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FORWARD LOOKING STATEMENTS

The Private Securities Litigation Reform Act of B9®ovides a safe harbor for forward-looking stagata made by or on behalf of
ADTRAN. ADTRAN and its representatives may from éro 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," “eStimate," “ ” i, LT

anticipate,” “will,” ‘may,

Page
Number

could” and similar expressions

uncertainties and other factors that could caush statements to be wrong. A list of factors tlmatld 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, 2013 filed on Februgrg®14 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 egagfrom 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 becausesihesgk 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

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

ASSETS
Current Assets
Cash and cash equivalel
Shor-term investment
Accounts receivable, less allowance for doubtfalbants of $133 and $130 at March 31, 2014 and
December 31, 2013, respectivi
Other receivable
Inventory
Prepaid expenst¢
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 noi-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 56,¢
shares outstanding at March 31, 2014 and 79,652skssued and 56,918 shares outstanding at
December 31, 201
Additional paic¢in capital
Accumulated other comprehensive incc
Retained earning
Less treasury stock at cost: 23,006 and 22,734slzMarch 31, 2014 and December 31, 2013,
respectively
Total Stockholders’ Equity

Total Liabilities and Stockholders’ Equity

See notes to consolidated financial statements

3

March 31, December 31
2014 2013
$ 52,81¢ $ 58,29¢
89,16( 105,76(
100,52 85,81«
28,96" 18,24¢
87,39¢ 90,11:
5,00¢ 4,32
15,18: 17,08:
379,04 379,64(
75,88t 76,73¢
11,49: 9,62:
3,49z 3,49:
11,93¢ 11,18(
309,45: 309,22!
$ 791,30 $ 789,89
$ 59,097 $ 48,28
27,53: 22,20t
10,68 12,77¢
17,44¢ 14,04(
5,27: 5,00z
120,03¢ 102,30!
15,11¢ 14,64:
23,47¢ 22,14«
30,00( 46,20(
188,62! 185,29:.
797 797
235,62¢ 233,51.
10,08¢ 10,75
888,12: 884,45
(531,95() (524,901)
602,67¢ 604,601
$ 791,30 $ 789,89
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ADTRAN, INC.
CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)

(In thousands, except per share amounts)

Three Months Ended

March 31,
2014 2013

Sales $147,00:  $143,01:
Cost of sale: 69,21« 73,33¢

Gross Profit 77,79( 69,67"
Selling, general and administrative exper 33,93¢ 30,60:
Research and development exper 32,55:¢ 32,51:

Operating Income 11,29¢ 6,56:
Interest and dividend incon 1,29¢ 1,76¢
Interest expens (227) (5817)
Net realized investment ga 2,19: 3,64¢
Other income (expense), r 12z (1,672)

Income before provision for income taxe: 14,67¢ 9,72%
Provision for income taxe (5,079 (1,839

Net Income $ 9607 $ 7,89
Weighted average shares outstan basic 56,75 61,84"
Weighted average shares outstance diluted 57,36¢ 62,03(
Earnings per common she basic $ 017 $ 0.1¢
Earnings per common she diluted $ 017 $ O0.1c
Dividend per shar $ 00 $ 0.0¢

See notes to consolidated financial statements
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Net Income

ADTRAN, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Unaudited)
(In thousands)

Other Comprehensive Loss, net of t
Net unrealized losses on availe-for-sale securitie
Foreign currency translatic
Other Comprehensive Loss, net of ta
Comprehensive Income, net of ta:

See notes to consolidated financial statements
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Three Months Ended
March 31,

2014 2013
$9,601 $ 7,89(

(921) (1,649
252 323
(669 _(1,32)
$8,93t $ 6,56¢
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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
Stocl-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 andpEgent
Proceeds from sales and maturities of avai-for-sale investmeni
Purchases of availal-for-sale investment
Net cash provided by (used in) investing activities
Cash flows from financing activities:
Proceeds from stock option exerci:
Purchases of treasury stc
Dividend payment
Payments on lor-term debt
Excess tax benefits from stc-based compensation arrangeme
Net cash used in financing activitie:
Net decrease in cash and cash equiva
Effect of exchange rate chang
Cash and cash equivalents, beginning of peric

Cash and cash equivalents, end of peric
Supplemental disclosure of r-cash investing activitie

Purchases of property, plant and equipment inclidedcounts payab

See notes to consolidated financial statements
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Three Months Ended

March 31,

2014 2013
$ 9,60 $ 7,89
3,58( 3,66:
1,13t 1,75¢
(2,197) (3,645
(3) 17
2,057 2,23:
627 71t

57 —
(55) —
(14,66%) (1,306)
(10,710 (22¢)
2,73¢ 6,54(
(2,029 (217)
11,04: 7,17(
8,431 1,18¢
275 37¢
9,89¢ 26,15¢
(2,042) (647%)

1 —
85,07: 118,13:
(69,187) (125,41))
13,84¢ (7,927)
1,541 55
(9,427 (22,546
(5,10%) (5,586

(16,500 —

55 —
(29,439 (28,077
(5,685 (9,842)
20z 25
58,29¢ 68,45’
$ 52,81¢ $ 58,64(
$ 85 $ 92
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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 finanti#éments of ADTRANP, Inc. and its subsidiaries (ADTRAN) have been prep
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 coteplimancial statements are not included hereie Dhcember 31, 2013 Consolidated
Balance Sheet is derived from audited financiakst@nts, but does not include all disclosures redudy accounting principles generally
accepted in the United States.

In the opinion of management, all adjustments reaggdor a fair presentation of these interim stegets have been recorded and are of a
normal and recurring nature. The results of openatfor an interim period are not necessarily iathe of the results for the full year. The
interim statements should be read in conjunctiah tie financial statements and notes thereto detlin ADTRAN'’s Annual Report on
Form 10-K for the year ended December 31, 201&d filn February 27, 2014 with the SEC.

Changesin Classifications

We corrected immaterial misclassifications betwinnoperating and investing sections of our codatdid statements of cash flows and
adjusted our cash flows for the three months emd@ath 31, 2013 in these categories by $0.1 millioarder to be consistent with the 2014
presentation.

Out of Period Adjustment

During the year ended December 31, 2013, we idedtifvo adjustments in the acquired NSN (formerbkid Siemens Networks) Broadbz
Access business (NSN BBA business) relating toornst payment discounts for one customer, and reablee VAT taxes on certain vendor
freight invoices that should have been recordettior periods. These adjustments resulted from.a Bllion understatement of net income
in the first quarter of 2013. We evaluated the iotjud the adjustments on the results of our preslipissued financial statements for first
quarter of 2013 and concluded that the impact veasmaterial. We also evaluated the impact of thawative effect of the adjustments in
2013 and concluded that the impact was not materialir results for the year 2013. Accordingly,idgrthe three months ended
September 30, 2013 we recorded an out of periagsadgnt to correct these issues.

Use of Estimates

The preparation of financial statements in conftymiith 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 expemsegdhe reporting period. Our more
significant estimates include the obsolete and &xa®/entory reserves, warranty reserves, custoehates, determination of the deferred
revenue components of multiple element sales agretsmestimated costs to complete obligations &ssolcwith deferred revenues,
estimated income tax provision and income tax ogetncies, the fair value of stock-based compensatigpairment of goodwill, valuation
and estimated lives of intangible assets, estimata#ling capital adjustments under negotiationtegldo the NSN BBA business acquisition,
estimated pension liability, fair value of investm® and the evaluation of other-than-temporaryides in the value of investments. Actual
amounts could differ significantly from these estiss.

Recent Accounting Pronouncements

During the three months ended March 31, 2014, sowtting pronouncements were issued that would hawaterial effect on our
consolidated results of operations or financialditbon.
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2. INCOME TAXES

Our effective tax rate increased from 18.9% inttiree months ended March 31, 2013 to 34.6% inhtteetmonths ended March 31, 2014.
The increase in the effective tax rate betweertvtloeperiods is primarily attributable to the nefieet of recording the benefit for the research
tax credit for the 2012 tax year in January 20L& pant to the American Taxpayer Relief Act of 20di2] the inclusion of the benefit of the
estimated 2013 research tax credit in the estimatedal effective rate for 2013. Additionally, thiéective tax rate in the first quarter of 2014
did not include a benefit for the research tax itr@dhich expired on December 31, 2013. This insee@aas partially offset by the release of a
valuation allowance attributable to a foreign sdlasiy.

3. PENSION BENEFIT PLAN
We maintain a defined benefit pension plan coveemgployees in certain foreign countries.
The following table summarizes the components opeeodic pension cost for the three months eractch 31, 2014 and 2013:

Three Months Ended

March 31,
(I'n thousands) 2014 2013
Service cost $ 30t $ 30C
Interest cos 21¢ 187
Expected return on plan ass (279 (259
Net periodic pension cos $ 241 $ 234

4. 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 months ended March 31, 20142848, which was recognized as follows:

Three Months Ended

March 31,

(I'n thousands) 2014 2013
Stock-based compensation expense included in cost of s $ 11¢€ $ 10€
Selling, general and administrative expe 1,02¢ 1,06:
Research and development expe 91t 1,06
Stock-based compensation expense included in operatingpenses 1,941 2,12¢
Total stock-based compensation expens 2,05 2,23:
Tax benefit for expense associated with

nor-qualified options (284 (307)
Total stock-based compensation expense, net of tax $ 1,778 $ 1,92t

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

8
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There were no options granted during the three hsoemded March 31, 2013. The weighta@rage assumptions and value of options gr:
for the three months ended March 31, 2014 are suinatkas follows:

Three Months Endec

March 31,
2014
Expected volatility 39.5%
Risk-free interest rat 1.86%
Expected dividend yiel 1.3¢%
Expected life (in years 6.2¢F
Weightec-average estimated val $ 9.2¢

The fair value of our RSUs is calculated using anddcCarlo Simulation valuation method. No RSUs wgramted, forfeited, or vested during
the three months ended March 31, 2014 or 2013.

The fair value of restricted stock is equal to ¢hesing price of our stock on the date of grant.rilstricted stock was granted, forfeited, or
vested during the three months ended March 31, 202013.

Stockbased compensation expense recognized in our Goatsal Statements of Income for the three montdseéMarch 31, 2014 and 20
is based on options, RSUs and restricted stoakatély expected to vest, and has been reducedtiorated forfeitures. Estimated forfeitui
for stock options were based upon historical exqmee and approximate 2.5% annually. We estima@®d &orfeiture rate for our RSUs and
restricted stock due to the limited number of resifs and historical experience for these awards.

As of March 31, 2014, total compensation expenisgea® to non-vested stock options, RSUs and réstiistock not yet recognized was
approximately $16.4 million, which is expected ®recognized over an average remaining recogniéoiod of 2.5 years.

The following table is a summary of our stock optimutstanding as of December 31, 2013 and MarcB@H# and the changes that occurred
during the three months ended March 31, 2014

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, 213 6,35¢ $ 24.4% 6.6C $ 25,87¢
Options grante: 2 $ 26.0:
Options cancelled/forfeite (62) $ 25.1¢
Options exercise (79) $ 19.71
Options outstanding, March 31, 2014 6,221 $ 24.4¢ 6.3F $14,47¢
Options exercisable, March 31, 2014 3,82¢ $ 24.8¢ 4.9: $ 8,52¢

The aggregate intrinsic values in the table abepeasent the total ptex intrinsic value (the difference between thesitig price of our stoc
on the last trading day of the quarter and theaseprice, multiplied by the number of in-the-mpmptions) that would have been received
by the option holders had all option holders exsditheir options on March 31, 2014. The aggreigatasic value will change based on the
fair market value of our stock.

The total pre-tax intrinsic value of options exeed during the three months ended March 31, 20545@& million.

9
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5. INVESTMENTS

At March 31, 2014, we held the following securitee®d investments, recorded at either fair valueost.

(I'n thousands)
Deferred compensation plan assets
Corporate bond
Municipal fixec-rate bond:
Municipal variable rate demand no
Marketable equity securitie

Available-for-sale securities held at fair value

Restricted investment held at cost
Other investments held at cos

Total carrying value of available-for-sale investments

At December 31, 2013, we held the following se@esitind investments, recorded at either fair valugost.

(I'n thousands)
Deferred compensation plan assets
Corporate bond
Municipal fixec-rate bond:
Municipal variable rate demand no
Marketable equity securitie

Available-for-sale securities held at fair value

Restricted investment held at cos
Other investments held at cos

Total carrying value of available-for-sale investments

Amortized Gross Unrealized

Carrying

Cost Gains Losse: Value
$ 12,52 $277C $(16) $ 15,27
130,43 45¢ (30) 130,86
157,85: 673 (137) 158,38°
24,84( — — 24,84(
25,16¢ 12,79¢ (379 37,58¢
$350,81°  $16,697  $(561)  $366,95:
30,00(
1,65¢
$398,61.:

Amortized Gross Unrealized

Carrying

Cost Gains Losse: Value
$1230( $2847 $ (24 $ 1512
166,37( 53¢ (45) 166,85¢
135,77: 582 (54) 136,30:
8,31( — — 8,31(
24,65¢ 13,97¢ (177) 38,45
$347,400  $17,93¢  $(300)  $365,04¢
48,25(
1,68¢
$414,98t
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As of March 31, 2014, our corporate bonds and mpaidixed-rate bonds had the following contractoturities:

Corporate Municipal
fixed-rate

(I'n thousands) bonds bonds
Less than one year $ 34,24¢ $ 34,63(
One to two year 52,22: 60,99:
Two to three year 44,39: 47,718
Three to five year — 15,05
Total $130,86: $158,38

Our investment policy provides limitations for issiconcentration, which limits, at the time of phase, the concentration in any one issut
5% of the market value of our total investment fudid.

At March 31, 2014, we held a $30.0 million resgtttertificate of deposit, which is carried at cd$tis investment serves as a collateral
deposit against the principal amount outstandindeutoans made to ADTRAN pursuant to an Alabamé&eStalustrial Development
Authority revenue bond (the Bond). During the figstarter of 2014, we made a principal payment erBibnd of $16.5 million. At March 31,
2014, the estimated fair value of the Bond usitgyal 2 valuation technique was approximately $28iion, based on a debt security with a
comparable interest rate and maturity and a Staraladl Poor’s credit rating of AAA-. For more infaation on the Bond, see “Debt” under
“Liquidity and Capital Resources” in the “Managenigsiscussion and Analysis of Financial Conditenmd Results of Operationsbntainer

in Item 2 of Part | of this report.

We review our investment portfolio for potentiaktier-than-temporary” declines in value on an indiixl 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 limitéo the following: the magnitude and duration cftbrical declines in market prices, credit
rating activity, assessments of liquidity, pubiiinfys, 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 no other-than-temporargairment charges during the three
months ended March 31, 2014. For the three momttisceMarch 31, 2013, we recorded an other-than-teanp impairment charge of $4
thousand related to one marketable equity security.

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

Three Months Ended

March 31,
(I'n thousands) 2014 2013
Gross realized gains $ 2,22¢ $3,72]
Gross realized losst $ (36 $ (82

As of March 31, 2014 and 2013, gross unrealizesel®selated to individual securities in a contirailmss position for 12 months or longer
were not significant.

11
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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 ® ¥aluation technique for the cash equivalentsiavestments as follows: Level 1—Values
based on unadjusted quoted prices for identicaitass liabilities in an active market; Level 2—Was$ based on quoted prices in markets that
are not active or model inputs that are observaitther directly or indirectly; Level 3—Values basau prices or valuation techniques that
require inputs that are both unobservable andfgignit to the overall fair value measurement. Thapeats include information supplied by
investees.

Fair Value Measurements at March 31, 2014 Usin

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 $ 11,74 $  11,74. $ — $ —
Available-for-sale securities
Deferred compensation plan ass 15,271 15,271 — —
Available-for-sale debt securities
Corporate bond 130,86: — 130,86: —
Municipal fixec-rate bond: 158,38 — 158,38 —
Municipal variable rate demand no 24,84( — 24,84( —
Available-for-sale marketable equity securities
Equity securitie— technology industr 10,63¢ 10,63¢ — —
Equity securitie— other 26,94’ 26,94’ — —
Available-for-sale securities 366,95: 52,86 314,09( —
Total $378,69! $ 64,60¢ $314,09( $ =

Fair Value Measurements at December 31, 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 $ 3,94¢ $ 3,94¢ $ — $ —
Available-for-sale securities
Deferred compensation plan ass 15,12 15,12 — —
Available-for-sale debt securitie:
Corporate bond 166,85¢ — 166,85¢ —
Municipal fixec-rate bond: 136,30: — 136,30: —
Municipal variable rate demand no 8,31( — 8,31( —
Available-for-sale marketable equity securitie:
Equity securitie— technology industr 11,39¢ 11,39¢ — —
Equity securitie— other 27,05¢ 27,05¢ — —
Available-for-sale securities 365,04¢ 53,57¢ 311,47: —
Total $368,99! $ 57,52 $311,47: $ —

12



Table of Contents

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

6. DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

We have certain international customers who atedih their local currency. Changes in the monetaichange 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 itruments are recognized as other
income (expense) in the Consolidated Statemenrteome. The maximum contractual period for ourives is currently less than twelve
months. Our derivative instruments are not sulipabaster netting arrangements and are not offsthiel Consolidated Balance Sheets.

As of March 31, 2014, we had forward contracts aumding with notional amounts totaling €20.7 mitli¢$28.5 million), which mature
through 2014.

The fair values of our derivative instruments releat in the Consolidated Balance Sheet as of MatcR@®L4 and December 31, 2013 wer
follows:

March 31, December 31
Balance Shee
(I'n thousands) Location 2014 2013
Derivatives Not Designated as Hedging Instrumelngs €|
2):
Foreign exchange contra— asset derivative Other receivable $ 1 $ 18
Foreign exchange contra« liability derivatives Accounts payab $ 8) $ (15)

The change in the fair values of our derivativérumaents recorded in the Consolidated Statemenigcoime during the three months ended
March 31, 2014 were as follows:

Three Months Ended

(In thousands) Income Statement Locatior March 31, 201« March 31, 201¢
Derivatives Not Designated as Hedging

Instruments
Foreign exchange contrac Other income (expens $ (110 $ (229

13
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7. INVENTORY
At March 31, 2014 and December 31, 2013, inventorsisted of the following:

March 31, December 31

(I'n thousands) 2014 2013
Raw materials $41,54¢ $ 44,09:
Work in proces: 3,217 3,48¢
Finished good 42,63 42,53¢
Total $ 87,39¢ $ 90,11’

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 March 31, 2014 and
December 31, 2013, raw materials reserves totdléd$nillion and $16.9 million, respectively, andished goods inventory reserves totaled
$4.9 million and $6.1 million, respectively. Thecdease in finished goods inventory reserve fromebdzer 31, 2013 to March 31, 2014 is
primarily attributable to the disposal of inventdhat was fully reserved.

8. GOODWILL AND INTANGIBLE ASSETS

The change in the carrying value of goodwill, dlirdnich is included in our Enterprise Networks diein, for the three months ended
March 31, 2014 is as follows:

(I'n thousands)

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

Balance, March 31, 201+ $ 3,49:

Balance as of March 31, 201
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 compare the failue of the reporting unit to which the goodwilkissigned to the reporting unit’s carrying
amount, including goodwill. If the carrying amouwftthe reporting unit exceeds its fair value, thiem amount of the impairment loss is
measured. There were no impairment losses recahdg@ay the three months ended March 31, 2014 08201

Intangible assets are included in other assetsim¢companying Consolidated Balance Sheets ahdlenintangibles acquired in conjuncti
with our acquisition of Objectworld Communicatio@srporation on September 15, 2009, Bluesocket,dndugust 4, 2011, and the NSN
BBA business on May 4, 2012.

The following table presents our intangible asastsf March 31, 2014 and December 31, 2013:

March 31, 2014 December 31, 201
Accumulated Accumulated
Gross Gross

(In thousands) Value Amortization Net Value Value Amortization Net Value
Customer relationships $6,96 $ (1,747 $ 5221 $6,99% $ (1,555 $ 5,441
Developed technolog 6,392 (2,939 3,45: 6,537 (2,692 3,84¢
Intellectual propert 2,34( (1,269) 1,071 2,34( (1,189 1,15¢
Trade name 27C (160) 11C 27C (145) 12t
Other 14 (9) 5 14 (8) 6
Total $1597¢ $ (6,119 $ 9,86( $16,157 $ (5,587 $10,57:
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Amortization expense, all of which relates to besmacquisitions, was $0.6 million for the threenthe ended March 31, 2014 and 2013.

As of March 31, 2014, the estimated future amatitireexpense of our intangible assets is as follows

(In thousands) Amount
Remainder of 2014 $1,71¢
2015 2,16¢
2016 1,89
2017 1,29(
2018 782
Thereaftel 2,00¢

Total $9,86(

9. STOCKHOLDERS’ EQUITY
A summary of the changes in stockholders’ equitytiie three months ended March 31, 2014 is asvistio

Stockholders¢’
(I'n thousands) Equity
Balance, December 31, 201 $ 604,60!
Net income 9,601
Dividend payment (5,102)
Dividends accrued for unvested restricted stocksi 6
Net unrealized gains (losses) on avail-for-sale securities (net of ta (921)
Foreign currency translation adjustm 252
Proceeds from stock option exerci: 1,541
Purchase of treasury sto (9,427
Income tax benefit from exercise of stock opti 57
Stoclk-based compensation expel 2,051
Balance, March 31, 201 $ 602,67!

Sock Repurchase Program

Since 1997, our Board of Directors has approvedipielshare repurchase programs that have autltbogen market repurchase transactions
of up to 40.0 million shares of our common stockrriBg the three months ended March 31, 2014, wercbiased 0.4 million shares of our
common stock at an average price of $25.13 peeshée currently have the authority to purchasedditianal 3.1 million shares of our
common stock under the current plan approved bBted of Directors on May 1, 2013.

Sock Option Exercises

We issued 0.1 million shares of treasury stockriuthe three months ended March 31, 2014 to accalara@mployee stock option
exercises. The stock options had exercise pricesmg from $15.29 to $23.46. We received proceetiding $1.5 million from the exercise
of these stock options during the three monthseéiigrch 31, 2014.

Dividend Payments

During the three months ended March 31, 2014, viet gzsh dividends as follows (in thousands excepsspare amounts):

Record Date Payment Date Per Share Amoun Total Dividend Paid

February 6, 2014 February 20, 201 $ 0.0¢ $ 5,10z
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Other Comprehensive Income

Other comprehensive income consists of unrealizéasglosses) 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 accumulatkdr comprehensive income, net of tax, by compofoe the three months ended

March 31, 2014 and 2013:

(I'n thousands)
Beginning balance

Other comprehensive income (loss) before reclassifins

Amounts reclassified from accumulated other
comprehensive incon

Net current period other comprehensive income )|
Ending balance

(I'n thousands)
Beginning balance

Other comprehensive income (loss) before reclassifins

Amounts reclassified from accumulated other
comprehensive incon

Net current period other comprehensive income )|
Ending balance

16

Three Months Ended March 31, 201«

Unrealized
Gains
(Losses) o
Defined
Available- Benefit Plan Foreign
for-Sale Currency
Securities Adjustments Adjustments Total
$ 10,73 $ (897) $ 907 $10,75:
40z — 252 654
(1,329 — — (1,329
(921) — 252 (669)
$ 9,81¢ $ (897) $ 1,15¢ $10,08:¢
Three Months Ended March 31, 201!
Unrealized
Gains
(Losses) o
Defined
Available- Benefit Plan Foreign
for-Sale Currency
Securities Adjustments Adjustments Total
$ 10,10¢ $ (1,957 $ 3,117 $11,26¢
454 — 32% 177
(2,09¢) — — (2,09¢)
(1,649 — 327 (1,32))
$ 8,46¢ $ (1,952 $ 3,43t $ 9,947
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The following tables present the details of redfacsgions out of accumulated other comprehensia®ime for the three months ended
March 31, 2014 and 2013:

Three Months Ended March 31, 201+

(I'n thousands)

Details about Accumulated Other
Comprehensive Income Componen

Unrealized gains (losses) on available-fo
sale securities
Net realized gain on sales of securi
Impairment expens
Total reclassifications for the period, before
tax
Tax (expense) bene
Total reclassifications for the period, net of
tax

(I'n thousands)

Details about Accumulated Other
Comprehensive Income Componen

Unrealized gains (losses) on available-fo
sale securities
Net realized gain on sales of securi
Impairment expens
Total reclassifications for the period, before
tax
Tax (expense) bene
Total reclassifications for the period, net of
tax

Amount Reclassified
from Accumulated
Other Comprehensive

Income
$ 2,17(
2,17(
(847)
$ 1,32

Affected Line Item in the
Statement Where Net Income Is
Presented

Net realized investment g:
Net realized investment gi

Three Months Ended March 31, 201!

Amount Reclassified
from Accumulated
Other Comprehensive

Income
$ 3,44¢
Q)
3,44(
(1,342)
$ 2,09¢

Affected Line Item in the
Statement Where Net Income Is
Presented

Net realized investment gi
Net realized investment gi

The following table presents the tax effects reldatethe change in each component of other compedeincome for the three months en
March 31, 2014 and 2013:

Three Months Ended
March 31, 2014

Three Months Ended
March 31, 2013

Tax Tax
Before-Tax (Expense Net-of-Tax Before-Tax (Expense Net-of-Tax
(In thousands) Amount Benefit Amount Amount Benefit Amount
Unrealized gains (losses) on available-for-salesges $ 65¢ $ (25790 $ 40z $ 744 $ (290 $ 454
Reclassification adjustment for amounts includedenh
income (2,170 847 (1,329 (3,440 1,34 (2,09¢)
Foreign currency translation adjustm: 252 — 252 323 — 323
Total Other Comprehensive Income (Loss $ (1,259 $ 59C $ (669 $ (2,37) $ 1052 $ (1,32)
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10. EARNINGS PER SHARE

A summary of the calculation of basic and dilutedéngs per share for the three months ended MatcB014 and 2013 is as follows:

Three Months Ended

March 31,
(I'n thousands, except per share amounts) 2014 2013
Numerator
Net income $ 9,60 $ 7,89(
Denominator
Weighted average number of she- basic 56,75 61,84"
Effect of dilutive securitie
Stock options 602 162
Restricted stock and restricted stock u 15 21
Weighted average number of she- diluted 57,36¢ 62,03(
Net income per shar basic $ 0.17 $ 0.1
Net income per shar diluted $ 0.17 $ 0.1:

Anti-dilutive options to purchase common stock tangling were excluded from the above calculatiémi-dilutive options totaled
3.1 million and 5.4 million for the three monthsded March 31, 2014 and 2013, respectively.

11. 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 pitoditefore, selling, general and administrative esperesearch and development expenses
interest income and dividend income, interest egpenet realized investment gain/loss, other inéerpense and provision for taxes are
reported on an entity-wide basis only. There arenter-segment revenues.

The following table presents information about tbported sales and gross profit of our reportabdgrents for the three months ended
March 31, 2014 and 2013. Asset information by regile segment is not reported, since we do notym®duch information internally.

Three Months Ended

March 31, 2014 March 31, 2013
(In thousands) Sales Gross Profit Sales Gross Profit
Carrier Networks $118,16: $ 61,35 $109,88° $ 51,59
Enterprise Network 28,84 16,431 33,12¢ 18,08¢
Total $147,00:« $ 77,79 $143,01. $ 69,67
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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 proviteprovide data, voice and video services teaorers and
enterprises. This category includes the followingdpict areas and related services:
» Broadband Acces
. Total Acces® 5000 Mult-Service Access Node (MSAI
. hiX family of MSANs
. 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 Series of Fiber Ethernet Access RsEAD)
. OPTI-6100 and Total Access 3000 optical M-Service Provisioning Platforms (MSP
. Pluggable Optical Products, including SFP, XFP, 8Ré+
 TDM systems
Business Networkingproducts provide access to communication servioddacilitate the delivery of cloud connectivitydaanterprise
communications to the small and mid-sized entegi®VIE) market. This category includes the follogvproduct areas and related services:
* Internetworking product
. Total Access IP Business Gatew:
. Optical Network Terminals (ONT:
. Bluesocke® virtual Wireless LAN (VWLAN®)
. NetVanta®
* Multiservice Router:
e Managed Ethernet Switch
e IP Business Gatewa
» Unified Communications (UC) solutiol
e Carrier Ethernet Network Terminating Equipment (N
. Network Management Solutiol

» Integrated Access Devices (IAC

Loop Accessproducts are used by carrier and enterprise custofbeaccess to copper-based communications nk$wdhe Loop Access
category includes the following product areas adted services:

» High bit-rate Digital Subscriber Line (HDSL) produr

» Digital Data Service (DDS

» Integrated Services Digital Network (ISDN) produ

* T1/E1/T3 Channel Service Units/Data Service UntSUs/DSUs
* TRACER fixec-wireless product
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The table below presents sales information by prbdategory for the three months ended March 314 2thd 2013:

Three Months Ended

March 31,
(I'n thousands) 2014 2013
Carrier Systems $ 99,55 $ 92,80
Business Networkin 37,91¢ 38,07¢
Loop Acces: 9,53- 12,13
Total $147,00« $143,01:

In addition, we identify subcategories of produatanues, which we divide into core products anddggroducts. Our core products consist
of Broadband Access and Optical products (include@arrier Systems), and Internetworking produttslgded in Business Networking).
Our legacy products include HDSL products (inclugdetoop Access) and other products not includeth@éaforementioned core products.
The table below presents subcategory revenuebdahtee months ended March 31, 2014 and 2013:

Three Months Ended

March 31,
(I'n thousands) 2014 2013
Core Products
Broadband Access (included in Carrier Syste $ 81,527 $ 72,23¢
Optical (included in Carrier Systenr 12,78¢ 8,87¢
Internetworking (included in Business Networkit 36,94¢ 36,91:
Subtotal 131,26: 118,02(
Legacy Products
HDSL (does not include T1) (included in Loop Acge 8,871 11,401
Other products (excluding HDSI 6,86¢ 13,58¢
Subtotal 15,74 24,99:
Total $147,00: $143,01:

12. LIABILITY FOR WARRANTY RETURNS

Our products generally include warranties of 90sdayten years for product defects. We accrue foranty returns at the time revenue is
recognized based on our estimate of the cost airepreplace the defective products. We engagt@nsive product quality programs and
processes, including actively monitoring and evilthgathe quality of our component suppliers. Owdurcts continue to become more
complex in both size and functionality as many of product offerings migrate from line card appioas to systems products. The increa
complexity of our products will cause warranty oences, when they arise, to be more costly. Oimatds regarding future warranty
obligations may change due to product failure ratesterial usage, and other rework costs incumembirecting a product failure. In addition,
from time to time, specific warranty accruals mayrbcorded if unforeseen problems arise. Shouldcwal experience relative to these
factors be worse than our estimates, we will beired to record additional warranty expense. Alatirrely, if we provide for more reserves
than we require, we will reverse a portion of spovisions in future periods. The liability for wanty obligations totaled $7.4 million at
March 31, 2014 and $9.0 million at December 31,320he decrease from December 31, 2013 to MarcB®4 includes a $1.5 million
decrease related to the settlement of an outstgnetinranty claim, which corresponds to a reductin®ther Receivables. These liabilities
included in accrued expenses in the accompanyimg®@ioated Balance Sheets.
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A summary of warranty expense and write-off acifir the three months ended March 31, 2014 an@® 204s follows:

Three Months Ended

March 31,
2014 2013

(I'n thousands)

Balance at beginning of peri $ 8,97 $ 9,65:¢
Plus: Amounts charged to cost and expe 434 397
Less: Deduction (2,019 (1,25¢%)

Balance at end of perioc $ 7,392 $ 8,79:

Deductions for the three months ended March 314 2@dlude a $1.5 million reduction that relateshe settlement of an outstanding
warranty claim, which corresponds to a reductio®ther Receivables.

13. RELATED PARTY TRANSACTIONS

We employ the law firm of our director emeritus fegal services. All bills for services renderedtbig firm are reviewed and approved by
our Chief Financial Officer. We believe that theddor such services are comparable to those athésgether firms for services rendered to
us. For the three months ended March 31, 2014 @h8, 2ve incurred fees of $10 thousand per montkhiese legal services.

14. COMMITMENTS AND CONTINGENCIES

In the ordinary course of business, we may be stibjevarious legal proceedings and claims, inclgdgmployment disputes, patent claims,
disputes over contract agreements and other conmhdigputes. In some cases, claimants seek dansagdker 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 lasontributed $8.4 million as of
March 31, 2014, of which $7.7 million has been &zpto these commitments.

15. SUBSEQUENT EVENTS

On April 15, 2014, we announced that our Board wé&ors declared a quarterly cash dividend of $@€r common share to be paid to
stockholders of record at the close of businesilan 1, 2014. The payment date will be May 15, 200l quarterly dividend payment will
be approximately $5.0 million. In July 2003, ouraBd of Directors elected to begin declaring quértéividends on our common stock
considering the tax treatment of dividends and adtxlevels of Company liquidity.

During the second quarter and as of May 7, 2014hawe repurchased 1.3 million shares of our comstock through open market purcha
at an average cost of $22.63 per share. We cwrieatle the authority to purchase an additionahiilBon shares of our common stock under
the current plan approved by the Board of Directors
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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. is a leading global provider of netwoarg and communications equipment. Our solutiorebénvoice, data, video and Inter
communications across a variety of network infratires. These solutions are deployed by someesoftirld’s largest service providers,
distributed enterprises and small and medium-dizesihesses, public and private enterprises, arltbnslof individual users worldwide.

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 oategy is to reduce the cost of each succeediodugt 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 prodirgtally with a view to their subsequent redesigliowing both increased functionality and
reduced manufacturing costs in each succeedingiptg@neration. This strategy enables us to sellerding generations of products to
existing customers, while increasing our marketesty 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 proviteprovide data, voice and video services tsaorers and
enterprises. This category includes the followingdoict areas and related services:

» Broadband Acces
. Total Acces® 5000 Mult-Service Access Node (MSAT
. hiX family of MSANs
. Total Access 1100/1200 Series of Fiber to the N&d& N) products
. Ultra Broadband Ethernet (UBI
. Digital Subscriber Line Access Multiplexer (DSLAMJoducts
e Optical
. Optical Networking Edge (ONE
. NetVanta 8000 Series of Fiber Ethernet Access BsEAD)
. OPTI-6100 and Total Access 3000 optical M-Service Provisioning Platforms (MSP
. Pluggable Optical Products, including SFP, XFP, SRré+
« TDM systems
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Business Networkingproducts provide access to communication servinddacilitate the delivery of cloud connectivitydaanterprise
communications to the small and mid-sized entegi®VIE) market. This category includes the follogvproduct areas and related services:
* Internetworking product
. Total Access IP Business Gatew:i
. Optical Network Terminals (ONT:
. Bluesocke® virtual Wireless LAN (VWLAN®)
. NetVanta®
* Multiservice Router:
e Managed Ethernet Switch
e IP Business Gatewa
» Unified Communications (UC) solutiol
e Carrier Ethernet Network Terminating Equipment (N
. Network Management Solutiol

» Integrated Access Devices (IAC

Loop Accessproducts are used by carrier and enterprise custofbeaccess to copper-based communications nkswdhe Loop Access
category includes the following product areas adted services:

» 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 UntSUs/DSUs
* TRACER fixec-wireless product

In addition, we identify subcategories of produstenues, which we divide into core products anddggroducts. Our core products consist
of Broadband Access and Optical products (include@arrier Systems) and Internetworking produatsl(ided in Business Networking). C
legacy products include HDSL products (includetl@op Access) and other products not included irafloeementioned core products. Many
of our customers are migrating their networks tlivée higher bandwidth services by utilizing neviechnologies. We believe that products
and services offered in our core product areagipoais well for this migration. Despite occasiomareases, we anticipate that revenues of
many of our legacy products, including HDSL, wiildine over time; however, revenues from theseystsdmay continue for years because
of the time required for our customers to transitio newer technologies.

See Note 11 of Notes to Consolidated Financiak8tants in this report for further information redjag these product categories.

Sales were $147.0 million for the three months dridarch 31, 2014 compared to $143.0 million for ttvee months ended March 31, 2013.
Product revenues for our three core areas, BroadBecess, Optical and Internetworking, were $13iilBon for the three months ended
March 31, 2014 compared to $118.0 million for theee months ended March 31, 2013. Our gross margieased to 52.9% for the three
months ended March 31, 2014 from 48.7% for theetimenths ended March 31, 2013. Our operating inao@gin increased to 7.7% for 1
three months ended March 31, 2014 from 4.6% fothhee months ended March 31, 2013. Net income$®as million for the three months
ended March 31, 2014 compared to $7.9 million fierthree months ended March 31, 2013. Our effetdiveate increased to 34.6% for the
three months ended March 31, 2014 from 18.9% f#®thinee months ended March 31, 2013. Earningshaee sassuming dilution, were $0
for the three months ended March 31, 2014 compar&0.13 for the three months ended March 31, 2013.
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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 RepmrtForm 10-K for the year ended December 31, 2fii£8, on February 27, 2014 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, 2013, filetFebruary 27, 2014 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.

RESULTS OF OPERATIONS — THREE MONTHS ENDED MARCH 31, 2014 COMPARED TO THREE MONTHS ENDED
MARCH 31, 2013

SALES

ADTRAN's sales increased 2.8% from $143.0 milliorttie three months ended March 31, 2013 to $14ilidmin the three months ended
March 31, 2014. The increase in sales is primatiisibutable to a $9.3 million increase in saleswf Broadband Access products and a $3.9
million increase in sales of our Optical produgartially offset by a $9.3 million decrease in sab¢ our HDSL and other legacy products.
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Carrier Networks sales increased 7.5% from $109l8&min the three months ended March 31, 2013148.2 million in the three months
ended March 31, 2014. The increase in sales fathtiee months ended March 31, 2014 is primarilgattable to increases in sales of our
Broadband Access products, Optical products, atetriatworking products, partially offset by dece=as sales of our HDSL and other
legacy products. The increase in sales of our Braad Access products for the three months endedhvidr, 2014 is primarily attributable
increases in hiX and FTTN product sales. The ire@éa sales of our Optical products for the thremtins ended March 31, 2014 is primarily
attributable to increased shipments of optical pobsi for broadband access and increased shipmieos @PTI-6100 products for wireless
backhaul to a domestic tier 1 carrier. The incréasales of our Internetworking products for theee months ended March 31, 2014 is
primarily attributable to increases in Carrier Etiet sales and FTTP ONT sales to carriers. Thesdserin sales of HDSL and other legacy
products for the three months ended March 31, YMakdbeen expected as customers continue to upthreidaetworks to deliver higher
bandwidth services by migrating to newer techn@sgincluding to our core products from our BroadbAccess, Internetworking and
Optical product lines. While we expect that revenirem HDSL and our other legacy products will ¢Goué to decline over time, these
revenues may continue for years because of thergogred for our customers to transition to neteehnologies.

Enterprise Networks sales decreased 12.9% froml$88lion in the three months ended March 31, 2@1$28.8 million in the three months
ended March 31, 2014. The decrease in sales faghthe months ended March 31, 2014 is primarilytattable to decreases in sales of our
Internetworking products and sales of our legaogpcts. The decrease in sales of our Internetwgriinducts was primarily attributable to
lower sales of products through service providemectels. The decrease in legacy products was expantediscussed further above.
Internetworking product sales attributable to Epitise Networks were 94.3% of the division’s satethie three months ended March 31,
2014, compared to 94.1% in the three months endadiv3l, 2013. Legacy products primarily comprigeremainder of Enterprise
Networks sales. Enterprise Networks sales as @ptge of total sales decreased from 23.2% fothifee® months ended March 31, 201.
19.6% for the three months ended March 31, 2014.

International sales, which are included in the f@éafMetworks and Enterprise Networks amounts dsedisbove, increased 55.6% from $.
million in the three months ended March 31, 201$34.3 million in the three months ended MarchZ114. International sales, as a
percentage of total sales, increased from 24.4%h#othree months ended March 31, 2013 to 36.9%héothree months ended March 31,
2014. International sales increased in the threetihhscended March 31, 2014 compared to the threehm@mded March 31, 2013 primarily
due to an increase in sales in the EMEA regionlaxtith America, partially offset by a decrease itesan the Asia-Pacific region.

Carrier System product sales increased $6.7 milliche three months ended March 31, 2014 compar#t three months ended March 31,
2013. The increase for the three months ended MakcB014 is primarily attributable to a $9.3 naifliincrease in Broadband Access product
sales, a $3.9 million increase in Optical prodad¢s, partially offset by a $6.5 million decreaseséles of our legacy products. The changes
for the three months ended March 31, 2014 are pilyrattributable to the factors discussed above.

Business Networking product sales decreased $0lidmnin the three months ended March 31, 2014 camag to the three months ended
March 31, 2013. The decrease for the three momttisceMarch 31, 2014 is primarily due to a $0.2ionlldecrease in legacy product sales.
The changes for the three months ended March 34 &t primarily attributable to the factors disaréabove.

Loop Access product sales decreased $2.6 millitharthree months ended March 31, 2014 comparttetthree months ended March 31,
2013. The decrease for the three months ended N8arc?014 is primarily due to a $2.5 million demean HDSL product sales, which is
discussed further above.

COST OF SALES

As a percentage of sales, cost of sales decreasadbfl.3% in the three months ended March 31, 2043.1% in the three months ended
March 31, 2014. The decrease for the three momttisceMarch 31, 2014 is primarily attributable tdueed manufacturing costs and
favorable shifts in product mix.

Carrier Networks cost of sales, as a percent d$idin sales, decreased from 53.1% in the three msamided March 31, 2013 to 48.1% in the
three months ended March 31, 2014. The decreaskddhree months ended March 31, 2014 is primatiiybutable to reduced
manufacturing costs and favorable shifts in procoist
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Enterprise Networks cost of sales, as a percedividion sales, decreased from 45.4% in the threeths ended March 31, 2013 to 43.0% in
the three months ended March 31, 2014. The decfeatee three months ended March 31, 2014 is pilynattributable to reduced
manufacturing costs and favorable shifts in procoist

An important part of our strategy is to reducepheduct cost of each succeeding product generatidrthen to lower the product’s price
based on the cost savings achieved. This may cauiions 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 ise@d0.9% from $30.6 million in the three monthdezhMarch 31, 2013 to $33.9 million
the three months ended March 31, 2014. The inciieasadling, general and administrative expenseshie three months ended March 31,
2014 is primarily attributable to increases in cemgation and fringe benefit costs, legal expens®sl expenses and marketing expenses.

Selling, general and administrative expenses a&s@ptage of sales increased from 21.4% in the tmenths ended March 31, 2013 to 23
in the three months ended March 31, 2014. Seltiegeral and administrative expenses as a perceotagées may fluctuate whenever there
is a significant fluctuation in revenues for theipds being compared.

RESEARCH AND DEVELOPMENT EXPENSES

Research and development expenses remained coas&82.5 million in the three months ended Marth2)13 and $32.6 million in the
three months ended March 31, 2014.

As a percentage of sales, research and develomxrpanses decreased from 22.7% in the three montlesieMarch 31, 2013 to 22.1% in the
three months ended March 31, 2014. Research aredogenent expenses as a percentage of sales wilifite whenever there are increme
product development activities or a significantfluation in revenues for the periods being compared

We expect to continue to incur research and dewedop expenses in connection with our new and exgjgiroducts 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 26.8% frbi@ &illion in the three months ended March 31,2€1$1.3 million in the three months
ended March 31, 2014. The decrease in interestliaidend income is primarily attributable to a retian in the average rate of return on our
investments as well as a decrease in our averagstinent balances.

INTEREST EXPENSE

Interest expense, which is primarily related to @xable revenue bond, decreased 60.9% from $0li6min the three months ended
March 31, 2013 to $0.2 million in the three monginsled March 31, 2014. The decrease is primaritipatable to a $16.5 million principal
payment made on our taxable revenue bond duringubeer and a reduction in the interest rate aff ltlond from 5% to 2%. See “Liquidity
and Capital Resources” below for additional infotima on our revenue bond.
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NET REALIZED INVESTMENT GAIN

Net realized investment gain decreased 39.9% fi:1® ®illion in the three months ended March 31,281$2.2 million in the three mont|
ended March 31, 2014. The decrease in realizedgiment gains is primarily attributable to lowermgafrom the sale of equity securities
compared to the same period in 2013. See “Invedtaiiyities” in “Liquidity and Capital Resources®low for additional information.

OTHER INCOME (EXPENSE), NET

Other income (expense), net, comprised primarilgniEcellaneous income, gains and losses on foigency transactions, investment
account management fees, scrap raw material saidgjains and losses on the disposal of propdemt pnd equipment occurring in the
normal course of business, changed from $1.7 mittibexpense in the three months ended March 313 £0$0.1 million of income in the
three months ended March 31, 2014. This changepvimsirily attributable to losses on foreign curnetransactions during the first quarte
2013.

INCOME TAXES

Our effective tax rate increased from 18.9% inttiree months ended March 31, 2013 to 34.6% inhtteetmonths ended March 31, 2014.
The increase in the effective tax rate betweertvtloeperiods is primarily attributable to the nefieet of recording the benefit for the research
tax credit for the 2012 tax year in January 201&pant to the American Taxpayer Relief Act of 204:2] the inclusion of the benefit of the
estimated 2013 research tax credit in the estimatedal effective rate for 2013. Additionally, thiéective tax rate in the first quarter of 2014
did not include a benefit for the research tax itr@dhich expired on December 31, 2013. This inseeaas partially offset by the release of a
valuation allowance attributable to a foreign sdlasiy.

NET INCOME

As a result of the above factors, net income irsgddb1.7 million from $7.9 million in the three ntlos ended March 31, 2013 to $9.6 million
in the three months ended March 31, 2014.

As a percentage of sales, net income increased3rb#6 in the three months ended March 31, 20135%6n the three months ended
March 31, 2014.

LIQUIDITY AND CAPITAL RESOURCES

Liquidity

We intend to finance our operations with cash ffosm operations. We have used, and expect to asmtio use, the cash generated from
operations for working capital, purchases of treastock, shareholder dividends, and other gersengdorate purposes, including (i) product
development activities to enhance our existing petgland develop new products and (ii) expansiasalEs and marketing activities. We

believe our cash and cash equivalents, investnagmtsash generated from operations to be adequatedt our operating and capital needs
for at least the next 12 months.

At March 31, 2014, cash on hand was $52.8 milliod short-term investments were $89.2 million, whiebulted in available short-term
liquidity of $142.0 million. At December 31, 201&ur cash on hand of $58.3 million and short-termegtments of $105.8 million resulted in
available short-term liquidity of $164.1 millionh& decrease in short-term liquidity from Decemtgr213 to March 31, 2014 primarily
reflects funds used for equipment acquisitionsreshepurchases and dividends, partially offsetunds provided by our operating activities.

Operating Activities

Our working capital, which consists of current assess current liabilities, decreased 6.6% from72 million as of December 31, 2013 to
$259.0 million as of March 31, 2014. The quickoatiefined as cash, cash equivalents, short-tevestments, and net accounts receivable,
divided by current liabilities, decreased from 2a#4of December 31, 2013 to 2.02 as of March 314 2The current ratio, defined as current
assets divided by current liabilities, decreasethfB.71 as of December 31, 2013 to 3.16 as of Mai¢l2014. The decreases in our working
capital, quick ratio and current ratio are primasttributable to an increase in accounts payatdeumearned revenue during the three months
ended March 31, 2014.
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Net accounts receivable increased 17.1% from $8dl®n at December 31, 2013 to $100.5 million aagh 31, 2014. Our allowance 1
doubtful accounts was $130 thousand at Decembet®B and $133 thousand at March 31, 2014. Quaredounts receivable days sales
outstanding (DSO) increased from 50 days as of Deee 31, 2013 to 62 days as of March 31, 2014.cHaage in net accounts receivable
and DSO is due to changes in customer mix andrtieg of sales and collections during the quai@artain international customers can h
longer payment terms than U.S. customers. Otheivalles increased from $18.2 million at Decemtgr2®13 to $29.0 million at March :
2014. The increase in other receivables is pripatiributable to an increase in deferred revemudéise acquired business and the timing of
filing returns and collections of VAT receivablesaur international subsidiaries. Other receivahlisalso fluctuate due to the timing of
shipments and collections for materials suppliedupcontract manufacturers during the quarter.

Quarterly inventory turnover decreased from 3.64was of December 31, 2013 to 3.1 turns as of Mat¢l2014. Inventory decreased 3.0%
from December 31, 2013 to March 31, 2014. We exjpeentory levels to fluctuate as we attempt tontein sufficient inventory in response
to seasonal cycles of our business ensuring cotiveeléad times while managing the risk of invegitobsolescence that may occur due to
rapidly changing technology and customer demand.

Accounts payable increased 22.4% from $48.3 millibDecember 31, 2013 to $59.1 million at MarchZ114. Accounts payable will
fluctuate due to variations in the timing of theeipt of supplies, inventory and services and absequent payments for these purchases.

Investing Activities

Capital expenditures totaled approximately $2.0iamland $0.6 million for the three months endeddha31, 2014 and 2013, respectively.
These expenditures were primarily used to purcheseufacturing and test equipment and computer softand hardware.

Our combined short-term and long-term investmeatsehsed $16.4 million from $415.0 million at Debem31, 2013 to $398.6 million at
March 31, 2014. This decrease reflects the implouocash needs for equipment acquisitions, stegrerchases, dividends, and bond
payment, as well as net realized and unrealizeskfoand amortization of net premiums on our contbimeestments, partially offset by
additional funds available for investment providgdour operating activities and stock option exa&siby our employees.

We invest all available cash not required for imratguse in operations primarily in securities tivatbelieve bear minimal risk of loss. At
March 31, 2014 these investments included corpdraels of $130.9 million, municipal fixed-rate benaf $158.4 million, and municipal
variable rate demand notes of $24.8 million. At &maber 31, 2013, these investments included comb@tds of $166.9 million, municipal
fixed-rate bonds of $136.3 million, and municipatiable rate demand notes of $8.3 million. As ofrtfte31, 2014, our corporate bonds,
municipal fixed-rate bonds, and municipal variafslte demand notes were classified as availabledt®-and had a combined duration of 1.0
years with an average credit rating of -. Because our bond portfolio has a high qualitingrand contractual maturities of a short duration
we are able to obtain prices for these bonds deifra@n observable market inputs, or for similarsétes traded in an active market, on a
daily basis.

Our long-term investments increased 0.1% from $3@éllion at December 31, 2013 to $309.5 milliorM&rch 31, 2014. Long-term
investments at March 31, 2014 and December 31, R@lided an investment in a certificate of depos$30.0 million and $48.3 million,
respectively, which serves as collateral for overeie bonds, as discussed below. We have variaity égvestments included in long-term
investments at a cost of $25.2 million and $24.lfion, and with a fair value of $37.6 million an@&5 million, at March 31, 2014 and
December 31, 2013, respectively.

Long-term investments at March 31, 2014 and Decerdbe2013 also included $15.3 million and $15.1liam, respectively, related to our
deferred compensation plans, and $1.7 million béptnvestments carried at cost, consisting of@ss in two private equity funds and an
investment in a privately held telecommunicatiogsipment manufacturer.
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We review our investment portfolio for potentiakher-than-temporary” declines in value on an indiixl 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 resiiloor review, we recorded no other-than-temporargairment charges during the three
months ended March 31, 2014. For the three momitieceMarch 31, 2013, we recorded an other-than-teanp impairment charge of $4
thousand related to one marketable equity security.

Financing Activities
Dividends

In July 2003, our Board of Directors elected toihatgclaring quarterly dividends on our common ktognsidering the tax treatment of
dividends and adequate levels of Company liquidiyring the three months ended March 31, 2014, ave gividends totaling $5.1 million.

Debt

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

Bond) which totaled $30.0 million and $46.5 milliehMarch 31, 2014 and December 31, 2013, respgtit March 31, 2014, the
estimated fair value of the Bond was approxima$29.6 million, based on a debt security with a caraple interest rate and maturity and a
Standard & Poor’s credit rating of AAA-. Includetlbng-term investments are restricted funds inafmeunt of $30.0 million and $48.3
million at March 31, 2014 and December 31, 2013¢tviis a collateral deposit against the principabant of the Bond. We have the right to
set-off the balance of the Bond with the collatelgbosit in order to reduce the balance of thelitetiness. The Bond matures on January 1,
2020, and bears interest at the rate of 2% perranhuconjunction with this program, we are eligilbb receive certain economic incentives
from the state of Alabama that reduce the amoupagfoll withholdings we are required to remit e tstate for those employment positions
that qualify under this program. We are requirethake payments in the amounts necessary to pagttrest on the amounts currently
outstanding. During the first quarter of 2014, wadm a principal payment on the Bond of $16.5 nrillio

Sock Repurchase Program

Since 1997, our Board of Directors has approvedipielshare repurchase programs that have autlibogen market repurchase transactions
of up to 40.0 million shares of our common stockriBg the three months ended March 31, 2014, werobased 0.4 million shares of our
common stock at an average price of $25.13 peeshiée currently have the authority to purchasedaitianal 3.1 million shares of our
common stock under the current plan approved btead of Directors on May 1, 2013.

Sock Option Exercises

To accommodate employee stock option exercisesssued 0.1 million shares of treasury stock fo6$tillion during the three months
ended March 31, 2014. During the three months eiBedh 31, 2013, we issued four thousand sharggasury stock for $55 thousand.

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 three months ended MarcB@®14, the only material change in contractual @blans and commercial commitments
from those discussed in our most recent Annual RepoForm 10-K for the year ended December 3134édd on February 27, 2014 with
the SEC was due to a $16.5 million principal payheemour taxable revenue bond.
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We have committed to invest up to an aggregat@ & fillion in two private equity funds, and we lasontributed $8.4 million as of
March 31, 2014, of which $7.7 million has been &ipto these commitments.

FACTORS THAT COULD AFFECT OUR FUTURE RESULTS

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

Our operating results may fluctuate in future pgsiovhich 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 future benefits from #euisition of the NSN BBA business as signifitaats we expect may affect our
future results of operations and financial conditiand could affect our stock pric

General economic conditions may reduce our reveandsarm our operating resul

Our exposure to the credit risks of our custamaad distributors may make it difficult to collexccounts 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 sustain:

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

Our products may not continue to comply with eviodvregulations governing their sale, which may harmbusiness

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

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

The lengthy approval process required by majat other service providers for new products coeddlt 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 lamgenpanies with substantially greater researchdawélopment 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,ityuat 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 grpssfit margins and market
share

Our estimates regarding future warranty obiaye may change due to product failure rates, sbigmolumes, 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, imggafiinre 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
Our success depends on our ability to reduce thirgsprices of succeeding generations of our podsh
Breaches in our information systems could causafsignt damage to our business and reputa

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

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



*  We may incur liabilities or become subject to Hiipn that would have a material effect on our besss.
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» Consolidation and deterioration in the competiseevice 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 refahips with system integrators, service providens, enterprise value added
resellers, our sales may be negatively affec

« If we fail to manage our exposure to worldwfitencial and securities markets successfully,aparating results and financial
statements could be materially impact

e Changes in our effective tax rate or assessmeisiagfrom tax audits may have an adverse impaauwnesults

* We are required to periodically evaluate thii@af our long-lived assets, including the val@iégntangibles acquired and goodwill
resulting from business acquisitions. Any futur@aimment charges required may adversely affecbparating results

» Our success depends on attracting and retainingpdespnnel

* Regulatory and potential physical impacts aheke change and other natural events may affeatusiomers and our production
operations, resulting in adverse effects on ouratpey 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 caddlt in a loss of investor confidence in our ficahreports and have an adverse
effect on our stock prict

» The price of our common stock has been volatileraag continue to fluctuate significant!

The foregoing list of risks is not exclusive. Fomare 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 Ddmam31, 2013, filed on February 27, 2014 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 raeisprices of marketable equity and fixed-
income securities. The primary objective of thgéamajority of our investment activities is to e 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 tgniat the time of purchase, the
concentration in any one issuer to 5% of the markate of our total investment portfolio.

We maintain depository investments with certaimfioial institutions. Although these depository istweents may exceed government inst
depository limits, we have evaluated the creditthioess of these financial institutions, and deteeu the risk of material financial loss due
to exposure of such credit risk to be minimal. Asfarch 31, 2014, $48.0 million of our cash andhcagquivalents, primarily certain domestic
money market funds and foreign depository accouvese in excess of government provided insured siepy limits.

As of March 31, 2014, approximately $329.9 millimihour cash and investments may be directly aftebiechanges 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 constantMarch 31, 2014, we held $142.8 million of cash anegstments where a change in inte
rates would impact our interest income. A hypotta#tb0 bps decline in interest rates as of Marct2814 would reduce annualized interest
income on our cash and investments by approxim&@ly million. In addition, we held $289.3 milliarf fixed-rate municipal bonds and
corporate bonds whose fair values may be direéficted by a change in interest rates. A hypothéB6 bps increase in interest rates as of
March 31, 2014 would reduce the fair value of oumnmipal fixed-rate bonds and corporate bonds lprapmately $1.5 million.
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As of March 31, 2013, approximately $400.9 milliohour cash and investments was subject to beirgtlly affected by changes in interest
rates. We have performed a hypothetical sensitaniglysis assuming market interest rates increiadeavease by 50 bps for the entire year,
while all other variables remain constant. A hygdital 50 bps decline in interest rates as of M&th2013 would have reduced annualized
interest income on our cash, money market instrasneemd municipal variable rate demand notes byaqmately $0.7 million. In addition, a
hypothetical 50 bps increase in interest rated &aoch 31, 2013 would have reduced the fair vaifieur municipal fixed-rate bonds and
corporate bonds by approximately $1.7 million.

We are directly exposed to changes in foreign curexchange rates to the extent that such chaaffgesd our revenue derived from
international customers, expenses related to aaido sales offices, and our foreign assets aditias. We attempt to manage these risk
primarily denominating contractual and other foreggrangements in U.S. dollars. Our primary expgsuregard to our foreign assets and
liabilities is with our German subsidiary whosedtianal currency is the Euro and our Australianssdiary whose functional currency is the
Australian dollar. We are indirectly exposed torupes in foreign currency exchange rates to thenestieour use of foreign contract
manufacturers and foreign raw material supplierswhve pay in U.S. dollars. As a result, changdhénocal currency rates of these venc
in relation to the U.S. dollar could cause an iaseein the price of products that we purchase.

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 thiyebitling 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% weiakeof the Euro as of March 31, 2014 would provédgain on foreign currency of
approximately $0.5 million. Conversely, a hypotbatil0% strengthening of the Euro as of March 8142would provide a loss on foreign
currency of approximately $0.5 million. Any gainloss would be significantly mitigated by the hesigéscussed in the following paragraph.

As of March 31, 2014, we had no material contramser than accounts receivable, accounts payabteloans to a subsidiary, denominated
in foreign currencies. As of March 31, 2014, we Fagvard contracts outstanding with notional amaunotaling €20.7 million ($28.5

million), which mature at various times through@6tL4. The fair value of these forward contracts swdps was a net liability of
approximately $7 thousand as of March 31, 2014.

For further information about the fair value of @wailable-for-sale investments and our derivasimd hedging activities as of March 31,
2014, see Notes 5 and 6 of Notes to Consolidatea€ial Statements.

ITEM 4. CONTROLS AND PROCEDURES

(a) Evaluation of disclosure controls and procedures. Our Chief Executive Officer and Chief Financial ioffr are responsible for establishing
and maintaining “disclosure controls and procedufas defined in the Securities Exchange Act of4L8iles 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 coverethibyguarterly 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 haveenaty affected, or are reasonably likely to methy 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 27, 2014 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:

Total Number of

Maximum Number

Total Average Shares Purchase of Shares that May
Number of Price as Part of Publicly Yet Be Purchased
Shares Paid per Announced Plans Under the Plans ol
Period Purchasec Share or Programs Programs
January 1, 2014 — January 31, 2014 106,82¢ $25.4( 106,82¢ 3,355,30:
February 1, 201— February 28, 201 268,27: $25.02 268,27: 3,087,03.
March 1, 201+ March 31, 201 — — — 3,087,03.
Total 375,10( 375,10(

On May 1, 2013, our Board of Directors authorizeel tepurchase of an additional 5.0 million shafesuo common stock. This new
authorization is being implemented through openketaor private purchases from time to time as dciont warrant.

ITEM 6. EXHIBITS

Exhibits.
Exhibit No Descriptiot
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 Docur

* Pursuant to Regulation S-T, this interactive ddéais deemed not filed or part of a registratgiatement 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: May 7, 2014 /s/ James E. Matthev
James E. Matthew
Senior Vice President — Finance,
Chief Financial Officer, Treasurer,
Secretary and Director
(Principal Accounting Officer
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EXHIBIT INDEX

Exhibit No. DescriEtion
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, amngtfe@ 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 reportirgg @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: May 7, 2014

/s/ Thomas R. Stantc
Thomas R. Stanta
Chief Executive Officer and Chairman of the Bo




CERTIFICATIONS

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 circuntstsunder which such statements were made, niatadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,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 reportirgg @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 consolidhgibsidiaries, 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 accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentisi report our conclusions
about the effectiveness of the disclosure contints 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 regigts fourth fiscal quarter in the case of an aimaport) 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 regrg’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: May 7, 2014

/s/ James E. Matthev

James E. Matthew

Senior Vice President — Finance,
Chief Financial Officer, Treasurer,
Secretary and Directt




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 March 31, 2014 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. Stantc

Thomas R. Stanto

Chief Executive Officer and Chairman of the Bo
May 7, 2014




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 March 31, 2014 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. Matthev

James E. Matthew

Senior Vice President — Finance,
Chief Financial Officer, Treasurer,
Secretary and Director

May 7, 2014




