, 2011, MyKey also filed a complaint wiltle United States International Trade Commissiba (ITC"), alleging
infringement by the Company and certain other pantif the three patents discussed in the prec@diragraph and requesting that the ITC
commence an investigation pursuant to Section 337ecTariff Act of 1930. The complaint seeks imjtive relief barring the Company from
the importation of products that allegedly infrintpe three patents of MyKey. On August 24, 20thé&,[TC commenced an investigation of the
Company and certain other parties related to theptaint by MyKey. On August 31, 2011 the proceedimthe District Court was stayed
pending the resolution of the ITC matter.

We intend to defend the MyKey matters vigorouslg,aat this time, are unable to estimate what, ¥, &ability we may have in
connection with these matters. We are unabletimate a range of reasonably possible losses duartous reasons, including, among others,
that (1) the proceedings are at an early stageh€2¢ is uncertainty as to the outcome of pendppgeals, motions, or settlements, (3) there are
significant factual issues to be resolved, (4)ehame unresolved negotiations with certain indeongibr indemnitees of the Company, relate
the actions, and (5) we have meritorious deferfsstsae intend to assert.

From time to time, we may become involved in vasiother lawsuits and legal proceedings that aniskd ordinary course of
business. Litigation is subject to inherent undgetiias, and an adverse result in these or othetensatnay arise from time to time that may hi
our business. We are not currently aware of anf stiter legal proceedings or claims.
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Indemnifications

We have agreed to indemnify our directors and etkezofficers for costs associated with any feepemses, judgments, fines and
settlement amounts incurred by them in any actigproceeding to which any of them is, or is thraatkto be, made a party by reason of his or
her services in their role as a director or officer

We have also agreed to indemnify the pre-initiddljguoffering stockholders for any increases initthex liabilities for the periods during
which we were an S Corporation.

Sales Tax Liabilities

The Company’s sales and use tax filings are subjemtistomary audits by authorities in the jurisidics where it conducts business in
the United States, which may result in assessntéradditional taxes. In March 2011, we determirteat additional sales taxes were probable
of being assessed by a certain state as a regti pireliminary findings specific to a sales asd tax audit. As a result, we estimated an
incremental sales tax liability of approximately.$illion, including interest and penalties of egpmately $300,000, where applicable. The
estimated incremental sales and use tax liabilag ased on a similar model that was being usélebgtate conducting the sales and use tax
audit. The estimated liability is recorded in gethe@nd administrative expenses.

Note 18. Segment Information

We have adopteSegment Reporting (ASC 286}juiring segmentation based on our internal oggdiain, reporting of revenue and other
performance measures. Operating segments are defineomponents of an enterprise about which deséirencial information is available
that is evaluated regularly by the chief operatiegision maker, or decision making group, in degjdiow to allocate resources and in
assessing performance. Our chief operating decisi@ker is our Chief Executive Officer. Our segmeartsdesigned to allocate resources
internally and provide a framework to determine agament responsibility. We have four operating sggs) as summarized below:

. Products segment includes EnCase® Enterprise ptodad EnCase® Forensic product sales.

. Professional services segment performs consuléngces and implementations. Consulting servicelide conducting
investigations using our software products.

. Training segment provides training classes by whieftrain our customers to effectively and effitigmise our software products.

. Maintenance segment includes maintenance relatetsiue and costs.

We refer to the revenue generated by our profeakgervices, training and maintenance segmentgctively, as services revenue.
Currently, we do not separately allocate operatixgenses to these segments, nor do we allocatéispssets, with the exception of goodw
to these segments. Therefore, the segment infawmegported includes only revenues, cost of reveane segment profit. The following

tables present the results of operations for epenating segment:

Year Ended December 31, 2011

Professional Maintenance
Product Services Training & Other Total
(in thousands)
Revenue: $ 52,34t % 15,037 $ 7,72¢  $ 29,49 % 104,60:
Cost of revenues 5,97¢ 14,17¢ 5,73¢ 2,53¢ 28,42¢
Segment profi $ 46,37: $ 856 $ 1,99: $ 26,95: 76,17"
Total operating expenses 77,73(
Operating los: $ (1,55%
Year Ended December 31, 2010
Professional Maintenance
Product Services Training & Other Total
(in thousands)
Revenue: $ 4393( $ 14,60¢ $ 7,76z $ 2559¢ % 91,90(
Cost of revenues 4,937 11,90 5,47¢ 2,497 24,81
Segment profi $ 38,99 $ 2,706 $ 2,28t $ 23,10: 67,08¢
Total operating expenses 71,644
Operating loss $ (4,555
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Revenue:

Cost of revenue
Segment profit

Total operating expens:
Operating loss

Year Ended December 31, 2009

Professional

Maintenance

Revenue, classified by the major geographic areagich we operate, is as follows:

Revenues
us
Europe
Asia
Other

Product Services Training & Other Total
(in thousands)
$ 34,06¢ $ 10,27C $ 7,79 $ 22,75¢ % 74,89(
2,79¢ 10,06¢ 5,46¢ 2,36¢ 20,69
$ 31.27F $ 20z $ 2,328 $ 20,39 54,19¢
68,62+
$ (14,429
Year Ended December 31
2011 2010 2009
(in thousands)

$ 84,76¢ $ 77,69t $ 59,32
12,04 8,30¢ 10,41«
3,40¢ 2,11¢ 1,75(C
4,384 3,78¢ 3,402
$ 104,60. $ 91,90( $ 74,89(

At December 31, 2011, 2010 and 2009, long-live@tasdscated in the United States, net of accumaildépreciation and amortization
was approximately $8,838,000, $10,884,000 and $B20D0, respectively. At December 31, 2011, 2012009, long-lived assets located in
foreign countries, net of accumulated depreciatiod amortization was approximately $435,000, $48Y and $562,000, respectively. No
individual country outside of the United Statesactted for more than 10% of our consolidated lange assets. Long-lived assets exclude
goodwill and intangibles assets, which are notcafled to specific geographies as it is impracteabldo so.

Note 19.

Unaudited Quarterly Information

The following tables set forth below unaudited dedy data. In the opinion of management, the feitgg unaudited quarterly data has
been prepared on the same basis as the auditedifihatatements and includes all adjustments,istimg of normal recurring adjustments,
necessary for a fair presentation of the resultspefations for the periods presented.

Total revenues
Total cost of revenue
Gross profit(2)
Total operating expens
Operating income (los:
Total other income and exper
Income (loss) before income tax
Income tax (benefit) provisic
Net income (loss
Net income (loss) per common she
Basic
Diluted

Weighted average shares outstanc
used in the calculation of net
income (loss) per common sha
Basic
Diluted

(in thousands, except share data)
Quarter Ended

Dec. 31, Sept. 30, June 30, Mar. 31, Dec. 31, Sept. 30, June 30, Mar. 31,
2011 2011 2011 2011 2010 2010 (1) 2010 2010
$ 29,87 $ 27,25¢ $ 23,89] $ 23577 $ 2595. $ 23,847 $ 22,706 $ 19,39¢
6,82( 6,812 7,211 7,58: 7,44~ 6,431 6,00( 4,92¢
23,05t 20,44¢ 16,68( 15,99¢ 18,50 17,41( 16,70¢ 14,46¢
20,84 19,92¢ 18,00¢ 18,94¢ 18,93: 18,18! 17,95( 16,58:
2,211 517 (1,329 (2,95¢) (424) (771 (1,249 (2,116
25 20 13 6 9 12 18 35
2,23¢ 537 (1,315 (2,949 (415) (759 (1,226  (2,08))
(21) 25 58 96 31 4 37 49
$ 2251 $ 51z $ (1,379 $ (3,045 $ (446 $ (769 $ (1,269 $ (2,130
$ 01C $ 0.0z $ (0.06) $ (019 $ (0.0 $ (0.09 $ (0.0 $ (0.09
$ 00 $ 0.0z $ (0.0 $ (019 $ (0.0 $ (0.09 $ (0.0 $ (0.09
23,36 23,35¢ 23,24¢ 23,04: 22,94 23,03¢ 23,09¢ 23,01¢
24,26¢ 24,50 23,24¢ 23,04: 22,94¢ 23,03¢ 23,09: 23,01¢

(1) The Company recorded out-of-period adjustmentkérthird quarter of 2010. The impacts of such ddjests are more fully
discussed in Note 2 undePtior Period Adjustments’

(2) Excluding amortization and depreciation.

Note 20. Subsequent Event

On February 7, 2012, the company signed a defediyreement to acquire CaseCentral, a privatety dveliscovery leader for cloud-
based review and production software for corporatiand law firms, for $17.1 million, consisting%8.3 million in cash, $8.3 million in
company common stock and the assumption of $0.omih debt, net of cash. Depending on CaseCF's SaaS revenue growth, Guidal



Software may pay up to an additional $33 milliorcéish over the next three years. The transactisubjgct to customary conditions
and is expected to close during the first quart@04.2.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, therednlp authorized.

February 16, 201
Guidance Software, In

By /s/  VICTOR T. LIMONGELLI
Victor T. Limongelli
President and Chief Executive Office
(Principal Executive Officer)

Pursuant to the requirements of the Securities &xgé Act of 1934, this Report has been signed bbiothe following persons on
behalf of the registrant and in the capacities@mthe dates indicated:

Signature Title Date
/s/  VICTOR T. LIMONGELLI President, Chief Executive Officer and Direc February 16, 201
Victor T. Limongelli (Principal Executive Officer)
/s/ BARRY J. PLAGA Chief Financial OfficefPrincipal Financial February 16, 2012

Barry J. Plaga Officer)

/s/ RASMUS VAN DER COLFI Chief Accounting Office(Principal Accounting February 16, 201
Rasmus Van Der Colff Officer)

/s/ SHAWN MCCREIGHT Chairman and Chief Technology Offic February 16, 201

Shawn McCreight

/s/  KATHLEEN CNEIL Director February 16, 2012
Kathleen O’ Neil

/sl MARSHALL S. GELLER Director February 16, 2012
Marshall S. Geller

/sl JEFF LAWRENCE Director February 16, 201
Jeff Lawrence

/s/  STEPHEN C. RICHARD Director February 16, 201
Stephen C. Richards

/s/ ROBERT G. VAN SCHOONENBER Director February 16, 2012
Robert G. van Schoonenber
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GUIDANCE SOFTWARE, INC.
SCHEDULE 1l

VALUATION AND QUALIFYING ACCOUNTS

Additions Additions
Balance at Charged to Charged to Deductions Balance at
Beginning Costs and Other and Other End of
Description of Period Expenses Accounts Adjustments Period
(in thousands)
Allowance for doubtful account
Year ended December 31, 2C $ 1,641 $ (252) $ — $ (389 $ 1,00(
Year ended December 31, 2C $ 1,00C $ (48) $ — 3 (399 $ 55¢
Year ended December 31, 2C $ 55¢ $ — $ — $ (38 % 52(C
Deferred tax asset valuation allowan
Year ended December 31, 2C $ 7,501 $ 4,445 — — % 11,94¢
Year ended December 31, 2C $ 11,94¢ $ 1,51(C — — 13,45¢
Year ended December 31, 2C $ 13,45¢ $ 994 — — % 14,45:
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G = [I " c B 215 No. Marengo Ave., " Floor
.. u l 3 Pasadena. California 91101
g S S OF TWARE
Phone: 626.229.9191
Fax: 626.432-9557
www.guidancesoftware.co

February 13, 2009

Rasmus van der Colff, CPA
23709 Wingate Court
Valencia, Ca 91354

Dear Rasmus:

We are pleased to offer you the position/afe President of Finance and Chief Accounting Ofier, based out of our Pasadena office. You
will be reporting to Barry Plaga, Chief FinancidfiCer.

The principle terms and conditions of our offer asefollows:

Start Date March 9, 200¢
Salary You will receive a sen-monthly base salary of $11,208.($269,000.00 annualized

Guidance Software, Inc. pays its employees twioh @@onth on a sei-monthly basis. Therefore, yo
first paycheck will be delivered to you on March 2009.

Annual Bonus You will be eligible to participate in the bonusplat 25% of your base. Your bonus eligibility viié
75% based on company performance and 25% on indiVMBC's to be determine:

Equity As consideration for joining the company as a keynmber of the Finance team, you will be eligible
receive a restricted stock granta#,000shares and a stock option gran28f000shares, subject to the
approval of the company’s Board of Directors, astpe terms of the company’s Amended 2004 Equity
Incentive Plan. The proposed grant will be subrdifter approval at the first regularly scheduled
Quarterly Board of Directos Meeting following your first day of work. Sincestricted stock is treated
income once it vests, please be advised that #rg ¢ghould it be approved) will have a tax liaiikt
each vesting event. Recognizing that the stoclepwid fluctuate between your hire date and ther fou
separate dates of vesting, you should also be editat your tax liability will be directly related the
closing stock price on the date of the vesting evéau may sell vested shares to cover your tebilitg
during any open window allowed for your insider igeation.

Benefits You will become eligible for medical and dental liedenefits on the first of the month following
days of employment. You will receive detailed imf@tion within two weeks of employment as to
specific plans, costs and timelines for enrollm

401(k As a full time employee with Guidance Software,.Jiyou will become eligible to
participate in the company matched 401(k) Saviriga Bn the ¥t of the Qtr. following the completion
of three months of service with the Company. Howgyeu are eligible to immediately rollover funds
from your current eligible plar

Vacation You will earn 15 days of vacation benefit in eaearyof your employmen
Holiday There are nine paid holidays, unless Christmasfélisson a weekday in which case there are ten.

will also have one floating holiday per ye

Trial Service Your performance will be evaluated after six mon




Period
The terms and conditions of this offer are contirigeoon you passing a background check, includingleyment references.

This offer is also contingent upon you completingeanployment Eligibility Verification Form and priding evidence of your identity and
employment eligibility on the date that you arédegin work.

In addition, you will be required to sign an Emptognt Agreement Form. As the form will state, iais“At-Will Employment Agreement.”
Therefore, neither the form nor this letter shdwddconstrued as an employment contract. Furthegrarielance Software, Inc. reserves the
right to revoke the offer of employment at any tjrifee any or no reason.

If you have any questions regarding this offerapkegive me a call. We look forward to you jointhg Guidance Software Team.

Sincerely,

/s/ Josh McCulloug
Josh McCullougt
Recruiting Supervisc

cc: Barry Plagi
If you understand and agree with the terms of our fier as set out above, please indicate acceptancéhwyour signature below.

/s/ Rasmus van der Col 02/17/200¢
Rasmus van der Colff Date




Exhibit 10.23

¢ Guidance

AT-WILL EMPLOYMENT AGREEMENT

This At-Will Employment Agreement (“Agreement”) entered on thi® ™ day of March of 2009 between Guidance Software, |
(“Company”) andRasmus van der Colff(“Employee”). In consideration of the mutual promises and coodgicontained in this Agreeme
the Company and Employee agree as follows:

1. Title and duties. The Company shall employ Employee as and undetitibef Vice President of Finance &Chief Accounting
Officer and Employee accepts that employment. If Emplogeefill-time employee, Employee shall devote sarislly all of Employee’s
time, attention, energy, knowledge, and skill sokahd exclusively to performing all duties\dise President of Finance & Chief Accounting
Officer as assigned or delegated to Employee by the Company

2. Compensation and Expenses.

A. Salary.The company will pay to Employee an annual sal&i$269,000.00which shall be payable semi-monthly on a
prorated basis and from which the Company shalitvald and deduct all taxes required by federalstate laws and any other authorized
deductions. The Company will review Employee’s gakt least annually. The Company may, in its slideretion, increase Employee’s salary
during Employee’s employment with the Company.

B. Additional Benefits Employee shall also be entitled to benefits commeexte with those afforded to similarly situated
employees of the company, including vacation p&k, gay, and participation in the Company’s besafitans. These benefits are more fully
described in the Company’s policies and plans. Chmpany reserves the right to modify, suspendjsmoditinue any and all of the above-
mentioned plans, practices, policies and profitdgigaprograms at any time as long as such actitekisn generally with respect to other
similarly situated employees of the Company.

3. At-Will Employment.Employee’s employment with the Company is for necdsfied term and is at the mutual consent of both
Employee and the Company. Specifically, Employeeployment will be on an “at will” basis, meanirgt either Employee or the Company
may terminate the employment relationship with @haut cause at any time, with or without notichefe are no express or implied
agreements contrary to the foregoing and no oner ditlan the President of the Company has any atythorenter into an employment
agreement for a specified period of time or to makg agreement that is contrary to the foregoingy such agreement by the President must
be in writing and fully executed by both Employewl dhe President. As used herein, the term “thatiaiship” refers to the employment
relationship between Employee and the CompanyR#iationship terminates upon termination of emplegbfor any reason.

4, Confidential Information.

A. Non-Disclosure.Employee agrees at all times during the term of IBgge’s employment relationship with the Compangt an
thereafter, to hold in strictest confidence, antitoaise, except for the benefit of the Companypatisclose to any person, firm, corporation or
other entity without written authorization of the&d of Directors of the Company, any Confidentidrmation of the Company which
Employee obtains or creates. Employee further agneeto make copies of such Confidential Infororagxcept as authorized by the
Company. Employee understands that “ Confidentitdrmation” means any Company proprietary information, techhilata, trade secrets or
know-how, including, but not limited to, researphoduct plans, products, services, suppliers, aostdists and customers (including, but not
limited to, customers of the Company on whom Emeéogalls or with whom Employee becomes acquainteidgl the employment
relationship), prices and costs, markets, softndegelopments, inventions, laboratory notebookscegsses, formulas, technology, designs,
drawings, engineering, hardware configuration imfation, marketing, licenses, finances, budgetstmrdusiness information disclosed to
Employee by the Company either directly or indikeat writing, orally or by drawings or observatiof parts or equipment or created by
Employee during the period of the employment refahip, whether or not during working hours. Empleynderstands that “ Confidential
Information” includes, but is not limited to, information pairiing to any aspects of the Company’s businesstwikieither information not
known by actual or potential competitors of the @amy or is proprietary information of the Compamyite customers or suppliers, whether of
a technical nature or otherwise. Employee furthmefeustands that Confidential Information does nolide any of the foregoing items which
has become publicly and widely known and made gdiyeavailable through no wrongful act of Employareof others who were under
confidentiality obligations as to the item or itemsolved.




B. Third Party Information. Employee recognizes that the Company has receivéihahe future will receive confidential or
proprietary information from third parties subjéeta duty on the Company’s part to maintain thefidentiality of such information and to use
it only for certain limited purposes. Employee a&gréo hold all such confidential or proprietaryoimhation in the strictest confidence and nc
disclose it to any person, firm or corporation@use it except as necessary in carrying out Enegleywork for the Company consistent with
the Company’s agreement with such third party.

5. Inventions

A. Inventions Retained and LicensedEmployee has attached hereto, as Exhiba Ast describing with particularity all inventions
original works of authorship, developments, impmoeats, and trade secrets which were made by Emplayer to the commencement of the
employment relationship (collectively referred ®“&Prior Inventions), which belong solely to Employee or belong to [iayee jointly with
another, which relate in any way to any of the Canys proposed businesses, products or researctiesetbpment, and which are not
assigned to the Company hereunder; or, if no satislattached, Employee represents that theraaseich Prior Inventions. For the avoide
of doubt, Employee represents that he/she wilimobduce into a Guidance facility or computer netky or otherwise use, the property of
previous employers or other third parties, inclgdinut not limited to, confidential documents, tragerets, customer lists, forms, software,
templates or manuals. If, in the course of Empl&yBelationship with the Company, Employee incogtes into a Company product, process
or machine a Prior Invention owned by Employeenowhich Employee has an interest, the Companyristilyegranted and shall have a non-
exclusive, royalty-free, irrevocable, perpetualylwide license (with the right to sublicense) takm, have made, copy, modify, make
derivative works of, use, sell and otherwise distté such Prior Invention as part of or in conrattvith such product, process or machine.

B. Assignment of InventionsEmployee agrees that Employee will promptly makkbwruitten disclosure to the Company, will hold in
trust for the sole right and benefit of the Compaaryd hereby assign to the Company, or its desjgileEmployee’s rights, title and interest
throughout the world in and to any and all invensiporiginal works of authorship, developments,cemts, know-how, improvements or trade
secrets, whether or not patentable or registratdieucopyright or similar laws, which Employee nsajely or jointly conceive or develop or
reduce to practice, or cause to be conceived agldped or reduced to practice, during the periotihoé in which Employee is employed by
Company (collectively referred to as “ Inventidhsexcept as provided in Section 5(e) below. Ergpfurther acknowledges that all
inventions, original works of authorship, developrise concepts, know-how, improvements or tradeeggerhich are made by Employee
(solely or jointly with others) within the scope afid during the period of Employee’s employmerdtiehship with the Company are “ works
made for hire’ (to the greatest extent permitted by applicablg)land are compensated by Emplogeslary, unless regulated otherwise by
mandatory law of the state of California.

C. Maintenance of RecordsEmployee agrees to keep and maintain adequateusrehtwritten records of all Inventions made by
Employee (solely or jointly with others) during ttegm of Employee’s employment relationship wite tbompany. The records may be in the
form of notes, sketches, drawings, flow chartsstetmic data or recordings, laboratory notebooks, any other format. The records will be
available to and remain the sole property of then@any at all times. Employee agrees not to remagh secords from the Compasyplace o
business except as expressly permitted by Compaligyvhich may, from time to time, be revisedla sole election of the Company for the
purpose of furthering the Company’s business.




D. Patent and Copyright Rights.Employee agrees to assist the Company, at the Gorigoaxpense, in every proper way to secure
the Company'’s rights in the Inventions and any cighys, patents, trademarks, mask work rights, inéghts, or other intellectual property
rights relating thereto in any and all countriesuding the disclosure to the Company of all pentit information and data with respect ther
the execution of all applications, specificationaths, assignments, recordations, and all otheuments which the Company shall deem
necessary in order to apply for, obtain, maintaid tansfer such rights and in order to assigncamyey to the Company, its successors,
assigns and nominees the sole and exclusive rigffésand interest in and to such Inventions, any copyrights, patents, mask work rights or
other intellectual property rights relating theretonployee further agrees that Employeebligation to execute or cause to be executednvt
is in Employee’s power to do so, any such instruneempapers shall continue after the terminatiothef Agreement until the expiration of the
last such intellectual property right to expireaimy country of the world. If the Company is unaféeause of Employee’s mental or physical
incapacity or unavailability or for any other reado secure Employeg'signature to apply for or to pursue any applicafor any United Stat
or foreign patents or copyright registrations cavgitnventions or original works of authorship gssd to the Company as above, then
Employee hereby irrevocably designate and appbenCompany and its duly authorized officers andheggas my agent and attorney in fact, to
act for and in Employee’s behalf and stead to etecand file any such applications and to do aleotawfully permitted acts to further the
application for, prosecution, issuance, maintenamdeansfer of letters patent or copyright registms thereon with the same legal force and
effect as if originally executed by Employee. Enyale hereby waives and irrevocably quitclaims toGbenpany any and all claims, of any
nature whatsoever, which Employee now or here&fige for infringement of any and all proprietamyhtis assigned to the Company.

E. Exception to AssignmentsEmployee understands that the provisions of thie&ment requiring assignment of Inventions to the
Company do not apply to any invention which quesffully under the provisions of California Labood& Section 2870 (attached hereto as
Exhibit B ). Employee will advise the Company promptly intiag of any inventions that Employee believes nseeh provisions and are not
otherwise disclosed on Exhibit A

F. Previous Obligations.Employee represents and warrants to the Compan¥thployee has no obligations to any previous
employer that would interfere with or be infringegthe Company’s exclusive ownership rights in smthe Inventions as described above.

6. Returning Company Document&mployee agrees that, at the time of terminatioBraployee’s employment relationship with the
Company, Employee will deliver to the Company (arillinot keep in Employee’s possession, recreatéetiver to anyone else) any and all
devices, records, data, notes, reports, propdsdts,correspondence, specifications, drawingsefalints, sketches, laboratory notebooks,
materials, flow charts, equipment, other documenisroperty, or reproductions of any aforementioitechs developed by Employee pursuant
to the employment relationship or otherwise belngdb the Company, its successors or assigns. Eeplurther agrees that to any property
situated on the Company’s premises and owned bZtmepany, including disks and other storage méditilag cabinets or other work areas, is
subject to inspection by Company personnel at g tith or without notice. In the event of thenténation of the employment relationship,
Employee agrees to sign and deliver the “ TermimatCertification” attached hereto as Exhibit B.

7. Covenant Not to Compete During Empjanent. Employee agrees that, during the continuance sfAljreement Employee will
not, on the behalf of Employee or any other pemdousiness entity, directly or indirectly, engagany business or activity competitive with
the business activities of Company as they are unaertaken by Company.

8. Solicitation of Employees, Consultésand Other Parties.Employee agrees that during the term of his oRedationship with the
Company, and for a period of twenty-four (24) manithmediately following the termination of his agrtRelationship with the Company for
any reason, whether with or without cause, he ers$fall not either directly or indirectly solidihduce, recruit or encourage any of the
Company’s employees or consultants to terminate tekationship with the Company, or attempt tai@tlinduce, recruit, encourage or take
away employees or consultants of the Company, refitidnimself or herself or for any other persoreatity. Further, for a period of twenty-
four (24) months following termination of EmploysdRelationship with the Company for any reasonhwitwithout cause, Employee agrees
that he or she shall not solicit any licensor tewstomer of the Company or licensee of Rev. 08286 Companyg products, in each case, !
are known to Employee, with respect to any busin@asslucts or services that are competitive toptteelucts or services offered by the
Company or under development as of the date ofibation of Employee’s Relationship with the Company




9. Arbitration.

a. All claims, disputes, controversies, or disagrests of any kind whatsoever (“Claims”), includiagy claim arising out of or in
connection with Employee’s employment or the teation of Employee’s employment, that may arise leetwEmployee and the Company,
including any Claims that may arise between Empayed the Company'’s officers, directors, employeesgents in their capacity as such,
shall be submitted to a confidential final and liigdarbitration before the American Arbitration Asgation in Los Angeles, California in
accordance with the National Rules for the Resotutif Employment Disputes of The American ArbitatiAssociation then existing.

b. Claims covered by this arbitration provisionlirt, but are not limited to any dispute or congnsy arising out of Employee’s
employment, the events leading up to Employee beffeged employment, the cessation of Employee’pleyment, the compensation, terms,
and other conditions of Employee’s employment,tatesnents made or actions taken at any time raggiinployee’s employment at
Company which could have been brought in a coucbafipetent jurisdiction, including, but not limitéa] claims under the Age Discriminati
in Employment Act; Title VII of the Civil Rights Amf 1964, as amended, the Americans with Disadslifct of 1990; Sections 1981 through
1988 of Title 42 of the United States Code; theidtatl Labor Relations Act, as amended; the Fairot&iandards Act, as amended; the fe(
Family and Medical Leave Act; the California Famitights Act; the California Fair Employment and Hing Act, as amended; the California
Minimum Wage Laws; The Equal Pay Law for Califorrdaa amended; the California Labor Code, as ameimigdding California Labor Coc
88 201et seq.970et seqand 105t seq.the California Wage Orders, and any other fedstate, or local civil or human rights law, or any
other local, state or federal law, regulation, ahimance, as well as any claim based on any ppblicy, contract, tort, or common law or any
claim for costs, fees, or other expenses, includibtgrneys’ fees (collectively, “Claims”). This amation provision does not require arbitration
of claims for workers’ compensation or unemploymeastirance. This Arbitration Agreement is intendethe construed as broadly as possible
under applicable law so that all claims and defetisat could be raised before a court must indbeaghised in arbitration. In addition,
notwithstanding this arbitration provision, eitlparty may file a request with a court of compefarisdiction for equitable relief, including but
not limited to injunctive relief, pending resolutiof any dispute through the arbitration procedgiforth herein. Nothing in this arbitration
provision shall be construed as precluding Empldyem filing a charge or complaint with the Califda Department of Fair Employment and
Housing, the Equal Employment Opportunity Commigstbe National Labor Relations Board, or any o#ierilar state or federal agency
seeking administrative resolution of a disputelaine. However, any claim that cannot be resolvemtiadstratively through such agency shall
be subject to this Arbitration Agreement.

c. Company will pay the AAA case management andimidinative fees, the court reporter fees for thsteation hearing and the
arbitrator’s fees and expenses. Employee will motdguired to pay any fees which would exceed theuat of fees she would be required to
pay if he had pursued his action in court. Theteatwr shall allow the parties to conduct adeqdégeovery to pursue any claims. The parties
have the right to be represented by an attornglyedf choice. Upon the filing of the arbitratiohgtparties shall stipulate that all proceedings,
orders, evidence and substantive actions of theeedings shall be protected as confidential ungeogective order. The decision or award of
the arbitrator shall be in writing and will includestatement of the reasons for the award andriitimfis and conclusions on which the award is
based. The arbitrator’s power in respect to theaisse of an award under this provision shall bédidhto the issuance of such an award
consistent with and according to applicable Catifadaw.

10. SeverabilityThe provisions of this Agreement are divisibleaify of the provisions shall be deemed invalid anfarceable, that
provision shall be deemed limited to the extentessary to render it valid and enforceable andehsming provisions of this Agreement shall
continue in full force and effect without being iaied or invalidated in any way.

11. Governing LawThe validity, interpretation, construction and peniance of this Agreement shall be governed bycamdtrued in
accordance with the laws of the State of Califarnia




12. Entire AgreementThis Agreement supersedes all prior agreementgratahdings, and communications between Employe éhen
Company, whether written or oral, express or imthlielating to the subject matter of this Agreersed is intended as a complete and final
expression of the terms of the agreement betweguidyee and the Company and shall not be changsdbject to change orally. The parties
further agree and acknowledge that neither theyangone acting on their behalf made any inducemegteements, promises, nor
representations other than those set forth inAgieement.

13. AmendmentThis Agreement may not be altered or amended exaeptvriting signed by both parties to this Agresm

14. Survival.The provisions of this Agreement shall survive tirnination of the Relationship and the assignméthis Agreement by
the Company to any successor in interest or otssgaee.

15. ADVICE OF COUNSEL. EMPLOYEE ACKNOWLEDG ES THAT, IN, EXECUTING THIS AGREEMENT, EMPLOYEE
HAS HAD THE OPPORTUNITY TO SEEK THE ADVICE OF INDEP ENDENT LEGAL COUNSEL, AND EMPLOYEE HAS READ
AND UNDERSTOOD ALL OF THE TERMS AND PROVISIONS OF T HIS AGREEMENT. THIS AGREEMENT SHALL NOT BE
CONSTRUED AGAINST ANY PARTY BY REASON OF THE DRAFTI NG OR PREPARATION HEREOF.

IN WITNESS WHEREOF, the parties have executedAlgieement as of the date set forth above.

EMPLOYEE COMPANY: Guidance Software, Inc.
Signature  /s/ Rasmus van der Co Signature  /s/ LaToya Mann:
Print Name: Rasmus van der Col Print Name: LaToya Manns

Title: Human Resources Manac




Title

EXHIBIT A
LIST OF PRIOR INVENTIONS

AND ORIGINAL WORKS OF AUTHORSHIP
EXCLUDED FROM SECTION 4

Date

Identifying Number
or Brief Description

No inventions or improvements
O Additional Sheets Attached

/s/ Rasmus van der Co

EmployeeSignature

Rasmus van der Col

Print Employee Nam

03/02/200¢

Date




EXHIBIT B
Section 2870 of the California Labor Code is a®fos:

€) Any provision in an employment agreatwhich provides that an employee shall assignffer to assign, any of his or her
rights in an invention to his or her employer simalt apply to an invention that the employee degwedbentirely on his or her own time without
using the employer’s equipment, supplies, facsitier trade secret information except for thoseimions that either.

() Relate at the time of conceptionestuction to practice of the invention to the empldy business, or actual or
demonstrably anticipated research or developmethiteoémployer; or
(2) Result from any work performed by #mployee for the employer.
(b) To the extent a provision in an eryplent agreement purports to require an employa@sgsimn an invention otherwise

excluded from being required to be assigned undedisision (a), the provision is against the pulplidicy of this state and is unenforceable.




EXHIBIT C
TERMINATION CERTIFICATION

This is to certify that | do not have in my possassnor have | failed to return, any devices, rdspdata, notes, reports, proposals,
lists, correspondence, specifications, drawingsefilints, sketches, laboratory notebooks, flowtshamaterials, equipment, other document
property, or copies or reproductions of any afonetiseed items belonging to Guidance Software, litg subsidiaries, affiliates, successors or
assigns (together the “ Compaby

| further certify that | have complied with all tierms of the Company’s At-Will Employment Agreerheigned by me, including the
reporting of any inventions and original works aftzorship (as defined therein), conceived or madmé (solely or jointly with others)
covered by that agreement.

| further agree that, in compliance with the At-WEmployment Agreement, | will preserve as confitrall trade secrets,
confidential knowledge, data or other proprietarfpimation relating to products, processes, knowstaesigns, formulas, developmental or
experimental work, computer programs, data bagber original works of authorship, customer ligtssiness plans, financial information or
other subject matter pertaining to any businesh®fCompany or any of its employees, clients, clbasts or licensees.

| further agree that for twenty-four (24) monthsrfr the date of this Certificate, | shall not eitd@ectly or indirectly solicit, induce,
recruit or encourage any of the Company’s emplogee®nsultants to terminate their relationshipwiite Company, or take away such
employees or consultants, or attempt to solicidtuoe, recruit, encourage or take away employeesmsultants of the Company, either for
myself or for any other person or entity. Furthier,a period of twenty-four (24) months from theelaf this Certificate, | shall not solicit any
licensor to or customer of the Company or licerfedde Company’s products, in each case, that mogvk to me, with respect to any business,
products or services that are competitive to tloelpets or services offered by the Company or uddeelopment as of the date of termination
of my Relationship with the Company.

SIGN AT TIME OF HIRE TO ACKNOWLESDGE RECEIPT:

| hereby acknowledge that | have read and understaththe Termination Certification (Exhibit C) described above, and that | am in
receipt of a copy of this document.

Date: 03/02/09 /s/ Rasmus van der Co
Employee Signatur

Rasmus van der Col
Print Employee Nam




Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference iniRegion Statement No. 333-140007 on Form S-8uofreport dated February 16,
2012, relating to the consolidated financial staeta and financial statement schedule of Guidaofsv&re, Inc. and subsidiaries (which
report expresses an unqualified opinion), and ffeztveness of Guidance Software, Inc. and subsies’ internal control over financial
reporting, appearing in the Annual Report on FofsKlof Guidance Software, Inc. and subsidiariesiieryear ended December 31, 2011.

/s/ Deloitte & Touche LLF

Los Angeles, Californi
February 16, 201




Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Victor T. Limongelli, certify that:
1. | have reviewed this Annual Report on Form 10-KGafidance Software, Inc.;

2. Based on my knowledge, this annual report doesamtain any untrue statement of a material factnoit to state a material fact
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statement$,aéimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in
this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanid procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

(&) Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifg prepared;

(b) Designed such internal control over financial réipgy; or caused such internal control over finahetporting to be
designed under our supervision, to provide readeregsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registrant’sld@&ire controls and procedures and presentedsimgort our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of tHegeovered by this
annual report based on such evaluation; and

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’'s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant’s internal control over finaleceporting; and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiarterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions):

(@) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaamd report financial
information; and

(b)  Any fraud, whether or not material, that involvearmmagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: February 16, 2012 /s/ VICTOR T. LIMONGELLI
Victor T. Limongelli
President and Chief Executive Officel




Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Barry J. Plaga, certify that:
1. | have reviewed this Annual Report on Form 10-KGafidance Software, Inc.;

2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or ométéde a material fact
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statement$ adimer financial information included in this amhwveport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in
this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanid procedures (i
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

(&) Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifg prepared;

(b) Designed such internal control over financial réipgy; or caused such internal control over finahetporting to be
designed under our supervision, to provide readeregsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registrant’sld@&ire controls and procedures and presentedsimgort our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’'s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant’s internal control over finaleceporting; and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiarterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions):

(@) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaamd report financial
information; and

(b)  Any fraud, whether or not material, that involvearmmagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: February 16, 2012 /s BARRY J. PLAGA
Barry J. Plaga
Chief Financial Officer




Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to 18 U.S.C. § 1350, as created by Segfi6rof the Sarbanes-Oxley Act of 2002, the undeesi officer of Guidance
Software, Inc. (the “Company”) hereby certifiesttha

0] the accompanying Annual Report on Form 10-K ofG@oenpany for the period ended December 31, 2011“Rbport”) fully
complies with the requirements of Section 13(a$ection 15(d), as applicable, of the SecuritieshErge Act of 1934, as
amended; and

(i) information contained in the Report fairly preseimsall material respects, the financial conditanmd results of operations of the
Company.

Dated: February 16, 2012 /s/ VICTOR T. LIMONGELLI
Victor T. Limongelli
President and Chief Executive Officel

A signed original of this written statement reqdil®y Section 906 of the Sarbanes-Oxley Act of 2082ction 906"), or other document
authenticating, acknowledging, or otherwise adaptire signature that appears in typed form witheelectronic version of this written
statement required by Section 906, has been proval&uidance Software, Inc. and will be retaingdduidance Software, Inc. and furnished
to the Securities and Exchange Commission oratf§ spon request.




Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to 18 U.S.C. § 1350, as created by Segfi6rof the Sarbanes-Oxley Act of 2002, the undeesi officer of Guidance
Software, Inc. (the “Company”) hereby certifiesttha

0] the accompanying Annual Report on Form 10-K ofG@oenpany for the period ended December 31, 2011“Rbport”) fully
complies with the requirements of Section 13(a$ection 15(d), as applicable, of the SecuritieshErge Act of 1934, as
amended; and

(i) information contained in the Report fairly preseimsall material respects, the financial conditanmd results of operations of the
Company.

Dated: February 16, 2012 /s/ BARRY J. PLAGA
Barry J. Plaga
Chief Financial Officer

A signed original of this written statement reqdil®y Section 906 of the Sarbanes-Oxley Act of 2082ction 906"), or other document
authenticating, acknowledging, or otherwise adaptire signature that appears in typed form witheelectronic version of this written
statement required by Section 906, has been proval&uidance Software, Inc. and will be retaingdduidance Software, Inc. and furnished
to the Securities and Exchange Commission oratf§ spon request.




