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The Private Securities Litigation Reform Act of B9®ovides a safe harbor for forward-looking stagata made by or on behalf of
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ADTRAN. ADTRAN and its representatives may from ¢io time make written or oral forward-looking staents, including statements

contained in this report, our other filings witlketBecurities and Exchange Commission (SEC) and ottmemunications with our
stockholders. Generally, the words, “believe,
identify forward-looking statements. We caution ytbat any forward-looking statements made by usnoour behalf are subject to

” uegpu “intend," “ ” o« ” i, LT

estimate,” “anticipate,” “will,” ‘may,

could” and similar expressions

uncertainties and other factors that could causk statements to be wrong. A list of factors tlmtld materially affect our business, financ

condition or operating results is included undeacters that Could Affect Our Future Results” in ‘d@ement’s Discussion and Analysis of
Financial Condition and Results of Operations” eamed in Iltem 2 of Part | of this report. They ha®o been discussed in Item 1A of Part |

in our most recent Annual Report on Form 10-K far year ended December 31, 2012 filed on Febru&rg@®13 with the SEC. Though we

have attempted to list comprehensively these inaporfactors, we caution investors that other factoay prove to be important in the future
in affecting our operating results. New factors egedfrom time to time, and it is not possible ferta predict all of these factors, nor can we

assess the impact each factor or a combinatioacddifs may have on our business.

You are further cautioned not to place undue rekamn these forward-looking statements becausesihesk only of our views as of the date
that the statements were made. We undertake ngatibih to publicly update or revise any forwarddimg statements, whether as a result of

new information, future events or otherwise, ex@ptequired by law.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

ASSETS

Current Assets
Cash and cash equivalel
Shor-term investment

Accounts receivable, less allowance for doubtfcbants of $15 and $6 at September 30, 2013

December 31, 2012, respectivi
Other receivable
Inventory
Prepaid expense¢
Deferred tax assets, r

Total Current Assets

Property, plant and equipment, |
Deferred tax assets, r
Goodwill
Other asset
Long-term investment
Total Assets

LIABILITIES AND STOCKHOLDERS ' EQUITY

Current Liabilities
Accounts payabl
Unearned revent
Accrued expense
Accrued wages and benef
Income tax payable, n

Total Current Liabilities

Non-current unearned reven
Other nor-current liabilities
Bonds payabl

Total Liabilities

Commitments and contingencies (see Note

Stockholders Equity

Common stock, par value $0.01 per share; 200,08 stauthorized; 79,652 shares issued and
57,687 shares outstanding at September 30, 2013%682 shares issued and 62,310 shares

outstanding at December 31, 2(
Additional paic¢in capital

Accumulated other comprehensive incc

Retained earning

Less treasury stock at cost: 21,965 and 17,342slzrSeptember 30, 2013 and December 31,

2012, respectivel
Total Stockholders’ Equity

Total Liabilities and Stockholders’ Equity

ADTRAN, INC.
CONSOLIDATED BALANCE SHEETS
(Unaudited)
(In thousands, except per share amounts)

See notes to consolidated financial statements

September 3C December 31
2013 2012
$ 54,31 $ 68,457
136,64( 160,48:
108,01¢ 81,19
20,26¢ 16,25
92,97: 102,58:
4,69: 4,14¢
13,49 13,05t
430,39t 446,17:
77,65¢ 80,24¢
11,60¢ 10,26:
3,492 3,492
11,71 13,48:
298,12. 332,72¢
$ 832,98 $ 886,38:
$ 73,67 $ 4217
19,65¢ 38,05
16,527 10,30¢
16,59 15,02:
54¢ 1,217
126,99 106,76t
26,37: 23,80:
20,45¢ 17,40¢
46,50( 46,00(
220,33: 193,97!
797 797
231,14¢ 22451
8,99( 11,26¢
878,38 861,46!
(506,66 (405,64
612,65: 692,40t
$ 832,98 $ 886,38:
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ADTRAN, INC.

CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
(In thousands, except per share amounts)

Sales
Cost of sale:

Gross Profit

Selling, general and administrative exper
Research and development exper

Operating Income

Interest and dividend incon

Interest expens

Net realized investment ga

Other income (expense), r

Gain on bargain purchase of a busir

Income before provision for income taxe:

Provision for income taxe

Net Income

Weighted average shares outstan basic
Weighted average shares outstance diluted
Earnings per common shé basic

Earnings per common she- diluted
Dividend per shar

Three Months Ended

Nine Months Ended

September 30 September 30
2013 2012 2013 2012
$177,40: $162,12' $482,65( $480,85¢
94,85 82,15 250,62¢ 231,59t
82,54 79,97: 232,02. 249,26
32,79¢ 34,11« 96,08: 103,13(
32,54 35,58: 98,11« 92,83¢
17,21( 10,27¢ 37,82¢ 53,29¢
1,57¢ 1,86¢ 5,021 5,651
(581) (587) (1,737 (1,756
1,751 2,53( 6,94¢ 7,35
22 (36€) (1,521) 26E
— — — 1,75%
19,981 13,71¢ 46,53¢ 66,56
(3,776) (4,449 (12,589 (23,259
$ 16,20 $ 9,27: $ 33,95« $ 43,30
57,94 63,06¢ 59,56! 63,49¢
58,611 63,30¢ 59,92¢ 64,13¢
$ 026 $ 01t $ 057 $ 0.6¢
$ 026 $ 01t $ 057 $ 0.6¢
$ 00 $ 00 $ 027 $ 0.2

See notes to consolidated financial statements
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ADTRAN, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Unaudited)
(In thousands)

Three Months Ended

Nine Months Ended

September 30 September 30
2013 2012 2013 2012

Net Income $16,208 $9,27- $33,95¢ $43,30:
Other Comprehensive Income (Loss), net of

Net unrealized gains (losses) on avail-for-sale securitie 2,56: 497 (780) 2,01¢

Foreign currency translatic (109¢) 134 (1,499 191
Other Comprehensive Income (Loss), net of ta 2,45¢ 631 (2,27%) 2,21(
Comprehensive Income, net of ta: $18,65¢ $9,90¢ $31,67¢ $45,51.

See notes to consolidated financial statements
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ADTRAN, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net caskigeal by operating activitie:

Depreciation and amortizatic

Amortization of net premium on availa-for-sale investment

Net realized gain on loi-term investment

Net (gain) loss on disposal of property, plant agdipmen

Gain on bargain purchase of a busir

Stoclk-based compensation expel

Deferred income taxe

Tax benefit from stock option exercis

Excess tax benefits from stc-based compensation arrangeme
Changes in operating assets and liabilit

Accounts receivable, n

Other receivable

Inventory

Prepaid expenses and other as

Accounts payabl

Accrued expenses and other liabilit

Income tax payable, n

Net cash provided by operating activities

Cash flows from investing activities:
Purchases of property, plant and equipn
Proceeds from disposals of property, plant andpgent
Proceeds from sales and maturities of avai-for-sale investment
Purchases of availal-for-sale investment
Acquisition of busines

Net cash provided by (used in) investing activitie

Cash flows from financing activities:

Proceeds from stock option exerci:

Purchases of treasury stc

Dividend payment

Excess tax benefits from stc-based compensation arrangeme
Net cash used in financing activitie:

Net increase (decrease) in cash and cash equis
Effect of exchange rate chang
Cash and cash equivalents, beginning of peric

Cash and cash equivalents, end of peric

See notes to consolidated financial statements
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Nine Months Ended

September 30

2013 2012
$ 33,95/ $ 43,30:
11,02: 10,36¢
4,68¢ 6,34:
(6,949 (7,359
6 (213)
— (1,759
6,51¢ 6,78:
(1,296 (1,156
113 1,81:
(10€) (1,419
(25,842 (26,17¢)
(3,729 1,86¢
8,58¢ 2,14
(417) (1,199
30,46( 17,60°
(4,339 12,76¢
(67€) 1,02:
51,98¢ 64,75¢
(6,510 (10,759
— 26€
275,58 198,56t
(216,129 (220,35
— 7,49¢
52,94: (24,786)
2,332 4,932
(104,14 (28,579
(16,220) (17,179
10€ 1,41z
(117,929 (39,407
(12,999 562
(1,14 (6)
68,45 42,97¢
$ 54,31: $ 43,53t
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ADTRAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(In thousands, except per share amounts)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying unaudited consolidated finantiéments of ADTRANP, Inc. and its subsidiaries (ADTRAN) have been pred
pursuant to the rules and regulations for reportin@uarterly Reports on Form 10-Q. Accordinglytai@& information and notes required by
generally accepted accounting principles for cotedlimancial statements are not included hereie Dbhcember 31, 2012 Consolidated
Balance Sheet is derived from audited financigkst@nts, but does not include all disclosures requiy accounting principles generally
accepted in the United States.

In the opinion of management, all adjustments reaogdor a fair presentation of these interim stegets have been recorded, including the
out of period adjustment discussed below. The tesiiloperations for an interim period are not isse€ly indicative of the results for the f
year. The interim statements should be read inurmtion with the financial statements and notesetioeincluded in ADTRAI's Annual
Report on Form 10-K for the year ended DecembeRB12, filed on February 28, 2013 with the SEC.

Changesin Classifications

Certain changes in classifications have been nmatleetprior period balances in other comprehensi#eme to conform to the current
period’s presentation as a result of our adoptiodczounting Standards Update No. 2013-02, RepgmifAmounts Reclassified Out of
Accumulated Comprehensive Income.

Out of Period Adjustment

During the three months ended September 30, 204 3dewtified two adjustments in the acquired Ndkiemens Networks Broadband Acc
business (NSN BBA business) relating to customgmaent discounts for one customer, and recoveraBl€ Mxes on certain vendor freight
invoices that should have been recorded in pridogs. These adjustments resulted from a $0.4anillinderstatement of net income in 2012
and $0.5 million understatement of net income enfttst two quarters of 2013. We evaluated the ichpéthe adjustments on the results of
our previously issued financial statements for ezfdhe prior periods affected and concluded thatimpact was not material. We also
evaluated the impact of the cumulative effect ef éldjustments in the current year and concludedhbampact is not material to our
projected results for the year 2013. Accordinglysing the three months ended September 30, 20T@eeeded an out of period adjustmer
correct these issues.

Use of Estimates

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptiondfenztttae reported amounts of assets and lialslitiee disclosure of contingent assets
liabilities at the date of the financial statementsd the reported amounts of revenue and expemseydhe reporting period. Our more
significant estimates include the allowance forhtfwl accounts, obsolete and excess inventory vesewarranty reserves, customer rebates,
allowance for sales returns, determination of thieited revenue components of multiple elemenssageeements, estimated costs to
complete obligations associated with deferred regsnestimated income tax contingencies, the fdirevof stock-based compensation,
impairment of goodwill, valuation and estimatedebvof intangible assets, estimated working capidaistments under negotiation related to
the Nokia Siemens Networks Broadband Access busimeguisition, and the evaluation of other-thangerary declines in the value of
investments. Actual amounts could differ signifigafrom these estimates.
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Recent Accounting Pronouncements

During the nine months ended September 30, 2013&dopted the following accounting standard, whiall ho material effect on our
consolidated results of operations or financialditbon:

In February 2013, the FASB issued Accounting Steaslblpdate No. 2013-02, Reporting of Amounts Resifi@sl Out of Accumulated Other
Comprehensive Income (ASU 2013-02). ASU 2013-02ireg entities to provide information about the amts reclassified out of
accumulated other comprehensive income by compaitrer on the face of the financial statements dhe footnotes. ASU 2013-02 does
not change the current requirements for reportetgncome or other comprehensive income in thenfife statements. This update is
effective prospectively for reporting periods bedimy after December 15, 2012. We adopted this amentlduring the first quarter of 2013,
and we have provided the disclosures requiredi®periods ended September 30, 2013 and 2012 & I0obf Notes to Consolidated
Financial Statements.

2. BUSINESS COMBINATIONS

On May 4, 2012, we acquired the NSN BBA businesss Acquisition provides us with an establishedarusr base in key markets and
complementary, market-focused products and wasuated for as a business combination. We have iedtlde financial results of the NSN
BBA business in our consolidated financial statetmemce the date of acquisition. These revenuemaluded in the Carrier Networks
division in the Broadband Access subcategory.

We received a cash payment of $7.5 million from N8 recorded a bargain purchase gain of $1.8amjlliet of income taxes, in the sec
quarter of 2012, subject to customary working @gitjustments between the parties as defineceipdinchase agreement. As of
September 30, 2013, the parties were in the praxfagsolving the working capital adjustments. Vdguated the purchase price allocation
during the fourth quarter of 2012 to record additibestimated liabilities and an estimated recdes&iom NSN related to working capital
adjustments under negotiation. The bargain purchaseof $1.8 million represents the excess ofctiresideration exchanged over the fair
value of the assets acquired and liabilities assuMée have assessed the recognition and measureofahe assets acquired and liabilities
assumed based on historical and pro forma datafiore periods and have concluded that our valogit@cedures and resulting measures
were appropriate.

The allocation of the purchase price to the esgh&ir value of the assets acquired and liabsliiesumed at the acquisition date is as
follows:

(In Thousands)

Other receivable $ 9,48¢
Inventory 21,06¢
Property, plant and equipme 5,03t
Accounts payabl (5,199
Unearned revent (18,207
Accrued expense (1,937
Accrued wages and benef (2,25))
Deferred tax liability (78¢)
Non-current unearned reven (21,316
Net liabilities assumec (14,099
Customer relationshir 5,162
Developed technolog 3,17¢
Other 13
Gain on bargain purchase of a business, net ¢ (1,759
Net consideration received from selle $ (7,496
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The fair value of the customer relationships a@liwas calculated using a discounted cash flow odefixcess earnings) and is being
amortized using a declining balance method derik@d projected customer revenue over an averageasid useful life of 13 years. The
fair value of the developed technology acquired eadsulated using a discounted cash flow methdd{rieom royalty) and is being
amortized using the straight-line method over dimeded useful life of five years.

The following supplemental pro forma informatioregents the financial results of the acquired NSM\BBsiness for the nine months ended
September 30, 2012. The pro forma results for gte®g January 1, 2012 to May 4, 2012 are not ireduith our consolidated financial
statements.

This supplemental pro forma information does napptt to be indicative of what would have occurhed! the acquisition of the NSN BBA
business been completed on January 1, 2012, ntheyéndicative of any future results.

Nine Months Endec

(I'n thousands) September 30, 201
Pro forma revenue $ 100,41:
Pro forma pr-tax loss $ (18,006
Weighted average exchange rate during the periddREUSD) € 1.00/$1.2!

For the three and nine months ended Septembe38, @e incurred acquisition and integration reladgpenses and amortization of
acquired intangibles of $0.6 million and $2.2 roiflirelated to this acquisition.

3. INCOME TAXES

Our effective tax rate decreased from 34.9% imihe months ended September 30, 2012 to 27.0%einitte months ended September 30,
2013. The decrease in the effective tax rate betwheetwo periods is primarily attributable to amaired business that incurred losses in the
prior year for which no tax benefit was recogniaed the improved profitability for that businesghe current year, the net effect of
recording the benefit for the research tax cragtitlie 2012 tax year in January 2013 pursuanteddtherican Taxpayer Relief Act of 2012,
and the inclusion of the benefit of the estimatéti®research tax credit in the estimated annuat®éie rate for 2013.

4. PENSION BENEFIT PLAN

As a result of our acquisition of the NSN BBA biess, we assumed a defined benefit obligation ofdbdilllion as of May 4, 2012. We
established a Contribution Trust Arrangement (CToAhold the pension assets, and NSN transferredsassus equal to the defined benefit
obligation.

The following table summarizes the components dpreeodic pension cost for the three months erilggtember 30, 2013 and 2012, the
nine months ended September 30, 2013, and thedpdiag 4, 2012 to September 30, 2012:

Three Months Ended Nine Months Endec May 4, 2012 t
September 30 September 30 September 3C

(In thousands) 2013 2012 2013 2012
Service cost $ 297 $ 28¢ $ 891 $ 47¢
Interest cos 18t 187 554 314
Expected return on plan ass (250) (250) (75)) (415
Net periodic pension cos $ 23 $ 22¢ $ 694 $ 377
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5. STOCK-BASED COMPENSATION

The following table summarizes the stock-based ereation expense related to stock options, restristiock units (RSUs) and restricted
stock for the three and nine months ended SepteBthe&013 and 2012, which was recognized as follows

Three Months Ended Nine Months Ended
September 30 September 30

(In thousands) 2013 2012 2013 2012
Stock-based compensation expense included in cost of s $ 11¢ $ 106 $ 334 $ 304
Selling, general and administrative expe 1,024 1,107 3,12¢ 3,20t
Research and development expe 1,03¢ 1,13¢ 3,05: 3,27¢
Stock-based compensation expense included in operatingpenses 2,05¢ 2,24t 6,182 6,47¢
Total stock-based compensation expens 2,17¢ 2,351 6,51¢ 6,78:
Tax benefit for expense associated with-qualified options (307) (313) (929 (916
Total stock-based compensation expense, net of t $ 1,86¢ $ 2,03 $559:  $5,86i

The fair value of our stock options was estimatsidgithe Black-Scholes model. The determinatiotieffair value of stock options on the
date of grant using the Black-Scholes model iscééf@ by our stock price as well as assumptionsrdiégga number of complex and
subjective variables that may have a significamgaot on the fair value estimate.

There were no options granted during the threenamel months ended September 30, 2013. The weightedkge assumptions and value of
options granted for the three and nine months eSagdember 30, 2012 are summarized as follows:

Three Months Endec Nine Months Endec
September 30 September 30
2012 2012

Expected volatility 40.2(% 40.2(%
Risk-free interest rat 0.6% 0.62%
Expected dividend yiel 1.3(% 1.3(%
Expected life (in years 4.9t 4.9t
Weighte-average estimated val $ 8.6¢ $ 8.6¢

The fair value of our RSUs is calculated using anddcCarlo Simulation valuation method. There waydR®U grants during the three and
nine months ended September 30, 2013 or 2012.

The fair value of restricted stock is equal to ¢hesing price of our stock on the date of grantefBhwere no restricted stock grants during the
three and nine months ended September 30, 201&1@r. 2

Stock-based compensation expense recognized i@ansolidated Statements of Income for the threenam&l months ended September 30,
2013 and 2012 is based on options, RSUs and testrstock ultimately expected to vest, and has beduced for estimated forfeitures.
Estimated forfeitures for stock options were bageah historical experience and approximate 1.7%alty We estimated a 0% forfeiture
rate for our RSUs and restricted stock due toithiédd number of recipients and historical expecgfor these awards.

10
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As of September 30, 2013, total compensation experiated to non-vested stock options, RSUs andates! stock not yet recognized was
approximately $11.8 million, which is expected ®recognized over an average remaining recogniéoiod of 2.1 years.

The following table is a summary of our stock opsi@utstanding as of December 31, 2012 and Septe8Ab2013 and the changes that
occurred during the nine months ended Septembet(R(R:

Weighted Avg.
Aggregate
Number of Weighted Avg. Remaining
Contractual Intrinsic
(In thousands, except per share amounts) _Options Exercise Price Life In Years Value
Options outstanding, December 31, 201 6,03t $ 24.81 6.6¢ $ 5,15/
Options grante: — $ —
Options cancelled/forfeite (18¢) $ 26.2¢
Options exercise (129 $ 18.9¢
Options outstanding, September 30, 2013 5,72¢ $ 24.8¢ 5.9¢ $21,87¢
Options exercisable, September 30, 2013 3,61¢ $ 25.3¢ 4.6¢ $11,95¢

The aggregate intrinsic values in the table abepeasent the total pre-tax intrinsic value (théedénce between the closing of our stock on
the last trading day of the quarter and the exengige, multiplied by the number of in-the-monegtions) that would have been received by
the option holders had all option holders exercibed options on September 30, 2013. The aggregtiesic value will change based on the
fair market value of our stock.

The total pre-tax intrinsic value of options exsed during the three and nine months ended Septe38b2013 was $0.5 million and $0.8
million, respectively.

The following table is a summary of our RSUs argtrieted stock outstanding as of December 31, 202September 30, 2013 and the
changes that occurred during the nine months eS8detember 30, 2013:

Weighted
Average
Grant Date
Number
(I'n thousands, except per share amounts) of Share: Fair Value
Unvested RSUs and restricted stock outstanding, Dember 31, 2012 10z $ 29.2¢
RSUs and restricted stock gran — $ —
RSUs and restricted stock ves — $ —
RSUs and restricted stock cancelled/forfe — $ —
Unvested RSUs and restricted stock, September 3013 102 $ 29.2¢

11
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6.

INVESTMENTS

At September 30, 2013, we held the following sdmsiand investments, recorded at either fair vatueost.

Amortized Gross Unrealized

Carrying

(I'n thousands) Cost Gains Losse: Value
Deferred compensation plan ass $ 11,30¢ $ 2,49( $ (18 $ 13,78(
Corporate bond 177,79¢ 44¢ (103 178,14:
Municipal fixec-rate bond: 145,50¢ 497 (72) 145,93!
Municipal variable rate demand no 11,96( — — 11,96(
Marketable equity securitie 22,82¢ 12,39 (27%) 34,94:
Available-for-sale securities held at fair value $369,40( $15,82¢ $(467)  $384,75¢
Restricted investment held at cos 48,25(
Other investments held at cost 1,75:%
Total carrying value of available-for-sale investments $434,76.

At December 31, 2012, we held the following se@esitind investments, recorded at either fair valugost.
Amortized Gross Unrealized

Carrying

(I'n thousands) Cost Gains Losse: Value
Deferred compensation plan ass $ 10,68¢ $ 84¢ $ (7) ¢ 11,52
Corporate bond 185,46« 96¢€ (18) 186,41.
Municipal fixec-rate bond: 174,53( 627 (73 175,08«
Municipal variable rate demand no 34,37¢ — — 34,37t
Fixed income bond fun 444 12 — 45€
Marketable equity securitie 20,96¢ 14,63( (392) 35,20¢
Available-for-sale securities held at fair value $426,46° $17,08: $(490)  $443,05¢
Restricted investment held at cost 48,25(
Other investments held at cos 1,902
Total carrying value of available-for-sale investments $493,21(

As of September 30, 2013, our corporate bonds andaipal fixed-rate bonds had the following contted maturities:

(I'n thousands)

Less than one year
One to two year
Two to three year
Three to five year

Total

12

Corporate Municipal
fixed-rate

bonds bonds
$ 66,267 $ 58,41
32,23: 18,63¢
76,46( 58,38¢
3,18 10,49t

$178,14: $145,93!
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Our investment policy provides limitations for issiwwoncentration, which limits, at the time of phase, the concentration in any one issu
5% of the market value of our total investment fudid.

At September 30, 2013, we held a $48.3 millionrietstd certificate of deposit, which is carrieccast. This investment serves as a collateral
deposit against the principal amount outstandirdputoans made to ADTRAN pursuant to an Alabamé&eStalustrial Development
Authority revenue bond (the Bond). At September28Il,3, the estimated fair value of the Bond usiteyal 2 valuation technique was
approximately $44.9 million, based on a debt ségwith a comparable interest rate and maturity ai8tandard and Poor’s credit rating of
A-. For more information on the Bond, see “Debtdan“Liquidity and Capital Resources” in the “Maagent’s Discussion and Analysis of
Financial Condition and Results of Operations” eamed in Item 2 of Part | of this report.

We review our investment portfolio for potentiakher-than-temporary” declines in value on an indiivl investment basis. We assess, on a
quarterly basis, significant declines in value vihicay be considered other-than-temporary andcéssary, recognize and record the
appropriate charge to write-down the carrying vafisuch investments. In making this assessmentakeesinto consideration qualitative and
guantitative information, including but not limiteéd the following: the magnitude and duration aftbrical declines in market prices, credit
rating activity, assessments of liquidity, pubiiifys, and statements made by the issuer. We giypéegin our identification of potential
other-than-temporary impairments by reviewing aggusity with a fair value that has declined fromatiginal or adjusted cost basis by 25%
or more for six or more consecutive months. We #naluate the individual security based on the ipresly identified factors to determine
the amount of the write-down, if any. As a restilbor review, we recorded an other-than-temporargairment charge of $13 thousand
during the nine months ended September 30, 20&a8rkto five marketable securities. For the ninetm®ended September 30, 2012, we
recorded an other-than-temporary impairment chaf@®.1 million related to 21 marketable equity\s#es.

Realized gains and losses on sales of securiteesoanputed under the specific identification methidee following table presents gross
realized gains and losses related to our invessnent

Three Months Ended Nine Months Ended
September 30 September 30
(In thousands) 2013 2012 2013 2012
Gross realized gains $1,79i $ 3,38¢ $7,25: $ 8,68¢
Gross realized losst $ (46 $ (858 $ (303  $(1,33Y

As of September 30, 2013 and 2012, gross unredlissés related to individual securities in a qamtius loss position for 12 months or
longer were not significant.
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We have categorized our cash equivalents held imesnmarket funds and our investments held at fairevinto a three-level fair value
hierarchy based on the priority of the inputs t® ¥aluation technique for the cash equivalentsiavestments as follows: Level 1 — Values
based on unadjusted, quoted prices in active naf&etdentical assets or liabilities; Level 2/alues based on inputs other than quoted p
included within Level 1 that are directly or inditly observable for the asset or liability; Level ¥alues based on unobservable inputs fo
asset or liability. These inputs include informatgupplied by investees.

Fair Value Measurements at September 30, 2013 Usil

Quoted Price:

Significant
in Active Other Significant
Market for Observable Unobservable
Identical
Assets Inputs Inputs
(I'n thousands) Fair Value (Level 1) (Level 2) (Level 3)
Cash equivalents
Money market fund $ 6,59 $ 6,59/ $  — $ —
Available-for-sale securities
Deferred compensation plan ass 13,78( 13,78( — —
Available-for-sale debt securitie:
Corporate bond 178,14: — 178,14: —
Municipal fixec-rate bond: 145,93! — 145,93! —
Municipal variable rate demand no 11,96( — 11,96( —
Available-for-sale marketable equity securitie:
Equity securitie— technology industr 9,97: 9,97: — —
Equity securitie— other 24,97( 24,97( — —
Available-for-sale securities 384,75¢ 48,72 336,03t —
Total $391,35: $ 55,31 $336,03t $ —

Fair Value Measurements at December 31, 2012 Usil

Quoted Price:

Significant
in Active Other Significant
Market for Observable Unobservable
Identical
Assets Inputs Inputs
(I'n thousands) Fair Value (Level 1) (Level 2) (Level 3)
Cash equivalents
Money market fund $ 28,07: $ 28,07 $ — $ —
Available-for-sale securities
Deferred compensation plan ass 11,527 11,521 — —
Available-for-sale debt securitie:
Corporate bond 186,41. — 186,41. —
Municipal fixec-rate bond: 175,08« — 175,08« —
Municipal variable rate demand no 34,37¢ — 34,37¢ —
Fixed income bond fun 45€ 45€ — —
Available-for-sale marketable equity securitie:
Equity securitie— technology industr 14,09¢ 14,09¢ — —
Equity securitie— other 21,10t 21,10t — —
Available-for-sale securities 443,05t 47,187 395,87 —
Total $471,12! $ 75,25¢ $395,87: $ —
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The fair value of our Level 2 securities is caltethusing a weighted average market price for sachrity. Market prices are obtained fro
variety of industry standard data providers, segumiaster files from large financial institutiorad other third-party sources. These multiple
market prices are used as inputs into a distribetiarve-based algorithm to determine the daily reavialue of each security.

Our municipal variable rate demand notes haveugtstre that implies a standard expected markeg pfibe frequent interest rate resets make
it reasonable to expect the price to stay at paes& securities are priced at the expected mariket p

7. DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

We have certain international customers who afedih their local currency. Changes in the monegxchange rates may adversely affect
our results of operations and financial conditdfhen appropriate, we enter into various derivatigasactions to enhance our ability to
manage the volatility relating to these typicalihass exposures. We do not hold or issue derivaisteuments for trading or other
speculative purposes. Our derivative instrumerggecorded in the Consolidated Balance Sheetemtféir values. Our derivative
instruments do not qualify for hedge accountingl accordingly, all changes in the fair value of il&ruments are recognized as other
income (expense) in the Consolidated Statemertsome. The maximum contractual period for ourives is currently less than twelve
months. Our derivative instruments are not suligabaster netting arrangements and are not ofisbiel Consolidated Balance Sheets.

As of September 30, 2013, we had forward contragtstanding with notional amounts totaling €19.8iom ($26.8 million), which mature
through 2013.

The fair values of our derivative instruments releat in the Consolidated Balance Sheet as of Sepiedih 2013 were as follows:

September 30, 201
Balance Shee

(I'n thousands) Location Fair Value
Derivatives Not Designated as Hedging Instrumelngsé€l 2):

Foreign exchange contra— asset derivative Other receivable $ 4C
Foreign exchange contra« liability derivatives Accounts payab $ (6)

The change in the fair values of our derivativérimaents recorded in the Consolidated Statemeniscoime during the three and nine mo|
ended September 30, 2013 were as follows:

Three Months

Nine Months
Ended Ended
September 3C September 3C
(In thousands) Income Statement Locatior 2013 2013
Derivatives Not Designated as Hedging Instrume
Foreign exchange contrac Other income (expens  $ 52 $ (34)
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8. INVENTORY
At September 30, 2013 and December 31, 2012, iowebnsisted of the following:

September 3C December 31

(I'n thousands) 2013 2012
Raw materials $ 40,94 $  47,05¢
Work in proces: 3,56: 3,26:
Finished good 48,46: 52,265
Total $ 92,97 $ 102,58:

We establish reserves for estimated excess, obsoletinmarketable inventory equal to the diffeeebetween the cost of the inventory and
the estimated fair value of the inventory baseduggsumptions about future demand and market éonslitAt September 30, 2013 and
December 31, 2012, raw materials reserves totdle®3nillion and $9.9 million, respectively, andifhed goods inventory reserves totaled
$5.0 million and $2.1 million, respectively.

9. GOODWILL AND INTANGIBLE ASSETS

The change in the carrying value of goodwill, dlindnich is included in our Enterprise Networks diein, for the nine months ended
September 30, 2013 is as follows:

(I'n thousands)

Balance, December 31, 201 $3,49:
Acquisitions —
Impairment losse —

Balance, September 30, 201 $3,49:

Balance as of September 30, 20:

Goodwill $3,49:
Accumulated impairment loss —
Total goodwiill $3,49:

We evaluate the carrying value of goodwill durihg fourth quarter of each year and between anmwadli&ions if events occur or
circumstances change that would more likely tharreduce the fair value of the reporting unit beltswcarrying amount. When evaluating
whether goodwill is impaired, we first assess datilie factors to determine whether it is necessaperform the two-step quantitative
goodwill impairment test. If we determine that th-step quantitative test is necessary, then wepaoe the fair value of the reporting unit
to which the goodwill is assigned to the reportimit’s carrying amount, including goodwill. If trearrying amount of the reporting unit
exceeds its fair value, then the amount of the impent loss is measured. There were no impairnoesses recorded during the nine months
ended September 30, 2013 or 2012.
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Intangible assets are included in other assetsim¢écompanying Consolidated Balance Sheets ahalmntangibles acquired in conjuncti
with our acquisition of Objectworld Communicatio@erporation on September 15, 2009, Bluesocket,dndugust 4, 2011, and the NSN
BBA business on May 4, 2012.

The following table presents our intangible asastsf September 30, 2013 and December 31, 2012:

(I'n thousands) September 30, 201. December 31, 201,
Accumulated Accumulated

Gross Gross

Value Amortization Net Value Value Amortization Net Value
Customer relationships $6,90¢ $ (1,34f) $ 555¢ $6,76¢ $ (76€) $ 6,00:
Developed technolog 6,481 (2,347 4,13¢ 6,391 (1,359 5,04:
Intellectual propert 2,34( (1,202 1,23¢ 2,34( (857) 1,48¢
Trade name 27C (130 14C 27C (85) 18t
Other 14 (6) 8 13 (3) 10
Total $16,01. $ (4,939 $11,07¢ $15,78¢ $ (3,059 $12,73(

Amortization expense, all of which relates to besmacquisitions, was $0.6 million for the threenthe ended September 30, 2013 and 2012,
and $1.8 million and $1.4 million for the nine mesended September 30, 2013 and 2012, respectively.

As of September 30, 2013, the estimated future timation expense of our intangible assets is devist

(In thousands) Amount
Remainder of 2013 $ 61¢
2014 2,31¢
2015 2,17¢
2016 1,90¢
2017 1,291
Thereaftel 2,77(C

Total $11,07¢

10. STOCKHOLDERS' EQUITY
A summary of the changes in stockholders’ equitytfie nine months ended September 30, 2013 idlasvfo

Stockholders’
(I'n thousands) Equity
Balance, December 31, 201 $ 692,40t
Net income 33,95¢
Dividend payment (16,220)
Dividends accrued for unvested restricted stocksi (23
Net unrealized gains (losses) on avail-for-sale securities (net of ta (780
Foreign currency translation adjustm (1,499
Proceeds from stock option exerci: 2,33
Purchase of treasury sto (104,149
Income tax benefit from exercise of stock opti 118
Stoclk-based compensation expel 6,51¢
Balance, September 30, 2013 $ 612,65:
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Sock Repurchase Program

Since 1997, our Board of Directors has approvedipielshare repurchase programs that have autltbogen market repurchase transactions
of up to 35 million shares of our common stock.\@ay 1, 2013, our Board of Directors authorized ygurchase of an additional 5.0 million
shares of our common stock, which commenced upompletion of the repurchase plan announced on Octbihe?011. This new
authorization is being implemented through openketaor private purchases from time to time as cioni warrant.

During the nine months ended September 30, 2013epurchased 4.8 million shares of our common s&@n average price of $21.89 per
share. We currently have the authority to purclzasadditional 4.3 million shares of our common ktarder the current plan approved by
Board of Directors on May 1, 2013.

Sock Option Exercises

We issued 0.1 million shares of treasury stockrdythe nine months ended September 30, 2013 teoranodate employee stock option
exercises. The stock options had exercise prigegirg from $15.29 to $26.06. We received proceetdding $2.3 million from the exercise
of these stock options during the nine months erggatember 30, 2013.

Dividend Payments
During the nine months ended September 30, 201®aitecash dividends as follows (in thousands exgepshare amounts):

Record Date Payment Date Per Share Amoun Total Dividend Paid
February 7, 201 February 21, 201 $ 0.0¢ $ 5,58¢
April 25, 2013 May 9, 2013 $ 0.0¢ $ 5,39¢
July 25, 201: August 8, 201 $ 0.0¢ $ 5,23¢

Other Comprehensive Income

Other comprehensive income consists of unrealiz@asglosses) on available-for-sale securitiedassification adjustments for amounts
included in net income related to impairments dilable-for-sale securities and realized gainss@e} on available-fasale securities, defini
benefit plan adjustments and foreign currency tedizs adjustments.

The following tables present changes in accumulatedr comprehensive income, net of tax, by compbfoe the three months ended
September 30, 2013 and 2012:

Three Months Ended September 30, 201

Unrealized
Gains
(Losses) o
Defined
Available- Benefit Plan Foreign
for-Sale Currency
(In thousands) Securities Adjustments Adjustments Total
Beginning balance $ 6,76¢ $ (1,959 $ 1,72 $6,53¢
Other comprehensive income (loss) before reclassifins 3,522 — (108) 3,41«
Amounts reclassified from accumulated other comgnsive
income (960) — — (960)
Net current period other comprehensive income )| 2,56% — (108) 2,45¢
Ending balance $ 9,32¢ $ (1,957 $ 161 $8,99(
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(I'n thousands)
Beginning balance
Other comprehensive income before reclassificat
Amounts reclassified from accumulated other comgnstve
income
Net current period other comprehensive incc
Ending balance

Three Months Ended September 30, 201

Unrealized

Gains
(Losses) o

Available-
for-Sale
Securities

$ 11,68:
1,90¢

(1,409)
497
$ 12,17¢

Foreign
Currency

Adjustments
$ 2,99¢
134

134
$ 313t

Total
$14,68:
2,03¢

(1,409
631

$15,31:

The following tables present changes in accumulatkdr comprehensive income, net of tax, by compbfu the nine months ended

September 30, 2013 and 2012:

Nine Months Ended September 30, 201

Unrealized
Gains
(Losses) o
Defined
Available- Benefit Plan Foreign
for-Sale Currency
(I'n thousands) Securities Adjustments Adjustments Total
Beginning balance $ 10,10¢ $ (1,957 $ $11,26¢
Other comprehensive income (loss) before reclassifins 3,17¢ — (1,499 1,67¢
Amounts reclassified from accumulated other
comprehensive incon (3,959 — (3,959
Net current period other comprehensive (l¢ (780 — (1,499 2,27¢
Ending balance $ 9,32¢ $ (1,957 $ $ 8,99(
Nine Months Ended September 30, 201
Unrealized
Gains
(Losses) o
Available- Foreign
for-Sale Currency
(I'n thousands) Securities Adjustments Total
Beginning balance $ 10,16( $ 2,94 $13,10:
Other comprehensive income before reclassificat 6,23( 191 6,421
Amounts reclassified from accumulated other comgnsive
income (4,21)) — 4,211
Net current period other comprehensive incc 2,01¢ 191 2,21(
Ending balance $ 12,17¢ $ 3,13t $15,31:
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The following tables present the details of redfacsgions out of accumulated other comprehensia®ime for the three months ended
September 30, 2013 and 2012:

(I'n thousands) Three Months Ended September 30, 201
Amount Reclassified
from Accumulated

Other Comprehensive Affected Line Item in the
Details about Accumulated Other Comprehensive Incoe Statement Where Net
Components Income Income Is Presentec
Unrealized gains (losses) on available-for-sale
securities
Net realized gain on sales of securi $ 1,58: Net realized investment g:
Impairment expens (99  Net realized investment gi
Total reclassifications for the period, before 1,57¢
Tax (expense) bene (614)
Total reclassifications for the period, net of $ 96(
(In thousands) Three Months Ended September 30, 201
Amount Reclassified
from Accumulated
Other Comprehensive Affected Line Item in the
Details about Accumulated Other Comprehensive Incoe Statement Where Net
Components Income Income Is Presented
Unrealized gains (losses) on available-for-sale
securities
Net realized gain on sales of securi $ 2,93¢ Net realized investment g:
Impairment expens (631) Netrealized investment g
Total reclassifications for the period, before 2,30¢
Tax (expense) bene (900
Total reclassifications for the period, net of $ 1,40¢

The following tables present the details of redfasgions out of accumulated other comprehensi®ine for the nine months ended
September 30, 2013 and 2012:

(I'n thousands) Nine Months Ended September 30, 201
Amount Reclassified
from Accumulated

Other Comprehensive Affected Line Item in the
Details about Accumulated Other Comprehensive Incoe Statement Where Net
Components Income Income |Is Presentec
Unrealized gains (losses) on available-for-sale
securities

Net realized gain on sales of securi $ 6,49¢ Net realized investment g:

Impairment expens (13) Net realized investment g:
Total reclassifications for the period, before 6,48:
Tax (expense) bene (2,529
Total reclassifications for the period, net of $ 3,95¢
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(I'n thousands) Nine Months Ended September 30, 201
Amount Reclassified
from Accumulated

Other Comprehensive Affected Line Item in the
Details about Accumulated Other Comprehensive Incoe Statement Where Net
Components Income Income |Is Presentec
Unrealized gains (losses) on available-for-sale
securities

Net realized gain on sales of securi $ 7,567 Net realized investment g:

Impairment expens (664) Netrealized investment gi
Total reclassifications for the period, before 6,90:
Tax (expense) bene (2,692
Total reclassifications for the period, net of $ 4,217

The following table presents the tax effects reldtethe change in each component of other compedeincome for the three months en
September 30, 2013 and 2012:

Three Months Ended Three Months Ended
September 30, 201 September 30, 201
Before-Tax Tax Before-Tax Tax
(Expense) Net-of-Tax (Expense) Net-of-Tax

(In thousands) Amount Benefit Amount Amount Benefit Amount
Unrealized gains (losses) on available-for-salesges $ 5774 $ (2,25 $ 352: $ 3,128 $ (1,21 $ 1,90¢
Reclassification adjustment for amounts includedahincom: (1,579 614 (960) (2,309 90C (1,409
Foreign currency translation adjustm: (10¢) — (10¢) 134 — 134
Total Other Comprehensive Income (Loss) $ 4092 $ (1,63F) $ 245 $ 94¢ $§ (318 $ 631

The following table presents the tax effects reldatethe change in each component of other compedeincome for the nine months ended
September 30, 2013 and 2012:

Nine Months Ended Nine Months Ended
September 30, 201. September 30, 201,
Before-Tax Tax Before-Tax Tax
(Expense) Net-of-Tax (Expense) Net-of-Tax

(In thousands) Amount Benefit Amount Amount Benefit Amount
Unrealized gains (losses) on available-for-salesges $ 520 $ (2,029 $ 3,17« $ 10,21 $ (3,98) $ 6,23(
Reclassification adjustment for amounts includedahincom: (6,489 2,52¢ (3,959 (6,909 2,692 (4,21)
Foreign currency translation adjustm: (1,499 — (1,499 191 — 191
Total Other Comprehensive Income (Loss) $ (2,779 $ 50C $ (2,279 $ 3,501 $ (1,29) $ 2,21(
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11. EARNINGS PER SHARE

A summary of the calculation of basic and dilutednéngs per share for the three and nine monthsde8éptember 30, 2013 and 2012 is as

follows:

Three Months Ended Nine Months Ended

September 30 September 30
(I'n thousands, except per share amounts) 2013 2012 2013 2012
Numerator
Net income $16,20: $ 9,27: $33,95/ $43,30:
Denominator
Weighted average number of she- basic 57,94° 63,06¢ 59,56 63,49:
Effect of dilutive securitie:
Stock options 613 22t 321 637
Restricted stock and restricted stock u 57 13 47 7
Weighted average number of she— diluted 58,61% 63,30 59,92¢ 64,13¢
Net income per shar basic $ 0.2¢ $ 0.1t $ 0.57 $ 0.6¢
Net income per shar diluted $ 0.2¢ $ 0.1t $ 0.57 $ 0.6¢

Anti-dilutive options to purchase common stock tarsling were excluded from the above calculatigmdi-dilutive options totaled

2.5 million and 4.4 million for the three monthsded September 30, 2013 and 2012, respectively3anahillion and 2.6 million for the nine

months ended September 30, 2013 and 2012, resglgctiv

12. SEGMENT INFORMATION

We operate in two reportable segments: (1) thei€adetworks Division and (2) the Enterprise Netksobivision. We evaluate the

performance of our segments based on gross pittditefore, selling, general and administrative esperesearch and development expenses
interest income and dividend income, interest expenet realized investment gain/loss, other in¢erpense and provision for taxes are
reported on an entity-wide basis only. There arenter-segment revenues.

The following table presents information about tbgorted sales and gross profit of our reportabigrents for the three and nine months
ended September 30, 2013 and 2012. Asset informhbgigeportable segment is not reported, sinceavwead produce such information

internally.

Three Months Ended

September 30, 201 September 30, 201

(In thousands) Sales Gross Profit Sales Gross Profit
Carrier Networks $ 14127¢ $ 63,06¢ $ 131,94 $ 63,82
Enterprise Network 36,12¢ 19,48 30,18: 16,14¢

Total $ 177,40« $ 8254 $ 162,12! $ 79,97

Nine Months Ended

September 30, 201. September 30, 201

(In thousands) Sales Gross Profit Sales Gross Profit
Carrier Networks $ 374,49t $ 172,57 $ 381,300 $ 195,44¢
Enterprise Network 108,15. 59,45 99,55¢ 53,81:

Total $ 482,65 $ 232,02. $ 480,85¢ $ 249,26(
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Sales by Product
Our three major product categories are Carrieredyst Business Networking and Loop Access.
Carrier Systemsproducts are used by communications service prowieprovide data, voice and video services tsaorers and
enterprises. This category includes the followingdpict areas and related services:
. Broadband Acces
. Total Acces®5000 Mult-Service Access and Aggregation Platform (MS,
. hiX family of MSAPs
. Total Access 1100/1200 Series of Fiber to the N&A& N) products
. Ultra Broadband Ethernet (UBI
. Digital Subscriber Line Access Multiplexer (DSLAMJoducts
. Optical
. Optical Networking Edge (ONE
. NetVanta 8000 Serie
. OPTI and TA 3000 optical produc
. Small Forn-Factor Pluggable (SFP) produ
. TDM systems

. Network Management Solutiol

Business Networkingproducts provide access to telecommunication seswand facilitate the delivery of cloud conneciivénterprise
communications and virtual mobility to the smalblanid-sized enterprise (SME) market. This categociudes the following product areas
and related services:

. Internetworking product
. Total Access IP Business Gatew:
. Optical Network Terminals (ONT:
. Bluesocke®virtual Wireless LAN (WLAN)
. NetVanta®
. Multiservice Router:
. Managed Ethernet Switch
. IP Business Gatewa
. Unified Communications (UC) solutiol
. Carrier Ethernet Network Terminating Equipment (N
. Network Management Solutiol

. Integrated Access Devices (IAC

Loop Accessproducts are used by carrier and enterprise custofbeaccess to coppbased telecommunications networks. The Loop Ac
category includes the following product areas:

. High bit-rate Digital Subscriber Line (HDSL) produc

. Digital Data Service (DDS

. Integrated Services Digital Network (ISDN) produ

. T1/E1/T3 Channel Service Units/Data Service UriSs/DSUs
. TRACER fixec-wireless product
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The table below presents sales information by prbdategory for the three and nine months endete8dyer 30, 2013 and 2012:

Three Months Ended Nine Months Ended
September 30 September 30
(I'n thousands) 2013 2012 2013 2012
Carrier Systems $120,77¢ $111,57 $319,11¢ $309,59(
Business Networkin 44,21 36,60( 127,66¢ 116,33:
Loop Acces: 12,41 13,94¢ 35,86: 54 93¢
Total $177,40.  $162,12!  $482,65(  $480,85!

In addition, we identify subcategories of prodwtanues, which we divide into our core productslagecy products. Our core products
consist of Broadband Access and Optical produntdu@ed in Carrier Systems) and Internetworkingdpats (included in Business
Networking). Our legacy products include HDSL progu(included in Loop Access) and other productimziuded in the aforemention:
core products.

The table below presents subcategory revenuelhddhtee and nine months ended September 30, 2@{1304 2:

Three Months Ended Nine Months Ended
September 30 September 30
(In thousands) 2013 2012 2013 2012
Core Products
Broadband Access (included in Carrier Syste $ 98,13  $94,46¢  $251,99:  $249,98¢
Optical (included in Carrier Systen 16,64( 11,16( 41,50( 39,41¢
Internetworking (included in Business Networkil 43,32¢ 35,41. 124,16: 111,32
Subtotal 158,10: 141,03! 417,65 400,72t
Legacy Products
HDSL (does not include T1) (included in Loop Acge 11,487 12,92¢ 33,18 51,35(
Other products (excluding HDSI 7,81¢ 8,16¢ 31,81( 28,78:
Subtotal 19,30 21,09( 64,99: 80,13:
Total $177,40: $162,12! $482,65( $480,85¢
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13. LIABILITY FOR WARRANTY RETURNS

Our products generally include warranties of 90sd@ayten years for product defects. We accrue foranty returns at the time revenue is
recognized based on our estimate of the cost tmrepreplace the defective products. We engagsiiensive product quality programs and
processes, including actively monitoring and eviahgathe quality of our component suppliers. Owdurcts continue to become more
complex in both size and functionality as many wf product offerings migrate from line card appicas to systems products. The increa
complexity of our products will cause warranty ohences, when they arise, to be more costly. Oimats regarding future warranty
obligations may change due to product failure ratesterial usage, and other rework costs incumambirecting a product failure. In addition,
from time to time, specific warranty accruals mayrbcorded if unforeseen problems arise. Shouldotual experience relative to these
factors be worse than our estimates, we will beiired to record additional warranty expense. Alirrely, if we provide for more reserves
than we require, we will reverse a portion of spobwvisions in future periods. The liability for wanty obligations totaled $8.6 million at
September 30, 2013 and $9.7 million at DecembeR@12. These liabilities are included in accruepesses in the accompanying
Consolidated Balance Sheets.

A summary of warranty expense and write-off acggifdr the nine months ended September 30, 20128bd is as follows:

Nine Months Ended

September 30
2013 2012

(I'n thousands)
Balance at beginning of peric $ 9,65¢ $ 4,11¢
Plus: Amounts charged to cost and expe 2,07¢ 3,91(
Amounts assumed on acquisiti — 1,932
Less: Deduction (3,120 2,709
Balance at end of perioc $ 8,611 $ 7,251

14. RELATED PARTY TRANSACTIONS

We employ the law firm of our director emeritus fegal services. All bills for services renderedthig firm are reviewed and approved by
our Chief Financial Officer. We believe that theddor such services are comparable to those dahérgether firms for services rendered to
us. For the three and nine month periods endece®dgetr 30, 2013 and 2012, we incurred fees of $d0stind per month for these legal
services.

15. COMMITMENTS AND CONTINGENCIES

In the ordinary course of business, we may be stibjevarious legal proceedings and claims, inclgd&dmployment disputes, patent claims,
disputes over contract agreements and other conahdisputes. In some cases, claimants seek dansagdhler relief, such as royalty
payments related to patents, which, if grantediccoequire significant expenditures. Although theamme of any claim or litigation can ne
be certain, it is our opinion that the outcomelb€antingencies of which we are currently award not materially affect our business,
operations, financial condition or cash flows.

We have committed to invest up to an aggregat& & fillion in two private equity funds, and we Basontributed $8.4 million as of
September 30, 2013, of which $7.7 million has beggplied to these commitments.
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16. SUBSEQUENT EVENTS

On October 8, 2013, we announced that our BoaRiretctors declared a quarterly cash dividend 00$G@er common share to be paid to
stockholders of record at the close of busines®dwber 24, 2013. The payment date will be Noventh@013. The quarterly dividend
payment will be approximately $5.2 million. In J®@03, our Board of Directors elected to begin @y quarterly dividends on our
common stock considering the tax treatment of érnab and adequate levels of Company liquidity.

During the fourth quarter of 2013 and as of Novenihe013, we repurchased 0.4 million shares ofcounmon stock through open market
purchases at an average cost of $23.85 per shareukkently have the authority to purchase an ewidit 3.9 million shares of our common
stock under the current plan approved by the Bo&mirectors.
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the Consolidated Financial Statements and the related notes that appear
elsewhere in this document.

OVERVIEW

ADTRAN, Inc. designs, manufactures and marketstemia and provides services and support for comoations networks. Our solutions
are widely deployed by providers of communicatieasvices (serviced by our Carrier Networks Divigj@nd small, mid-sized and
distributed enterprises (serviced by our Enterpxisevorks Division), and enable voice, data, vided Internet communications across a
variety of network infrastructures. Many of theséugons are currently in use by most major Unifdtes communication service providers,
many global service providers, as well as manyipuptivate and governmental organizations worldwid

Our success depends upon our ability to increagevoilnme and market share through the introductibnew products and succeeding
generations of products having lower selling priaed increased functionality as compared to battptior generation of a product and to the
products of competitors. An important part of onategy is to reduce the cost of each succeediogdugot generation and then lower the
product’s selling price based on the cost savinggeaed in order to gain market share and/or impmgnoss margins. As a part of this
strategy, we seek in most instances to be a hightgulow-cost provider of products in our markeBur success to date is attributable in
large measure to our ability to design our prodirgt&lly with a view to their subsequent redesiglowing both increased functionality and
reduced manufacturing costs in each succeedingiptggneration. This strategy enables us to setleding generations of products to
existing customers, while increasing our marketestgy selling these enhanced products to new custm

Our three major product categories are Carrieredyst Business Networking and Loop Access.

Carrier Systemsproducts are used by communications service prowieprovide data, voice and video services tsaorers and
enterprises. This category includes the followingdpict areas and related services:
. Broadband Acces
. Total Acces® 5000 Mult-Service Access and Aggregation Platform (MS,
. hiX family of MSAPs
. Total Access 1100/1200 Series of Fiber to the N&A& N) products
. Ultra Broadband Ethernet (UBI
. Digital Subscriber Line Access Multiplexer (DSLAMJoducts
. Optical
. Optical Networking Edge (ONE
. NetVanta 8000 Serie
. OPTI and TA 3000 optical produc
. Small Forn-Factor Pluggable (SFP) produ
. TDM systems

. Network Management Solutiol
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Business Networkingproducts provide access to telecommunication seswand facilitate the delivery of cloud connecivénterprise
communications and virtual mobility to the smaltlanid-sized enterprise (SME) market. This categociudes the following product areas
and related services:

. Internetworking product
. Total Access IP Business Gatew
. Optical Network Terminals (ONT:
. Bluesocke® virtual Wireless LAN (WLAN)
. NetVanta®
. Multiservice Router:
. Managed Ethernet Switch
. IP Business Gatewa
. Unified Communications (UC) solutiol
. Carrier Ethernet Network Terminating Equipment (N
. Network Management Solutiol
. Integrated Access Devices (IAC
Loop Accessproducts are used by carrier and enterprise custoibeaccess to coppeased telecommunications networks. The Loop Ac
category includes the following product areas:
. High bit-rate Digital Subscriber Line (HDSL) produt
. Digital Data Service (DDS
. Integrated Services Digital Network (ISDN) produ
. T1/E1/T3 Channel Service Units/Data Service UritSs/DSUs
. TRACER fixec-wireless product
In addition, we identify subcategories of produstenues, which we divide into our core productslagecy products. Our core products
consist of Broadband Access and Optical produntdu@ed in Carrier Systems) and Internetworkingdpats (included in Business
Networking). Our legacy products include HDSL progu(included in Loop Access) and other productsmzduded in the aforemention:
core products. Many of our customers are migratiegr networks to deliver higher bandwidth servibgautilizing newer technologies. We
believe that products and services offered in oue product areas position us well for this mignatiDespite occasional increases, we

anticipate that revenues of many of our legacy pets] including HDSL, will decline over time; howery revenues from these products may
continue for years because of the time require@dfimrcustomers to transition to newer technologies.

See Note 12 of Notes to Consolidated Financiak8tants in this report for further information redjag these product categories.

Sales were $177.4 million and $482.7 million foe three and nine months ended September 30, 2@i3ared to $162.1 million and $480.9
million for the three and nine months ended Septs8B, 2012. Product revenues for our three caasaBroadband Access, Optical and
Internetworking, were $158.1 million and $417.7lioil for the three and nine months ended Septed®e?013 compared to $141.0 million
and $400.7 million for the three and nine monthdeehSeptember 30, 2012. Our gross margin decréaed5% and 48.1% for the three ¢
nine months ended September 30, 2013 from 49.3% &1896 for the three and nine months ended Septedih@012. Our operating incol
margin increased to 9.7% for the three months eSdgdember 30, 2013 from 6.3% for the three moeitited September 30, 2012, and
decreased to 7.8% for the nine months ended Septe30h2013 from 11.1% for the nine months endqute®aber 30, 2012. Net income was
$16.2 million and $34.0 million for the three andenmonths ended September 30, 2013 compared 3a#Bion and $43.3 million for the
three and nine months ended September 30, 2012f@gtive tax rate decreased to 18.9% for theetimenths ended September 30, 2013
from 32.4% for the three months ended Septembe2@®I¥, and decreased to 27.0% for the nine montthsdeSeptember 30, 2013 from
34.9% for the nine months ended September 30, ZBdrAings per share, assuming dilution, were $ar2B$0.57 for the three and nine
months ended September 30, 2013 compared to $0dL.$0a68 for the three and nine months ended Séried0, 2012.
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Our operating results have fluctuated on a quarteasis in the past, and may vary significantlfuture periods due to a number of factors,
including customer order activity and backlog. Bagkevels vary because of seasonal trends, thadiof customer projects and other
factors that affect customer order lead times. Mainyur customers require prompt delivery of pradughis requires us to maintain
sufficient inventory levels to satisfy anticipatestomer demand. If near-term demand for our prisdideeclines, or if potential sales in any
guarter do not occur as anticipated, our finamaalilts could be adversely affected. Operating esg® are relatively fixed in the short term;
therefore, a shortfall in quarterly revenues caigphificantly impact our financial results in a givquarter.

Our operating results may also fluctuate as a refal number of other factors, including a declimgeneral economic and market conditi
increased competition, customer order patterns)gémin product and services mix, timing differenbetween price decreases and product
cost reductions, product warranty returns, expeglitiosts and announcements of new products by asraompetitors. Additionally,
maintaining sufficient inventory levels to assurermpt delivery of our products increases the amotiimiventory that may become obsolete
and increases the risk that the obsolescencesiméntory may have an adverse effect on our lkgsiand operating results. Also, not
maintaining sufficient inventory levels to assurempt delivery of our products may cause us tolirmgpediting costs to meet customer
delivery requirements, which may negatively impaat operating results in a given quarter.

Accordingly, our historical financial performanceriot necessarily a meaningful indicator of futtgsults, and, in general, management
expects that our financial results may vary fromqaeto period. A list of factors that could matdly affect our business, financial condition
or operating results is included under “FactorstTmuld Affect Our Future Results” in “ManagemeriDscussion and Analysis of Financial
Condition and Results of Operations” containedéml 2 of Part | of this report. These factors halge been discussed in more detail in
Item 1A of Part | in our most recent Annual RepmtForm 10-K for the year ended December 31, 2fii&éd, on February 28, 2013 with the
SEC.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our critical accounting policies and estimates hastchanged significantly from those detailed im most recent Annual Report on Form
10-K for the year ended December 31, 2012, filetFebruary 28, 2013 with the SEC.

EFFECT OF RECENT ACCOUNTING PRONOUNCEMENTS

See Note 1 of Notes to Consolidated Financial 8tates in Item 1 of this Form 10-Q for a full deption of recent accounting
pronouncements, including the expected dates gftamoand estimated effects on results of operatand financial condition, which is
incorporated herein by reference.
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ACQUISITION EXPENSES

On May 4, 2012, we closed on the acquisition ofNlo&ia Siemens Networks Broadband Access busildSBlBBA). Acquisition related
expenses, amortizations and adjustments for tlee tind nine months ended September 30, 2013 a@2d@0that transaction are as follows:

Three Nine
Months Ended Months Ended
September 30, September 30,
2013 2012 2013 2012
Amortization of acquired intangible ass $ 291 $ 30C $ 87& $ 472
Amortization of other purchase accounting adjusts 23t 66€ 987 1,71¢
Acquisition related professional fees, travel atfteoexpense 93 252 32¢ 4,53
Total acquisition related expenses, amortizationsral adjustments 61¢ 1,21¢ 2,18¢ 6,72
Provision for income taxe (192) (361) (679) (2,100
Total acquisition related expenses, amortizationsral adjustments, net of
tax $ 427 $ 857 $1,51( $ 4,621

The acquisition related expenses, amortizationsadfgstments above were recorded in the followingsolidated Statements of Income
categories for the three and nine months endec:&dyatr 30, 2013 and 2012:

Three Nine
Months Ended Months Ended
September 30, September 30,
2013 2012 2013 2012
Revenue (adjustments to deferred revenue recogirizbe period’ $ 20% $ 461 $ 657 $ 8717
Cost of goods sol (57 12: 94 792
Subtotal 14¢ 584 751 1,66¢
Selling, general and administrative exper 101 25¢ 37t 4,18(
Research and development exper 37C 37E 1,06: 87¢
Subtotal 471 634 1,43¢ 5,05¢
Total acquisition related expenses, amortizationsral adjustments 61¢ 1,21¢ 2,18¢ 6,72]
Provision for income taxe (192 (367) (679 (2,100
Total acquisition related expenses, amortizationsral adjustments, net of
tax $ 427 $ 857 $1,51( $4,62i

See Note 9 of Notes to Consolidated Financial Btatg#s in Item 1 of this Form 10-Q for additiondbirmation on amortization of intangible
assets acquired in previous business acquisitions.
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RESULTS OF OPERATIONS — THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2013 COMPARED TO THREE AND
NINE MONTHS ENDED SEPTEMBER 30, 2012

SALES

ADTRAN's sales increased 9.4% from $162.1 milliorttie three months ended September 30, 2012 ta4irilfion in the three months
ended September 30, 2013, and increased 0.4% #8M$ million in the nine months ended SeptembefB8@2 to $482.7 million in the nil
months ended September 30, 2013. The increaséemfea the three months ended September 30, 20i@3marily attributable to a $7.9
million increase in sales of our Internetworkinggucts, a $5.5 million increase in sales of ouriépproducts, and a $3.7 million increast
sales of our Broadband Access products, partifigebby a $1.8 million decrease in sales of ourStiand other legacy products. The
increase in sales for the nine months ended Septeddh 2013 is primarily attributable to a $12.8liom increase in sales of our
Internetworking products, a $2.1 million increasesales of our Optical products, and a $2.0 millimrease in sales of our Broadband Act
products, partially offset by a $15.1 million de&se in sales of our HDSL and other legacy products.

Carrier Networks sales increased 7.1% from $131ll®omin the three months ended September 30, 2082141.3 million in the three
months ended September 30, 2013, and decreasedrbi89$381.3 million in the nine months ended Sefiter 30, 2012 to $374.5 million
the nine months ended September 30, 2013. Theaiselia sales for the three months ended Septerib2033 is primarily attributable to
increases in sales of our Optical products, Broadl#sccess products, and Internetworking producsjally offset by a decrease in sales of
our HDSL products. The decrease in sales for the mionths ended September 30, 2013 is primariijpatable to a decrease in sales of our
HDSL products, partially offset by increases iresadf our Internetworking products, Broadband Ascaad Optical products. The increas
sales of our Optical products for the three an@ mionths ended September 30, 2013 is primarilipatable to a technology shift from Time
Division Multiplexed (TDM) and SONET/SDH architecéis to Ethernet-based packet networks. We offegriG#t-based solutions within our
Optical products that address this technology cbaagd we expect sales of our Optical productsiméiiease over time due to this transition.
The increase in sales of our Broadband Access ptedor the three and nine months ended Septenthe@03.3 is primarily attributable to
initial VDSL2 vectoring technology shipments to Bpe, partially offset by fluctuations in projecstallation activities at a Latin American
carrier. The increase in sales of our Internetwagkroducts for the three and nine months endeteBdger 30, 2013 was primarily
attributable to an improved spending environmexwtianreases in Carrier Ethernet sales and FTTH ©&@s to carriers. The decrease in
sales of HDSL and other legacy products for thedfand nine months ended September 30, 2013 hagkpected as customers continue to
upgrade their networks to deliver higher bandwakhvices by migrating to newer technologies, initigdo our core products from our
Broadband Access, Internetworking and Optical poebéines. While we expect that revenues from HD8&H aur other legacy products will
continue to decline over time, these revenues ratirue for years because of the time requiredwrcustomers to transition to newer
technologies.

Enterprise Networks sales increased 19.7% from2b3flion in the three months ended September 80220 $36.1 million in the three
months ended September 30, 2013, and increasedf®69699.6 million in the nine months ended Seften80, 2012 to $108.2 million in
the nine months ended September 30, 2013. Thesiseiia sales for the three and nine months enda@8ber 30, 2013 is primarily
attributable to increases in sales of our Interoetimg products, partially offset by decreasesales of our legacy products. The increase in
sales of our Internetworking products was primaaifyibutable to an improved spending environmeiak i2flected an increase in sales to |
carriers and value added resellers. The decredsgany products was expected and discussed fuabmre. Internetworking product sales
attributable to Enterprise Networks were 93.7%hefdivision’s sales in the three and nine monthiedrSeptember 30, 2013, compared to
92.3% and 91.5% in the three and nine months eS8dptember 30, 2012, respectively. Legacy produatsapily comprise the remainder of
Enterprise Networks sales. Enterprise Networksssadea percentage of total sales increased froé%dtr the three months ended
September 30, 2012 to 20.4% for the three monttiskBeptember 30, 2013, and increased from 20.7#%damine months ended
September 30, 2012 to 22.4% for the nine monthece’Eptember 30, 2013.
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International sales, which are included in the @afletworks and Enterprise Networks amounts disedigbove, increased 30.6% from $:
million in the three months ended September 30220164.2 million in the three months ended Sep&m30, 2013, and increased 10.6%
from $121.1 million in the nine months ended Sefiiten80, 2012 to $133.8 million in the nine monthded September 30, 2013.
International sales, as a percentage of total sale®ased from 30.3% for the three months endgde®ber 30, 2012 to 36.2% for the three
months ended September 30, 2013, and increase®B®fo for the nine months ended September 30, 8022.7% for the nine months
ended September 30, 2013. International salesaseckin the three and nine months ended Septerap20383 compared to the three and
nine months ended September 30, 2012 primarilytalaé increase in sales in the EMEA region, pdytiafifset by a decrease in sales in Li
America and the Asia-Pacific region.

Carrier System product sales increased $9.2 midliwh$9.5 million in the three and nine months erBieptember 30, 2013 compared to the
three and nine months ended September 30, 2012ndtease for the three months ended Septemb&033, is primarily due to a $5.5
million increase in Optical product sales and & $8illion increase in Broadband Access productssalae increase for the nine months
ended September 30, 2013 is primarily due to a Bll#n increase in legacy product sales, a $2ilfian increase in Optical product sales
and a $2.0 million increase in Broadband Accesdymrbsales. The changes for the three and ninehs@mded September 30, 2013 are
primarily attributable to the factors discussedwaho

Business Networking product sales increased $7l®mand $11.3 million in the three and nine manémded September 30, 2013 compared
to the three and nine months ended September 3@, Z@e increase for the three and nine monthsce8dptember 30, 2013 is primarily due
to increases in Internetworking product sales 0@ $illion and $12.8 million, respectively, acrdssth divisions, partially offset by decrea:

in legacy product sales of $0.3 million and $1.8iam, respectively. The increase in sales of amietnetworking products was primarily
attributable to an improved spending environmeut @flected an increase in sales to both carriedsvalue added resellers. The decrease in
legacy products was expected and is discussecefuatiove.

Loop Access product sales decreased $1.5 millior$d®.1 million in the three and nine months en8egdtember 30, 2013 compared to the
three and nine months ended September 30, 201iéldrease for the three and nine months endedrBleete30, 2013 is primarily due to a
$1.4 million and $18.2 million decrease, respedyivime HDSL product sales, which was discussedherrabove.

COST OF SALES

As a percentage of sales, cost of sales increased50.7% in the three months ended September@@, ® 53.5% in the three months en
September 30, 2013 and increased from 48.2% initteemonths ended September 30, 2012 to 51.9%initte months ended Septembel
2013. The increase for the three months ended B&pte30, 2013 is primarily attributable to a higlielume of the lower gross margin
product related to the acquired broadband accesedss, partially offset by shifts in customer rand higher cost absorption due to higher
production volumes of certain products. The incedfas the nine months ended September 30, 2013nmply attributable to a higher
volume of the lower gross margin product relatethacquired broadband access business, custoivenpovements to achieve market
share position and shifts in customer mix.

Carrier Networks cost of sales, as a percent a$idin sales, increased from 51.6% in the three hahded September 30, 2012 to 55.4% in
the three months ended September 30, 2013 ancsettdrom 48.7% in the nine months ended SepteBh&012 to 53.9% in the nine
months ended September 30, 2013. The increaskddahtee months ended September 30, 2013 is phnadtributable to a higher volume of
the lower gross margin product related to the aegubroadband access business, partially offsshlfs in customer mix. The increase for
the nine months ended September 30, 2013 is phnadtiibutable to a higher volume of the lower gganargin product related to the
acquired broadband access business, customempoiements to achieve market share position antsshitustomer mix.

Enterprise Networks cost of sales, as a percedivifion sales, decreased from 46.5% in the threeths ended September 30, 2012 to 4¢
in the three months ended September 30, 2013 amdased from 45.9% in the nine months ended Septedih 2012 to 45.0% in the nine
months ended September 30, 2013. The decreadeefthiree and nine months ended September 30, &8QitBriarily attributable to shifts in
customer mix and higher cost absorption due todrigihoduction volumes.

32



Table of Contents

An important part of our strategy is to reducegheduct cost of each succeeding product generatidrthen to lower the product’s price
based on the cost savings achieved. This may cauisions in our gross profit percentage duertortg differences between the recognition
of cost reductions and the lowering of productisglprices.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Selling, general and administrative expenses deeted.9% from $34.1 million in the three monthsezh8eptember 30, 2012 to $32.8
million in the three months ended September 303201 decreased 6.8% from $103.1 million in the months ended September 30, 2012
to $96.1 million in the nine months ended Septend0e12013. The decrease in selling, general andrastnative expenses for the three and
nine months ended September 30, 2013 is primagi&ted to decreases in professional services, $egaices and travel expense, which were
higher in 2012 due to pre-acquisition activitielated to the acquired broadband access businesgaged independent contractor expense,
and decreased headcount.

Selling, general and administrative expenses a&s@eptage of sales decreased from 21.0% in the thomths ended September 30, 2012 to
18.5% in the three months ended September 30, @0d 8lecreased from 21.4% in the nine months endptt®ber 30, 2012 to 19.9% in the
nine months ended September 30, 2013. Selling,rgkard administrative expenses as a percentaggaed may fluctuate whenever there
significant fluctuation in revenues for the peridasng compared.

RESEARCH AND DEVELOPMENT EXPENSES

Research and development expenses decreased 8/5%36.6 million in the three months ended Septer@be2012 to $32.5 million in the
three months ended September 30, 2013 and incréag¥dirom $92.8 million in the nine months endegpt®émber 30, 2012 to $98.1 million
in the nine months ended September 30, 2013. T¢rease in research and development expenses fihrdemonths ended September 30,
2013 is primarily related to decreased independentractor expense and decreased headcount. Tieasecin research and development
expenses for the nine months ended September 38,i2@rimarily related to increases in staffingl dnnge benefit costs due to increased
headcount related to the broadband access busioggsed on May 4, 2012, increases in amortizatfoscquired intangible assets and
depreciation of acquired fixed assets, partialfgetfby a decrease in independent contractor egpens

As a percentage of sales, research and develomrpeahses decreased from 21.9% in the three montiesieSeptember 30, 2012 to 18.39
the three months ended September 30, 2013 ancgedtdrom 19.3% in the nine months ended SepteBih&012 to 20.3% in the nine
months ended September 30, 2013. Research andpmagit expenses as a percentage of sales williitectvhenever there are incremental
product development activities or a significantfluation in revenues for the periods being compared

We expect to continue to incur research and dewsdop expenses in connection with our new and exjgiroducts and our expansion into
international markets. We continually evaluate mpeaduct opportunities and engage in intensive reseand product development efforts
which provides for new product development, enhareze of existing products and product cost redusti®Ve may incur significant
research and development expenses prior to thiptefeevenues from a major new product group.

INTEREST AND DIVIDEND INCOME

Interest and dividend income decreased 15.3% frb/@ &illion in the three months ended SeptembefB@2, to $1.6 million in the three
months ended September 30, 2013, and decreaséd frbrh $5.7 million in the nine months ended Seften80, 2012, to $5.0 million in
the nine months ended September 30, 2013. Theatecie primarily driven by a reduction in the ageraate of return on our investments as
well as a decrease in our average investment kedanc

INTEREST EXPENSE

Interest expense, which is primarily related to @axable revenue bond, remained constant at $0liémin each of the three months ended
September 30, 2012 and 2013, and $1.8 millioneémihe months ended September 30, 2012 and $1i@mii the nine months ended
September 30, 2013, as we had no substantial cliawoge fixed-rate borrowing. See “Liquidity and @ital Resources” below for additional
information on our revenue bond.
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NET REALIZED INVESTMENT GAIN

Net realized investment gain decreased 30.8% frais ®iillion in the three months ended Septembe2802 to $1.8 million in the thre
months ended September 30, 2013 and decreasedr®1594$7.4 million in the nine months ended Septendfe 2012 to $6.9 million in the
nine months ended September 30, 2013. The loweuminod realized gains in the three and nine moettiopgs ended September 30, 2013 is
primarily driven by lower gains from the sale ofi@y securities compared to the same period in 28&2 “Investing Activities” in Liquidity
and Capital Resources” below for additional infotiom

OTHER INCOME (EXPENSE), NET

Other income (expense), net, comprised primarilgnicellaneous income, gains and losses on foigiency transactions, investment
account management fees, scrap raw material seidgjains and losses on the disposal of propdetyt pnd equipment occurring in the
normal course of business, changed from $0.4 milibexpense in the three months ended Septemb@03Q to $22 thousand of income in
the three months ended September 30, 2013 and ethé&mgn $0.3 million of income in the nine montmaled September 30, 2012 to $1.5
million of expense in the nine months ended Sep&er@b, 2013. The change in the nine months endptt®&er 30, 2013 was primarily
attributable to losses on foreign currency transastduring the first quarter of 2013.

INCOME TAXES

Our effective tax rate decreased from 34.9% imihe months ended September 30, 2012 to 27.0%initte months ended September 30,
2013. The decrease in the effective tax rate betileetwo periods is primarily attributable to agaired business that incurred losses in the
prior year for which no tax benefit was recogniaed the improved profitability for that businesghie current year, the net effect of
recording the benefit for the research tax cragtitlie 2012 tax year in January 2013 pursuanteddtherican Taxpayer Relief Act of 2012,
and the inclusion of the benefit of the estimatéii®research tax credit in the estimated annuat®e¥e rate for 2013.

NET INCOME

As a result of the above factors, net income irggd&6.9 million from $9.3 million in the three ntbs ended September 30, 2012 to $16.2
million in the three months ended September 303201 decreased $9.3 million from $43.3 milliorthie nine months ended September 30,
2012 to $34.0 million in the nine months ended Seytter 30, 2013.

As a percentage of sales, net income increased3r@# in the three months ended September 30, 2092 % in the three months ended
September 30, 2013 and decreased from 9.0% inilkemonths ended September 30, 2012 to 7.0% initteemonths ended September 30,
2013.

LIQUIDITY AND CAPITAL RESOURCES

Liquidity

We intend to finance our operations with cash ffoamn operations. We have used, and expect to aeatio use, the cash generated from
operations for working capital, purchases of treastock, dividend payments, and other generalamate purposes, including (i) product
development activities to enhance our existing petgland develop new products and (ii) expansiasaliEs and marketing activities. We

believe our cash and cash equivalents, investnaentsash generated from operations to be adequatedt our operating and capital needs
for the foreseeable future.

At September 30, 2013, cash on hand was $54.3mé#lnd short-term investments were $136.6 millenich resulted in available shagrm
liquidity of $191.0 million. At December 31, 201@r cash on hand of $68.5 million and short-termegtments of $160.5 million resulted in
available short-term liquidity of $228.9 millionh& decrease in short-term liquidity from Decemtier2D12 to September 30, 2013 primarily
reflects funds used for equipment acquisitionsreshepurchases and dividends, partially offsetunds provided by our operating activities.
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Operating Activities

Our working capital, which consists of current ass$ess current liabilities, decreased 10.6% fr@B94 million as of December 31, 2012 to
$303.4 million as of September 30, 2013. The quétio, defined as cash, cash equivalents, shart-tevestments, and net accounts
receivable, divided by current liabilities, decredi$rom 2.90 as of December 31, 2012 to 2.35 &epfember 30, 2013. The current ratio,
defined as current assets divided by current lt#s| decreased from 4.18 as of December 31, 893239 as of September 30, 2013. The
decreases in our working capital, the quick ratid the current ratio is primarily attributable tdecrease in cash and short-term investments,
which was used to fund treasury stock repurchasesgithe nine months ended September 30, 2013amittrease in accounts payable.

Net accounts receivable increased 33.0% from $8dllbn at December 31, 2012 to $108.0 million ap&mber 30, 2013. Our allowance
doubtful accounts was $6 thousand at December@®P, and $15 thousand at September 30, 2013. Qyaat®ounts receivable days sales
outstanding (DSO) increased from 53 days as of Deee 31, 2012 to 56 days as of September 30, 20k3change in net accounts
receivable and DSO is due to the timing of salesanilections during the quarter, internationalerewe mix, and customer mix. Many of our
international customers have longer payment tehas bur U.S. customers.

Quarterly inventory turnover increased from 2.&tuas of December 31, 2012 to 4.2 turns as of Bdyae30, 2013. Inventory decreased
9.4% from December 31, 2012 to September 30, 20E3expect inventory levels to fluctuate as we atietm maintain sufficient inventory
response to seasonal cycles of our business egsugimpetitive lead times while managing the risknetntory obsolescence that may occur
due to rapidly changing technology and customeratdem

Accounts payable increased 74.7% from $42.2 milibBecember 31, 2012 to $73.7 million at Septer88e2013. Accounts payable will
fluctuate due to variations in the timing of theemt of supplies, inventory and services and absequent payments for these purchases.

Investing Activities

Capital expenditures totaled approximately $10.Boniand $6.5 million for the nine months endeg®enber 30, 2012 and 2013,
respectively. These expenditures were primarilydusepurchase manufacturing and test equipmentamguter software and hardware.

Our combined short-term and long-term investmeatsehsed $58.4 million from $493.2 million at Debem31, 2012 to $434.8 million at
September 30, 2013. This decrease reflects thecinmp@ur cash needs for equipment acquisitionateshepurchases and dividends, as we
net realized and unrealized losses and amortizafioet premiums on our combined investments, glartoffset by additional funds availat
for investment provided by our operating activitée®l stock option exercises by our employees.

We invest all available cash not required for imraggluse in operations primarily in securities tivatbelieve bear minimal risk of loss. At
September 30, 2013 these investments included @gbonds of $178.1 million, municipal fixedte bonds of $145.9 million and munici|
variable rate demand notes of $12.0 million. At &aber 31, 2012, these investments included compb@aids of $186.4 million, municipal
fixed-rate bonds of $175.1 million and municipatiaale rate demand notes of $34.4 million. As gbt®enber 30, 2013, our corporate bonds,
municipal fixed-rate bonds, and municipal variataite demand notes were classified as availabledtm-and had a combined duration of (
years with an average credit rating of A+. Becaugebond portfolio has a high quality rating anetcactual maturities of a short duratic

we are able to obtain prices for these bonds deifren observable market inputs, or for similarsétes traded in an active market, on a
daily basis.

Our long-term investments decreased 10.4% from $33@lion at December 31, 2012 to $298.1 millidrBaptember 30, 2013. The primary
reason for the decrease in our long-term investsndunting 2013 was the movement of certain long-teonporate bonds and long-term
municipal bonds to short-term classification. Ldegm investments at September 30, 2013 and Dece®ih@012 included an investment in
a certificate of deposit of $48.3 million, whichrges as collateral for our revenue bonds, as distlibelow. We have various equity
investments included in long-term investments et of $22.8 million and $21.0 million, and witHaar value of $34.9 million and $35.2
million, at September 30, 2013 and December 312 2&kpectively.
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Long-term investments at September 30, 2013 atdodes $13.8 million related to our deferred congagion plans and $1.8 million of other
investments carried at cost, consisting of intergsstwo private equity funds and an investmerd privately held telecommunications
equipment manufacturer.

We review our investment portfolio for potentiattier-than-temporary” declines in value on an indiixl investment basis. We assess, on a
quarterly basis, significant declines in value vithicay be considered other-than-temporary andciéssary, recognize and record the
appropriate charge to write-down the carrying vaifisuch investments. In making this assessmentakeinto consideration qualitative and
guantitative information, including but not limiteéd the following: the magnitude and duration aftbrical declines in market prices, credit
rating activity, assessments of liquidity, pubiliinfys, and statements made by the issuer. We giypéegin our identification of potential
other-than-temporary impairments by reviewing aagusity with a fair value that has declined fromatiginal or adjusted cost basis by 25%
or more for six or more consecutive months. We #naluate the individual security based on the ipresly identified factors to determine
the amount of the write-down, if any. As a restilbor review, we recorded an other-than-temporargairment charge of $13 thousand
during the nine months ended September 30, 20&8rkto five marketable securities. For the ninetm®ended September 30, 2012, we
recorded an other-than-temporary impairment chaf@®.1 million related to 21 marketable equitygdéces.

Financing Activities
Dividends

In July 2003, our Board of Directors elected toihetgclaring quarterly dividends on our common ktoansidering the tax treatment of
dividends and adequate levels of Company liquidiyring the nine months ended September 30, 20&3aird dividends totaling $16.2
million.

Debt

We have amounts outstanding under loans made pursuan Alabama State Industrial Development Atithoevenue bond (the

Bond) which totaled $46.5 million at September 3013 and December 31, 2012. At September 30, 26&3stimated fair value of the Bc
was approximately $44.9 million, based on a debtisty with a comparable interest rate and matwaitg a Standard & Poartredit rating ¢
A-. Included in long-term investments are restddiends in the amount of $48.3 million at Septen®@&r2013 and December 31, 2012,
which is a collateral deposit against the princgrabunt of the Bond. We have the right to setdudf balance of the Bond with the collateral
deposit in order to reduce the balance of the itethiess. The Bond matures on January 1, 2020,eard mterest at the rate of 5% per
annum. In conjunction with this program, we argiele to receive certain economic incentives frow $tate of Alabama that reduce the
amount of payroll withholdings we are requiredemit to the state for those employment positioms$ ¢fualify under this program. We are
required to make payments in the amounts necetsaagy the interest on the amounts currently ontsiey.

Sock Repurchase Program

Since 1997, our Board of Directors has approvediplelshare repurchase programs that have autldoogen market repurchase transactions
of up to 35 million shares of our common stock.\@ay 1, 2013, our Board of Directors authorized iygurchase of an additional 5.0 million
shares of our common stock, which commenced uporpltion of the repurchase plan announced on Octbhe?011. This new
authorization is being implemented through openketaor private purchases from time to time as dcion warrant.

During the nine months ended September 30, 2013emechased 4.8 million shares of our common std@n average price of $21.89 per
share. We currently have the authority to purclzasadditional 4.3 million shares of our common ktorder the current plan approved by
Board of Directors on May 1, 2013.

Sock Option Exercises

To accommodate employee stock option exercisesssued 0.1 million shares of treasury stock foB8%gillion during the nine months enc
September 30, 2013. During the nine months endpteBer 30, 2012, we issued 0.3 million shareseafsury stock for $4.9 million.
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Off-Balance Sheet Arrangements and Contractual Obligations

We do not have off-balance sheet financing arramgegsnand have not engaged in any related partgacions or arrangements with
unconsolidated entities or other persons thateasanably likely to materially affect liquidity tre availability of or requirements for capital
resources. During the nine months ended Septenth@033, there have been no material changes inamnal obligations and commercial
commitments from those discussed in our most re&antial Report on Form 10-K for the year ended Dduner 31, 2012 filed on

February 28, 2013 with the SEC.

We have committed to invest up to an aggregat& & fillion in two private equity funds, and we basontributed $8.4 million as of
September 30, 2013, of which $7.7 million has beggplied to these commitments.

FACTORS THAT COULD AFFECT OUR FUTURE RESULTS

The following are some of the risks that could etffeur financial performance or could cause aatesiilts to differ materially from those
expressed or implied in our forward-looking statetse

Our operating results may fluctuate in future pegsiovhich may adversely affect our stock pr
Our revenue for a particular period can be diftitalpredict, and a shortfall in revenue may hatmaperating result:

The failure to realize the benefits from theuisition of the NSN BBA business as significargk/we expect may affect our future
results of operations and financial condition, andld affect our stock pric

General economic conditions may reduce our reveandsarm our operating resul

Our exposure to the credit risks of our custamand distributors may make it difficult to colleccounts receivable and could
adversely affect our operating results and findremadition.

We expect gross margin to vary over time, and ewellof product gross margin may not be sustaini

We must continue to update and improve our petsland develop new products in order to compade@keep pace with
improvements in communications technola

Our products may not continue to comply with thgutations governing their sale, which may harmlousiness

Our failure or the failure of our contract manutaets to comply with applicable environmental regioins could adversely impz
our results of operation

If our products do not interoperate with ousttumers’ networks, installations may be delayedamcelled, which could harm our
business

The lengthy approval process required by majat other service providers for new products coeddilt in fluctuations in our
revenue

We engage in research and development actititiénprove the application of developed techni@®gand as a consequence may
miss certain market opportunities enjoyed by lamgempanies with substantially greater researchdawveélopment efforts who m
focus on more leading edge developm

We depend heavily on sales to certain customeedpts of any of these customers would signifigargtiuce our revenues and
income.

Our strategy of outsourcing a portion of oummiacturing requirements to subcontractors locatefksia or other international
regions may result in us not meeting our cost,itjual performance standarc

Our dependence on a limited number of supptieag prevent us from delivering our products omeely basis, which could have
a material adverse effect on customer relationsopedating results

We compete in markets that have become inarglyscompetitive, which may result in reduced grpesfit margins and market
share

Our estimates regarding future warranty obiayet may change due to product failure rates, séigmolumes, field service
obligations and other rework costs incurred in ecting product failures. If our estimates chanbe liability for warranty
obligations may be increased or decreased, impafiinre cost of goods sol

Managing our inventory is complex and may includée-downs of excess or obsolete inventc

The continuing growth of our international ogtgons could expose us to additional risks, ineeag costs and adversely affect
our operating results and financial conditi

We may be adversely affected by fluctuations imeney exchange rate
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. Our success depends on our ability to reduce thirgsprices of succeeding generations of our podsh

. Our failure to maintain rights to intellectual pesty used in our business could adversely affectttvelopment, functionality, a
commercial value of our produc

. Software under license from third parties fee un certain of our products may not continued@bailable to us on commercially
reasonable term

. We may incur liabilities or become subject to Hiign that would have a material effect on our bess.
. Consolidation and deterioration in the competigeevice provider market could result in a significdecrease in our revent

. We depend on distributors who maintain inveieoof our products. If the distributors reducdrtiresentories of these products,
our sales could be adversely affect

. If we are unable to successfully develop refehips with system integrators, service providansl enterprise value added
resellers, our sales may be negatively affec

. If we fail to manage our exposure to worldwiolancial and securities markets successfully,aperating results and financial
statements could be materially impact

. Changes in our effective tax rate or assessmeisia@from tax audits may have an adverse impaduwiresults

. We are required to periodically evaluate thei@af our long-lived assets, including the valfitntangibles acquired and goodwill
resulting from business acquisitions. Any futurg@&inment charges required may adversely affecbparating results

. Our success depends on attracting and retainingd&espnnel

. Regulatory and potential physical impacts ahake change and other natural events may affeatustomers and our production
operations, resulting in adverse effects on ouratpe results

. While we believe our internal control over firtdal reporting is adequate, a failure to maintffective internal control over
financial reporting as our business expands casgdlt in a loss of investor confidence in our ficiahreports and have an adverse
effect on our stock prict

. The price of our common stock has been volatileraagl continue to fluctuate significantl

The foregoing list of risks is not exclusive. Famare detailed description of the risk factors agged with our business, see Item 1A of our
Annual Report on Form 10-K for the year ended Ddzem31, 2012, filed on February 28, 2013 with tECS

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB__ OUT MARKET RISK

We are exposed to financial market risks, includihgnges in interest rates, foreign currency raelsprices of marketable equity and fixed-
income securities. The primary objective of thgéamajority of our investment activities is to pgege principal while at the same time
achieving appropriate yields without significanihgreasing risk. To achieve this objective, a majaf our marketable securities are
investment grade, municipal, fixed-rate bonds, roipai variable rate demand notes and municipal mom&rket instruments denominated in
United States dollars. Our investment policy presgidimitations for issuer concentration, which teniat the time of purchase, the
concentration in any one issuer to 5% of the markgte of our total investment portfolio.

We maintain depository investments with certaimficial institutions. Although these depository istneents may exceed government inst
depository limits, we have evaluated the creditthioess of these financial institutions, and deteed the risk of material financial loss due
to exposure of such credit risk to be minimal. ASeptember 30, 2013, $53.0 million of our cash eash equivalents, primarily certain
domestic money market funds and foreign depos#eppunts, were in excess of government provided@usdepository limits.
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As of September 30, 2013, approximately $351.4ionilbf our cash and investments may be directlgcéfd by changes in interest rates. We
have performed a hypothetical sensitivity analgsisuming market interest rates increase or decbyas@ basis points (bps) for an entire
year, while all other variables remain constantSAptember 30, 2013, we held $152.3 million of st investments where a chang
interest rates would impact our interest incoméaypothetical 50 bps decline in interest rates &Segftember 30, 2013 would reduce
annualized interest income on our cash and invegsi®y approximately $0.7 million. In addition, Wweld $321.3 million of fixed-rate
municipal bonds and corporate bonds whose fairegatnay be directly affected by a change in inteass. A hypothetical 50 bps increas
interest rates as of September 30, 2013 would eethecfair value of our municipal fixed-rate boraotgl corporate bonds by approximately
$1.5 million.

As of September 30, 2012, approximately $431.6ionilbf our cash and investments was subject togodiirectly affected by changes in
interest rates. We have performed a hypotheticadigeity analysis assuming market interest ratesdase or decrease by 50 bps for the €
year, while all other variables remain constanhyfothetical 50 bps decline in interest rates éSegtember 30, 2012 would have redu
annualized interest income on our cash, money rharkguments and municipal variable rate demarndsby approximately $0.7 million.
addition, a hypothetical 50 bps increase in inter@®es as of September 30, 2012 would have rediheckhir value of our municipal fixedxte
bonds and corporate bonds by approximately $1.6omil

We have certain international customers who areigd in their local currency. Changes in the maneéxchange rates used to invoice such
customers versus the functional currency of th#yebitling such customers may adversely affect msults of operations and financial
condition. To manage the volatility relating to $keypical business exposures, we may enter intousaderivative transactions, when
appropriate. We do not hold or issue derivativérimaents for trading or other speculative purpo¥és. Yen and Riyal are the predominant
currencies of the customers who are billed in tlogial currency. Taking into account the effect§as€ign currency fluctuations of the Yen
and Riyal versus the Euro, a hypothetical 10% weiaigeof the Euro as of September 30, 2013 wouldigdma gain on foreign currency of
approximately $0.5 million. Conversely, a hypotbatil0% strengthening of the Euro as of Septembge2@13 would provide a loss on
foreign currency of approximately $0.5 million. Aggin or loss would be significantly mitigated Ime thedges discussed in the following
paragraph.

As of September 30, 2013, we had no material cotsirather than accounts receivable and accougthjs denominated in foreign
currencies. As of September 30, 2013, we had fatwantracts outstanding with notional amounts toga€19.8 million ($26.8 million),
which mature at various times throughout 2013. fhirevalue of these forward contracts and swapsavast asset of approximately $34
thousand as of September 30, 2013.

For further information about the fair value of @wailable-for-sale investments as of September2G03 see Notes 6 and 7 of Notes to
Consolidated Financial Statements.

ITEM 4. CONTROLS AND PROCEDURES

(a) Evaluation of disclosure controls and procedures. Our Chief Executive Officer and Chief Financial i0ffr are responsible for establishing
and maintaining “disclosure controls and procedufas defined in the Securities Exchange Act of4LB&iles 13a-15(e) and 15d-15(e)) for
ADTRAN. Our Chief Executive Officer and Chief Firaal Officer, after evaluating the effectivenessaf disclosure controls and
procedures as of the end of the period coveretiibyguarterly report, have concluded that our disate controls and procedures are effec

(b) Changesin internal control over financial reporting. There were no changes in our internal control éwancial reporting that occurred
during our most recent fiscal quarter that haveenmaty affected, or are reasonably likely to matity affect, our internal control over
financial reporting.
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PART Il. OTHER INFORMATION
ITEM 1A. RISK FACTORS

A list of factors that could materially affect dowsiness, financial condition or operating resislimcluded under “Factors That Could Affect
Our Future Results” in “Management’s Discussion Andlysis of Financial Condition and Results of @p®ns” contained in Item 2 of Part
| of this report. There have been no material charg the risk factors as disclosed in Item 1Aatft Pof our most recent Annual Report on
Form 10-K for the year ended December 31, 201&d filn February 28, 2013 with the SEC.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

The following table sets forth repurchases of @mmmon stock for the months indicated:

Maximum Number
Total Number of

Average Shares Purchase of Shares that May
Total
Number of Price as Part of Publicly Yet Be Purchased
Paid per Under the Plans ol
Shares Announced Plans
Period Purchasec Share or Programs Programs
July 1, 2013 — July 31, 2013 — — — 4,886,26:
August 1, 201- August 31, 201: 573,79¢ $24.8( 573,79¢ 4,312,46!
September 1, 201- September 30, 201 — — — 4,312,46!
Total 573,79¢ 573,79¢

On May 1, 2013, our Board of Directors authorizeel tepurchase of an additional 5.0 million shafesuo common stock, which commenc
upon completion of the repurchase plan announcedatober 11, 2011. This new authorization is bémglemented through open market or
private purchases from time to time as conditioasrant.

ITEM 6. EXHIBITS

Exhibits.

Exhibit No Descriptior
31 Rule 13i-14(a)/15¢14(a) Certification:
32 Section 1350 Certificatior

101.INS* XBRL Instance Documet

101.SCH’ XBRL Taxonomy Extension Schema Docum

101.CAL* XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB* XBRL Taxonomy Extension Labels Linkbase Docun
101.PRE’ XBRL Taxonomy Extension Presentation Linkbase Doent
101.DEF* XBRL Taxonomy Extension Definition Linkbase Docun

* Pursuant to Regulation S-T, this interactive ddéais deemed not filed or part of a registrat&iatement or prospectus for purposes of
Sections 11 or 12 of the Securities Act of 1938ldemed not filed for purposes of Section 18 of3bkeurities Exchange Act of 1934, and
otherwise is not subject to liability under theset®ns.
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SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisd¢port to be signed on its behalf by
undersigned, thereunto duly authorized.

ADTRAN, INC.
(Registrant)

Date: November 1, 2013 /sl James E. Matthews

James E. Matthew

Senior Vice President — Finance, Chief Financidic®f,
Treasurer, Secretary and Direc

(Principal Accounting Officer
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EXHIBIT INDEX

Exhibit

No. Descrigtion
31 Rule 13-14(a)/15¢14(a) Certification:
32 Section 1350 Certificatior

101.INS* XBRL Instance Documer

101.SCH’ XBRL Taxonomy Extension Schema Docum

101.CAL* XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB* XBRL Taxonomy Extension Labels Linkbase Docunr
101.PRE’ XBRL Taxonomy Extension Presentation Linkbase Doent
101.DEF* XBRL Taxonomy Extension Definition Linkbase Docurt

* Pursuant to Regulation S-T, this interactive ddéais deemed not filed or part of a registrat&iatement or prospectus for purposes of
Sections 11 or 12 of the Securities Act of 1938leéemed not filed for purposes of Section 18 ofSbeurities Exchange Act of 1934, and
otherwise is not subject to liability under theset®ns.
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CERTIFICATIONS

I, Thomas R. Stanton, certify that:
1. I have reviewed this Quarterly Report on Forrfl6f ADTRAN, Inc.;

2. Based on my knowledge, this report does notadorny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, niatadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirg @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsubsidiaries, is made known to us by
others within those entities, particularly duriig period in which this report is being prepared;

(b) Designed such internal control over financgdarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentisi report our conclusions
about the effectiveness of the disclosure containts procedures, as of the end of the period coueyehis report based on such
evaluation; and

(d) Disclosed in this report any change in thegggnt's internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regrsts fourth fiscal quarter in the case of an ameport) that has materially affected, or
is reasonably likely to materially affect, the i@gant’s internal control over financial reportirand

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s Board of Direct@os persons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

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

Date: November 1, 2013

/s/ Thomas R. Stanton
Thomas R. Stanto
Chief Executive Officer and Chairman of the Bo




I, James E. Matthews, certify that:
1. I have reviewed this Quarterly Report on Forrl6f ADTRAN, Inc.;

2. Based on my knowledge, this report does notadorny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntsts.under which such statements were made, niatadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirg @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procsdonrge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly duriig toeriod in which this report is being prepared;

(b) Designed such internal control over financgdarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presentesi report our conclusions
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehis report based on such
evaluation; and

(d) Disclosed in this report any change in thegggnt's internal control over financial reportitigat occurred 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 materially affect, the rgant’s internal control over financial reportiremd

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s Board of Direct@os persons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

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

Date: November 1, 2013

/s/ James E. Matthews

James E. Matthew

Senior Vice President Finance, Chief Financial Office
Treasurer, Secretary and Direc




Exhibit 32

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of ADTRAMC. (the “Company”) on Form 10-Q for the quartedimg September 30, 2013 as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), |, Thomas R. 8BanChief Executive Officer and

Chairman of the Board of the Company, certify, parg to 18 U.S.C. §1350, as adopted pursuant t6 §8the Sarbanes-Oxley Act of 2002,
that, to the best of my knowledge:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities ExgeAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of
Company.

/sl Thomas R. Stanton
Thomas R. Stanto

Chief Executive Officer and Chairman of the Bo
November 1, 201




CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of ADTRAMC. (the “Company”) on Form 10-Q for the quartedimg September 30, 2013 as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), I, James E. Matth, Senior Vice President — Finance

and Chief Financial Officer, Treasurer, Secretarg Rirector of the Company, certify, pursuant toll&.C. § 1350, as adopted pursuant to §
906 of the Sarbanes-Oxley Act of 2002, that, toltést of my knowledge:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities ExgeAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of
Company.

/sl James E. Matthews

James E. Matthew

Senior Vice President Finance, Chief Financial Office
Treasurer, Secretary and Director

November 1, 201




