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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,” “egf” “intend,” “estimate,” “anticipate,” “will,” ‘may,” “could” and similar expressions
identify forward-looking statements. We caution ytbat any forward-looking statements made by usnoour behalf are subject to
uncertainties and other factors that could causk statements to be wrong. A list of factors tlatld materially affect our business, financ
condition or operating results is included undeacters that Could Affect Our Future Results” in ‘hd@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, 2014 filed on Februarg@15 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 egedrom time to time, and it is not possible fsrta 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)
March 31, December 31
2015 2014
ASSETS
Current Assets
Cash and cash equivale $ 87,00¢ $ 73,43¢
Shor-term investment 78,76( 46,91¢
Accounts receivable, less allowance for doubtfebants of $20 and $136 at March 31, 2015 and
December 31, 2014, respectivi 90,86¢ 88,50:
Other receivable 29,96: 33,29¢
Inventory, ne 93,12 86,71(
Prepaid expenst¢ 5,092 5,12¢
Deferred tax assets, r 16,29 17,09t
Total Current Assets 401,11: 351,08
Property, plant and equipment, | 73,98 74,82¢
Deferred tax assets, r 18,83 17,69«
Goodwill 3,49 3,49:
Other asset 10,08( 10,94:
Long-term investment 236,67¢ 280,64¢
Total Assets $ 744,18( $ 738,69
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities
Accounts payabl $ 73,69¢ $ 56,41
Unearned revent 16,81t 22,76:
Accrued expense 12,77: 11,077
Accrued wages and benef 15,60¢ 13,85¢
Income tax payable, n 13,08¢ 14,90:
Total Current Liabilities 131,97 119,00¢
Non-current unearned reven 10,08¢ 10,94¢
Other noi-current liabilities 30,64¢ 30,92«
Bonds payabl 28,80( 28,80(
Total Liabilities 201,51: 189,68:
Commitments and contingencies (see Note
Stockholders Equity
Common stock, par value $0.01 per share; 200,08 stauthorized; 79,652 shares issued and 53,.
shares outstanding at March 31, 2015 and 79,652skesued and 53,431 shares outstanding at
December 31, 201 797 797
Additional paic-in capital 243,47¢ 241,82
Accumulated other comprehensive |i (3,829 (75)
Retained earning 905,88 907,75:
Less treasury stock at cost: 26,333 and 26,22 slzMarch 31, 2015 and December 31, 2014,
respectively (603,66() (601,289
Total Stockholders’ Equity 542,66¢ 549,01:
Total Liabilities and Stockholders’ Equity $ 744,18( $ 738,69

See notes to consolidated financial statements
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ADTRAN, INC.

CONSOLIDATED STATEMENTS OF INCOME

Sales
Cost of sale:

Gross Profit

Selling, general and administrative exper
Research and development exper

Operating Income

Interest and dividend incon
Interest expens

Net realized investment ga
Other income (expense), r

Income before provision for income taxe:

Provision for income taxe

Net Income

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

Earnings per common shée- diluted

Dividend per shar

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

Three Months Ended
March 31,
2015 2014

$142,83!  $147,00:
77,27: 69,21«

65,56 77,79

31,06« 33,93¢
32,53¢ 32,55¢

1,96: 11,29¢

932 1,29¢
(14€) (227)
3,11¢ 2,19:
(359) 127
5,51( 14,67¢

(2,199 (5,079
$ 3317 $ 9,60

53,39¢ 56,75
53,63¢ 57,36¢

$ 006 $ 0.17
$ 006 $ 0.17
$ 00¢ $ 0.0¢

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

Three Months Ended

March 31,
2015 2014
Net Income $ 3,317  $9,60:
Other Comprehensive Loss, net of t
Net unrealized losses on availe-for-sale securitie (503) (921)
Defined benefit plan adjustmer 68 —
Foreign currency translatic (3,31%) 252
Other Comprehensive Loss, net of ta (3,759 (669)
Comprehensive Income (Loss), net of ta $ (436€) $8,93¢

See notes to consolidated financial statements
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ADTRAN, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
(In thousands)

Cash flows from operating activities:
Net income

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

Depreciation and amortizatic

Amortization of net premium on availa-for-sale investment

Net realized gain on loi-term investment

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

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 investment
Purchases of availal-for-sale investment

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

Cash and cash equivalents, end of peric

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,
2015 2014

$ 3,317 $ 9,601

3,72¢ 3,58(
91¢ 1,13¢
(3,115 (2,19
8 ©)
1,63¢ 2,057
(692) 627
8 57

9) (59
(4,57)  (15,97)
511 (9,407)

(7,789 2,73¢
(219 (2,029
20,08. 11,04
(282) 8,431
(524) 27¢
13,01 9,89¢

(2,447) (2,04
1

58,07¢ 85,07
(44,58) (69,18
11,04¢  13,84¢

28( 1,541
(3,035 (9,429
4,81) (5,107

— (16,500)

9 55
(7551 (29,43
16,507 (5,68E)
(2,937) 202

73,43¢ 58,29¢
$87,00¢ $5281¢

$ 784 % 85
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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, 2014 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 reaoggo fairly state these interim statements hmen recorded and are of a normal and
recurring nature. The results of operations foind@rim period are not necessarily indicative @ thsults for the full year. The interim
statements should be read in conjunction with ith@ncial statements and notes thereto includeddmRAN’s Annual Report on Form 10-K
for the year ended December 31, 2014, filed ondaelyr24, 2015 with the SEC.

Changesin Classifications

We reclassified $2.3 million from other receivablesccounts receivable at December 31, 2014 tfpoworto the current period presentation.

Out of Period Adjustment

In connection with the preparation of our CondenSedsolidated Financial Statements, we recordegtctions of certain out of period,
immaterial misstatements that occurred in priofquks, the most significant of which resulted iniacrease in Other Expense of $1.3 million
in the first quarter. The aggregate impact of theections was a $0.8 million reduction to pre-tzcome for the three months ended

March 31, 2015 and is not expected to be mataritdd current year annual results.

Use of Estimates

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptiondfenztttae reported amounts of assets and lialslitiee disclosure of contingent assets
liabilities at the date of the financial statementsd the reported amounts of revenue and expemseydhe reporting period. Our more
significant estimates include the obsolete and &xa®/entory reserves, warranty reserves, custoehates, determination of the deferred
revenue components of multiple element sales agretsnestimated costs to complete obligations &stsacwith deferred revenues,
estimated income tax provision and income tax ogeticies, the fair value of stock-based compemnsatigpairment of goodwill, valuation
and estimated lives of intangible assets, estima¢edion liability, fair value of investments, ahé evaluation of other-than-temporary
declines in the value of investments. Actual amswatld differ significantly from these estimates.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standardsr8assued Accounting Standards Update No. 2014/R8&nue from Contracts with
Customers (ASU 2014-09), which supersedes the revenue retiogniequirements in Topic 60Revenue Recognition , including most
industry-specific revenue recognition guidance tigtoout the Industry Topics of the Codification. Tdoee principle of ASU 2014-09 is to
recognize revenues when promised goods or serareesansferred to customers in an amount thaatsfithe consideration that is expected
to be received for those goods or services. ASUIZ®Lis effective for annual reporting periods begigrafter December 15, 2016, includ
interim periods within that reporting period, aradlg application is not permitted. ASU 2014-09 altofor either full retrospective or
modified retrospective adoption. We are currentfgleating the transition method that will be elelcénd the impact that the adoption of A
2014-09 will have on our financial position, resulf operations and cash flows.
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2. INCOME TAXES

Our effective tax rate increased from 34.6% inttiree months ended March 31, 2014 to 39.8% inhtteetmonths ended March 31, 2015.
The increase in the effective tax rate betweertviloeperiods is primarily attributable to the releas a valuation allowance attributable to a

foreign subsidiary in 2014.

3. PENSION BENEFIT PLAN

We maintain a defined benefit pension plan coveemgployees in certain foreign countries.

The following table summarizes the components ofpreeodic pension cost for the three months erMdarcth 31, 2015 and 2014

(I'n thousands)

Service cost

Interest cos

Expected return on plan ass
Amortization of actuarial losse

Net periodic pension cos

4. STOCK-BASED COMPENSATION

Three Months Ended

March 31,
2015 2014
$ 34C $ 30:
15¢ 21t
(261) (279)
10t —

$ 34c $ 241

The following table summarizes the stock-based @raation expense related to stock options, restrigtiock units (RSUs) and restricted

stock for the three months ended March 31, 20152é8dd, which was recognized as follows:

(I'n thousands)

Stock-based compensation expense included in cost of s

Selling, general and administrative expe
Research and development expe

Stock-based compensation expense included in operag expenses

Total stock-based compensation expens

Tax benefit for expense associated with
nor-qualified options

Total stock-based compensation expense, net of t

Three Months Ended

March 31,

2015 2014
$ 90 $ 11¢
691 1,02¢
85¢ 91t
1,54¢ 1,941
1,63¢ 2,057

(180) (284)

$ 1,45¢ $1,77¢

The fair value of our stock options is estimatemhgishe Black-Scholes model. The determinatiorheffair value of stock options on the date
of grant using the Black-Scholes model is affedtgaur stock price as well as assumptions regaraingmber of complex and subjective

variables that may have a significant impact onféirevalue estimate.
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The weighted-average assumptions and value ofroptjcanted for the three months ended March 315 aad 2014 are summarized as
follows:

Three Months Ended

March 31, March 31,
2015 2014
Expected volatility 38.75% 39.5%
Risk-free interest rat 1.4% 1.86%
Expected dividend yiel 1.6(% 1.3¢%
Expected life (in years 6.47 6.2t
Weighte-average estimated val $ 7.6% $ 9.2¢

The fair value of our RSUs is calculated using andddCarlo Simulation valuation method. No RSUs wgranted or vested during the three
months ended March 31, 2015 or 2014. Twelve thali&8lUs were forfeited during the three months emdacth 31, 2015.

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, 202614.

Stockbased compensation expense recognized in our Goatsal Statements of Income for the three monthdseéMarch 31, 2015 and 20
is based on options, RSUs and restricted stoakatély expected to vest, and has been reducedtioraed forfeitures. Estimated forfeitu
for stock options are based upon historical expegeand approximate 3.1% annually. We estimatei #obfeiture rate for our RSUs and
restricted stock due to the limited number of resifs and historical experience for these awards.

As of March 31, 2015, total compensation expenisge® to non-vested stock options, RSUs and réstiistock not yet recognized was
approximately $15.2 million, which is expected ®recognized over an average remaining recogniéoiod of 2.7 years.

The following table is a summary of our stock opti@utstanding as of December 31, 2014 and MarcB@b and the changes that occurred
during the three months ended March 31, 2015:

Weighted Avg.
Aggregate
Number of Weighted Avg. Remaining
Contractual Intrinsic
(I'n thousands, except per share amounts) Options Exercise Price Life In Years Value
Options outstanding, December 31, 2014 6,981 $ 23.6: 6.4% $10,62¢
Options grante: 2 $ 22.5¢
Options forfeitec (79 $ 20.8i
Options expiret (19 $ 27.1¢
Options exercise 17 $ 16.5¢
Options outstanding, March 31, 201¢ 6,86¢ $ 23.6¢ 6.1¢€ $ 3,03i
Options vested and expected to vest, March 31, 2015 6,67¢ $ 23.7:¢ 6.11 $ 2,55:
Options exercisable, March 31, 201 4,362 $ 25.17 4.74 $ 2,30:¢

The aggregate intrinsic values in the table abepeasent the total pitex intrinsic value (the difference between thesitig price of our stoc
on the last trading day of the quarter and theaseiprice, 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, 2015. The aggreigatasic value will change based on the
fair market value of our stock.

The total pre-tax intrinsic value of options exsed during the three months ended March 31, 2055p@4. million.

9
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5. INVESTMENTS

At March 31, 2015, we held the following securitee®d investments, recorded at either fair valueost.

(I'n thousands)

Deferred compensation plan ass
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 cost

Total carrying value of available-for-sale investments

At December 31, 2014, we held the following se@esitind investments, recorded at either fair valugost.

(I'n thousands)

Deferred compensation plan ass

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 cost

Total carrying value of available-for-sale investments

Amortized Gross Unrealized

Carrying

Cost Gains Losse: Value
$ 14,071 $ 2,655 $ (59) $ 16,57
132,34: 25C (205) 132,38t
92,81( 31¢ (11) 93,11
4,24¢ — — 4,24t
26,60¢ 11,49¢ (487) 37,62
$270,07°  $14,61¢  $(751)  $283,94!
30,00(
1,49:
$315 43¢

Amortized Gross Unrealized

Carrying

Cost Gains Losse: Value
$ 13,897 $240¢ $ (12 $ 16,29
111,26: 18¢ (18€) 111,26:
127,34: 48( (39 127,78
2,46¢ — — 2,46t
26,39¢ 12,39¢ (539 38,25¢
$281,36.  $15,47(  $(771)  $296,06:
30,00(
1,50¢€
$327,56¢

10
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As of March 31, 2015, our corporate bonds and mpaidixed-rate bonds had the following contractoturities:

Municipal
Corporate fixed-rate

(I'n thousands) bonds bonds
Less than one year $ 44,10¢ $ 30,407
One to two year 39,16: 39,66(
Two to three year 49,11% 21,82¢
Three to five year — 1,22¢
Total $132,38¢ $93,117

Actual maturities may differ from contractual matigis because some borrowers have the right taocaliepay obligations with or without
call or prepayment penalties.

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, 2015, we held a $30.0 million resettertificate of deposit, which is carried at cd$tis investment serves as a collateral
deposit against the principal amount outstandindeutoans made to ADTRAN pursuant to an AlabaméeStalustrial Development
Authority revenue bond (the Bond). At March 31, 20the estimated fair value of the Bond using &ll@waluation technique was
approximately $29.7 million, based on a debt ségwvith a comparable interest rate and maturity ai8tandard and Poor’s credit rating of
AAA. For more information on the Bond, see “Debtider “Liquidity and Capital Resources” in the “Maeaent’s Discussion and Analysis
of Financial Condition and Results of Operationsii@ined in Item 2 of Part | of this report.

We review our investment portfolio for potentiattier-than-temporary” declines in value on an indiixl investment basis. We assess, on a
quarterly basis, significant declines in value vithicay be considered other-than-temporary 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 limitéd the following: the magnitude and duration cdtbrical declines in market prices, credit
rating activity, assessments of liquidity, pubiliinfys, and statements made by the issuer. We giypéegin our identification of potential
other-than-temporary impairments by reviewing aagusity with a fair value that has declined fromatiginal or adjusted cost basis by 25%
or more for six or more consecutive months. We #naluate the individual security based on the ipresly identified factors to determine

the amount of the write-down, if any. For the thneenths ended March 31, 2015 and 2014, other-thiaupdrary impairment charges were
not significant.

Realized gains and losses on sales of securitesoanputed 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) 2015 2014
Gross realized gains $ 3,14¢ $ 2,22¢
Gross realized losst $ (30 $ (36)

As of March 31, 2015 and 2014, gross unrealizesdl®selated to individual securities in a contiraulmss 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 t® ¥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 alMes based on quoted prices in markets that
are not active or model inputs that are observeitter directly or indirectly; Level 3 - Values leason 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, 2015 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

Commercial pape $ 11,99° $ — $ 11,99° $ —

Money market fund 3,22¢ 3,22¢ — —
Cash equivalents 15,22¢ 3,22¢ 11,997 —
Available-for-sale securities

Deferred compensation plan ass 16,57: 16,57: — —
Available-for-sale debt securitie:

Corporate bond 132,38t — 132,38t —

Municipal fixec-rate bond: 93,11" — 93,11° —

Municipal variable rate demand no 4,24¢ — 4,24¢ —
Available-for-sale marketable equity securitie:

Marketable equity securitie technology industr 9,03¢ 9,03¢ — —

Marketable equity securitie other 28,58¢ 28,58 — —
Available-for-sale securities 283,94! 54,19t 229,75( —
Total $299,17( $ 57,42 $241,74° $ =

12



Table of Contents

Fair Value Measurements at December 31, 2014 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 $ 1,168 $ 1,168 $ — $ —
Available-for-sale securities
Deferred compensation plan ass 16,29 16,29 — —
Available-for-sale debt securitie:
Corporate bond 111,26: — 111,26: —
Municipal fixec-rate bond: 127,78 — 127,78 —
Municipal variable rate demand no 2,46t — 2,46 —
Available-for-sale marketable equity securitie:
Marketable equity securitie technology industr 9,661 9,661 — —
Marketable equity securitie other 28,59 28,59 — —
Available-for-sale securities 296,06. 54,54¢ 241,51: —
Total $297,22! $ 55,71. $241,51: $ =

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 customers and suppliers who ades or pay in a non-functional currency. Charigghe monetary exchange rates may
adversely affect our results of operations andnfieal condition. When appropriate, we enter intdaws derivative transactions to enhance
our ability to manage the volatility relating tcete typical business exposures. We do not holsksaeiderivative instruments for trading or
other speculative purposes. Our derivative instnisare recorded in the Consolidated Balance She#teir fair values. Our derivative
instruments do not qualify for hedge accountingl accordingly, all changes in the fair value of ith&ruments are recognized as other
income (expense) in the Consolidated Statemerteome. The maximum contractual period for ourives is currently less than twelve
months. Our derivative instruments are not sulipabaster netting arrangements and are not ofisbiel Consolidated Balance Sheets.

As of March 31, 2015, we had forward contracts amding with notional amounts totaling €63.0 mitligh67.7 million), which mature at
various times throughout 2015.
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The fair values of our derivative instruments releat in the Consolidated Balance Sheet as of MatcR@L5 and December 31, 2014 wer
follows:

March 31, December 31
Balance Shee
(I'n thousands) Location 2015 2014
Derivatives Not Designated as Hedging Instrumelngs €|
2):
Foreign exchange contra~ asset derivative Other receivable $ 1,69: $ 24¢
Foreign exchange contra« liability derivatives Accounts payab $ (607) $ (20

The change in the fair values of our derivativérumaents recorded in the Consolidated Statemenigcoime during the three months ended
March 31, 2015 and 2014 were as follows:

Three Months Ended

Income Statement March 31,
(I'n thousands) Location 2015 2014
Derivatives Not Designated as Hedging Instrume
Foreign exchange contrac Other income (expens $ 1,47¢ $ (110
7. INVENTORY
At March 31, 2015 and December 31, 2014, inventorsisted of the following:
March 31, December 31
(I'n thousands) 2015 2014
Raw materials $ 35,89 $ 34,83
Work in proces: 2,618 3,75(
Finished good 54,61¢ 48,12¢
Total $93,12: $ 86,71

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 basedugssumptions about future demand and market ¢onslitAt March 31, 2015 and
December 31, 2014, raw materials reserves totaléd®$nillion, and finished goods inventory reseriataled $7.6 million and $7.8 million,
respectively.

8. GOODWILL AND INTANGIBLE ASSETS

Goodwill, all of which relates to our acquisitiohBluesocket, Inc. and is included in our Enterpiidetworks division, was $3.5 million at
March 31, 2015 and December 31, 2014. We evalbhatedrrying value of goodwill during the fourth giea of each year and between ant
evaluations if events occur or circumstances chamafevould more likely than not reduce the failueaof the reporting unit below its
carrying amount. We have elected to first assessgtialitative factors to determine whether it igenlikely than not that the fair value of the
reporting unit to which the goodwill is assignedeiss than its carrying amount as a basis for daténg whether it is necessary to perform
two-step impairment test. If we determine thas itriore likely than not that its fair value is Iéisan its carrying amount, then the two-step
impairment test will be performed. There have beeimpairment losses recorded since acquisition.

Intangible assets are included in other assetsim¢companying Consolidated Balance Sheets ahalnntangibles acquired in conjuncti
with our acquisitions of Objectworld Communicatiddsrporation on September 15, 2009, Bluesocket,dndugust 4, 2011, and the NSN
BBA business on May 4, 2012.
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The following table presents our intangible asastsf March 31, 2015 and December 31, 2014:

(I'n thousands) March 31, 2015 December 31, 201
Accumulated Accumulated

Gross Gross

Value Amortization Net Value Value Amortization Net Value
Customer relationships $5781 $ (2,146 $ 3641 $6,31C $ (2,13¢) $ 4,17¢
Developed technolog 5,69¢ (3,660 2,03¢ 6,00¢ (3,577) 2,42¢
Intellectual propert 2,34( (1,609 737 2,34( (1,520 82C
Trade name 27C (220 50 27C (20%) 65
Other 11 (12) - 12 (12) 1
Total $14,10: $ (7,640 $ 6,46¢ $14,937 $ (7,449 $ 7.48¢

Amortization expense, all of which relates to besmacquisitions, was $0.5 million and $0.6 millionthe three months ended March 31,
2015 and 2014, respectively.

As of March 31, 2015, the estimated future amatitireexpense of our intangible assets is as follows

(I'n thousands) Amount
Remainder of 2015 $1,41:
2016 1,64¢
2017 1,14¢
2018 691
2019 29¢
Thereaftel 1,26¢

Total $6,46

9. STOCKHOLDERS’ EQUITY
A summary of the changes in stockholders’ equitytiie three months ended March 31, 2015 is asvistio

Stockholders’
(I'n thousands) Equity
Balance, December 31, 201 $ 549,01
Net income 3,317
Dividend payment (4,81))
Dividends accrued for unvested restricted stocksi 11
Net unrealized losses on availe-for-sale securities (net of ta (509)
Defined benefit plan adjustmer 8
Foreign currency translation adjustm (3,319
Proceeds from stock option exerci: 28C
Purchase of treasury sto (3,03
Income tax benefit from exercise of stock opti 8
Stoclk-based compensation expel 1,63¢
Balance, March 31, 201! $ 542,66

Sock Repurchase Program

Since 1997, our Board of Directors has approvediplelshare repurchase programs that have autldoogen market repurchase transactions
of up to 45.0 million shares of our common stockriBg the three months ended March 31, 2015, werobiased 0.1 million shares of our
common stock at an average price of $21.52 peeshée currently have the authority to purchasedditianal 4.7 million shares of our
common stock under the current plans approved éBtiard of Directors.
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Sock Option Exercises

We issued 17 thousand shares of treasury stockgltire three months ended March 31, 2015 to accalate@mployee stock option
exercises. The stock options had exercise prigegimg from $15.29 to $22.53. We received proceetdding $0.3 million from the exercise
of these stock options during the three monthseéiirch 31, 2015.

Dividend Payments
During the three months ended March 31, 2015, v gash dividends as follows (in thousands excepspare amounts):

Record Date

February 5, 201

Payment Date

February 19, 201 $

Per Share Amoun

0.0¢ $

Total Dividend Paid
4,811

Other Comprehensive Income

Other comprehensive income consists of unrealiz@asglosses) on available-for-sale securitiedassification adjustments for amounts
included in net income related to impairments dikable-for-sale securities, realized gains (lopsesavailable-for-sale securities, and
amortization of actuarial gains (losses) relatedundefined benefit plan, defined benefit plaruatthents and foreign currency translation
adjustments.

The following tables present changes in accumulatedr comprehensive income, net of tax, by compbfoe the three months ended
March 31, 2015 and 2014:

Three Months Ended March 31, 201!

Unrealized
Gains
(Losses) o
Defined
Available- Benefit Plan Foreign
for-Sale Currency
(In thousands) Securities Adjustments Adjustments Total
Beginning balance $ 8,96¢ $ (5,759 $ (3,289 $ (75
Other comprehensive income (loss) before reclassifins 1,36( — (3,319 (1,959
Amounts reclassified from accumulated other
comprehensive incon (1,867) 68 — (1,799
Net current period other comprehensive income(l (5039) 68 (3,319 (3,759
Ending balance $ 8,461 $ (5,689 $ (6,600 $(3,829)
Three Months Ended March31, 2014
Unrealized
Gains
(Losses) o
Defined
Available- Benefit Plan Foreign
for-Sale Currency
(In thousands) Securities Adjustments Adjustments Total
Beginning balance $ 10,737 $ (897) $ 907 $10,75:
Other comprehensive income (loss) before reclassifins 40z — 252 654
Amounts reclassified from accumulated other
comprehensive incon (1,329 — — 1,32
Net current period other comprehensive income(l (927) — 252 (669)
Ending balance $ 9,81¢ $ (897) $ 1,15¢ $10,08:¢
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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, 2015 and 2014:

(I'n thousands)

Details about Accumulated Other Comprehensive Incoe

Three Months Ended March 31, 201¢

Amount Reclassified
from Accumulated

Other Comprehensive

Affected Line Item in the
Statement Where Net

Components Income Income Is Presentec
Unrealized gains (losses) on available-for-sa
securities
Net realized gain on sales of securi $ 3,07¢ Net realized investment g:
Impairment expens (22 Net realized investment gi
Defined benefit plan adjustments — actuarial
losses (989) 1
Total reclassifications for the period, before 2,95¢
Tax (expense) bene (1,167
Total reclassifications for the period, net of $ 1,79¢

1 Included in the computation of net periodic pensiost. See Note 3 of Notes to Consolidated FindSta&ements

(I'n thousands)

Details about Accumulated Other Comprehensive Incoe

Three Months Ended March 31, 201«

Amount Reclassified
from Accumulated

Other Comprehensive

Affected Line Item in the
Statement Where Net

Components Income Income Is Presentec
Unrealized gains (losses) on available-for-sa
securities
Net realized gain on sales of securi $ 2,17( Net realized investment g:
Impairment expens — Net realized investment gi
Total reclassifications for the period, before 2,17(
Tax (expense) bene (847)
Total reclassifications for the period, net of $ 1,32%

The following table presents the tax effects reldatethe change in each component of other compedeincome for the three months en

March 31, 2015 and 2014:

(I'n thousands)

Unrealized gains (losses) on available-for-saleisges
Reclassification adjustment for amounts includedahincome
Foreign currency translation adjustm:

Total Other Comprehensive Income (Loss

Three Months Ended
March 31, 2015

Three Months Ended
March 31, 2014

Tax

Before-Tax (Expense Before-Tax
Net-of-Tax Tax Net-of-Tax
Amount Benefit Amount Amount Benefit Amount
$ 223C $ 8700 $ 136( % 65¢ $(257) $ 40z
(2,956 1,161 (1,799 (2,170 8417 (1,329
(3,31 — (3,319 252 — 252
$ (4049 $ 291 $ (3,759 $ (1,259 $59C $ (669
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10. EARNINGS PER SHARE

A summary of the calculation of basic and dilutedéngs per share for the three months ended MakcB015 and 2014 is as follows:

Three Months Ended

March 31,
(I'n thousands, except per share amounts) 2015 2014
Numerator
Net income $ 3,317 $ 9,607
Denominator
Weighted average number of she- basic 53,39¢ 56,75
Effect of dilutive securitie
Stock options 22( 602
Restricted stock and restricted stock u 15 15
Weighted average number of she— diluted 53,63¢ 57,36¢
Net income per shar basic $ 0.0¢ $ 0.17
Net income per shar diluted $ 0.0¢ $ 0.17

Anti-dilutive options to purchase common stock tangling were excluded from the above calculatiémi-dilutive options totaled
5.6 million and 3.1 million for the three monthsded March 31, 2015 and 2014, 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 esps, research and development
expenses, interest and dividend income, intergetese, net realized investment gain/loss, oth@mieéexpense 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, 2015 and 2014. Asset information by regile segment is not reported, since we do notym®duch information internally.

Three Months Ended

March 31, 2015 March 31, 2014
(In thousands) Sales Gross Profit Sales Gross Profit
Carrier Networks $116,01« $ 49,85¢ $118,16: $ 61,35¢
Enterprise Network 26,82: 15,70¢ 28,84 16,431
Total $142,83! $ 65,56: $147,00:« $ 77,79

18



Table of Contents

Sales by Product
Our three major product categories are Carrieredyst Business Networking and Loop Access.
Carrier Systemsproducts are used by communications service provitteprovide data, voice, and video services ttsamers and
enterprises. This category includes the followingdpict areas and related services:
. Broadband Acces
. Total Acces® 5000 Series of Mul-Service Access Node (MSAT
. hiX 5600 Series of MSAN
. Total Access 1100/1200 Series of Fiber to the N&A& N) products
. hiX 1100 Series of Fiber to the Node (FTTN) prodt
. VDSL?2 Vectoring based Digital Subscriber Line Aceddultiplexer (DSLAM) product:
. ADTRAN 500 Series of FTTdp G.fast Distribution Poignits (DPU)
. Optical
. Optical Networking Edge (ONE
. NetVanta 8000 Series of Fiber Ethernet Access BsEAD)
. NetVanta 8400 Series of 10Gig Mi-service Edge Switche
. OPTI-6100 and Total Access 3000 optical M-Service Provisioning Platforms (MSP
. Pluggable Optical Products, including SFP, XFP, SRré+
. Time Division Multiplexed (TDM) system
Business Networkingproducts provide access to communication servioddacilitate the delivery of cloud connectivitychanterprise
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®)
. NetVant®
. Access Router
. Enterprise Session Border Controllers (eS
. Managed Ethernet Switch
. IP Business Gatewa
. Unified Communications (UC) solutiol
. Carrier Ethernet Network Terminating Equipment (N
. Carrier Ethernet Routers and Gatew

. Network Management Solutiol

Loop Accessproducts are used by carrier and enterprise custoibeaccess to copper-based communications nkswdhis category
includes the following product areas and relatedises:

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

. Digital Data Service (DDS

. Integrated Services Digital Network (ISDN) produ

. T1/E1/T3 Channel Service Units/Data Service UitSUs/DSUs
. TRACER fixec-wireless product
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The table below presents sales information by prbdategory for the three months ended March 3152thd 2014:

Three Months Ended

March 31,
(I'n thousands) 2015 2014
Carrier Systems $100,43¢ $ 99,55:
Business Networkin 35,38: 37,91¢
Loop Acces: 7,01¢ 9,53:
Total $142,83! $147,00:«

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, 2015 and 2014:

Three Months Ended

March 31,
(I'n thousands) 2015 2014
Core Products
Broadband Access (included in Carrier Syste $ 84,79 $ 81,52;
Optical (included in Carrier Systen 12,50¢ 12,78¢
Internetworking (included in Business Networkit 34,15¢ 36,94¢
Subtotal 131,45 131,26:
Legacy Products
HDSL (does not include T1) (included in Loop Acge 6,70: 8,87
Other products (excluding HDSI 4,67¢ 6,86°
Subtotal 11,37¢ 15,74:
Total $142,83! $147,00:

12. LIABILITY FOR WARRANTY RETURNS

Our products generally include warranties of 90sd@ayten years for product defects. We accrue foranty returns at the time revenue is
recognized based on our estimate of the cost @irepreplace 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 uf product offerings migrate from line card appficas 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 $8.7 million at
March 31, 2015 and $8.4 million at December 31 420hese liabilities are included in accrued experis the accompanying Consolidated
Balance Sheets.
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A summary of warranty expense and write-off acifir the three months ended March 31, 2015 and 204s follows:

Three Months Ended

March 31,
2015 2014

(I'n thousands)

Balance at beginning of peri $8,41¢ $ 8,97
Plus: Amounts charged to cost and expe 461 434
Less: Deduction (192) (2,019

Balance at end of perioc $8,68¢ $ 7,39:

13. RELATED PARTY TRANSACTIONS

During 2014, we employed the law firm of our diocgémeritus for legal services. All bills for sezes rendered by this firm were reviewed
and approved by our Chief Financial Officer. Weidad that the fees for such services were compatatthose charged by other firms for
services rendered to us. The services of our diresheritus ended with his death on September14.20or the three months ended
March 31, 2014, we incurred fees of $10 thousamdmumth for these legal services.

14. COMMITMENTS AND CONTINGENCIES

In the ordinary course of business, we may be stibjevarious legal proceedings and claims, inclgd&dmployment disputes, patent claims,
disputes over contract agreements and other conhdigsputes. 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, 2015, of which $7.7 million has been &zpto these commitments.

15. SUBSEQUENT EVENTS

On April 21, 2015, we announced that our Board mé&ors declared a quarterly cash dividend of $@€& common share to be paid to
stockholders of record at the close of businesiglayn 7, 2015. The payment date will be May 21, 200ite quarterly dividend payment will
be approximately $4.7 million. In July 2003, ouraBd of Directors elected to begin declaring quértéividends on our common stock
considering the tax treatment of dividends and adtglevels of Company liquidity.

During the second quarter and as of May 6, 2015have repurchased 1.2 million shares of our comstock through open market purcha
at an average cost of $16.33 per share. We cwrieatle the authority to purchase an additionah3ildon 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 provitteprovide data, voice, and video services ttsamers and
enterprises. This category includes the followingdoict areas and related services:

. Broadband Acces
. Total Acces® 5000 Series of Mul-Service Access Node (MSAT
. hiX 5600 Series of MSAN
. Total Access 1100/1200 Series of Fiber to the N&d& N) products
. hiX 1100 Series of Fiber to the Node (FTTN) prodt
. VDSL?2 Vectoring based Digital Subscriber Line Aceddultiplexer (DSLAM) product:
. ADTRAN 500 Series of FTTdp G.fast Distribution Posnits (DPU)
. Optical
. Optical Networking Edge (ONE
. NetVanta 8000 Series of Fiber Ethernet Access BsEAD)
. NetVanta 8400 Series of 10Gig Mr-service Edge Switche
. OPTI-6100 and Total Access 3000 optical M-Service Provisioning Platforms (MSFP
. Pluggable Optical Products, including SFP, XFP, SRré+
. Time Division Multiplexed (TDM) system
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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:i
. Optical Network Terminals (ONT:
. Bluesocke® virtual Wireless LAN (VWLAN®)
. NetVant®
. Access Router
. Enterprise Session Border Controllers (eS
. Managed Ethernet Switch
. IP Business Gatewa
. Unified Communications (UC) solutiol
. Carrier Ethernet Network Terminating Equipment (N
. Carrier Ethernet Routers and Gatew

. Network Management Solutiol

Loop Accessproducts are used by carrier and enterprise custofbeaccess to copper-based communications nkswdhis category
includes the following product areas and relatedises:

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

. Digital Data Service (DDS

. Integrated Services Digital Network (ISDN) produ

. T1/E1/T3 Channel Service Units/Data Service UritSs/DSUs
. TRACER fixec-wireless product

In addition, we identify subcategories of prodwatanues, 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 areadipogis well for this migration. As a result of shinigration, revenues of our legacy products,
including HDSL, have decreased significantly. Despiccasional increases, we anticipate revenuesrdégacy products, including HDSL,
will continue to decline over time.

See Note 11 of Notes to Consolidated Financiak8tanhts in this report for further information redjag these product categories.

Sales were $142.8 million for the three months dridarch 31, 2015 compared to $147.0 million for timee months ended March 31, 2014.
Product revenues for our three core areas, BroadBecess, Optical and Internetworking, were $13iilfion for the three months ended
March 31, 2015 compared to $131.3 million for theee months ended March 31, 2014. Our gross mdegireased to 45.9% for the three
months ended March 31, 2015 from 52.9% for theetimenths ended March 31, 2014. Our operating inaoiargin decreased to 1.4% for
three months ended March 31, 2015 from 7.7% fothlihee months ended March 31, 2014. Net income$8& million for the three months
ended March 31, 2015 compared to $9.6 million fierthree months ended March 31, 2014. Our effetdiveate increased to 39.8% for the
three months ended March 31, 2015 from 34.6% #®thinee months ended March 31, 2014. Earningshaee sassuming dilution, were $0
for the three months ended March 31, 2015 compar&0.17 for the three months ended March 31, 2014.
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Our operating results have fluctuated on a quarteasis in the past, and may vary significantlfuture periods due to a number of factors,
including customer order activity and backlog. Bagkevels vary because of seasonal trends, thadiof customer projects and other
factors that affect customer order lead times. Mainyur customers require prompt delivery of pradughis requires us to maintain
sufficient inventory levels to satisfy anticipatestomer demand. If near-term demand for our prisdideeclines, or if potential sales in any
guarter do not occur as anticipated, our finamaalilts could be adversely affected. Operating esg® are relatively fixed in the short term;
therefore, a shortfall in quarterly revenues caigphificantly impact our financial results in a givquarter.

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

Accordingly, our historical financial performanceriot necessarily a meaningful indicator of futtgsults, and, in general, management
expects that our financial results may vary fromqaeto period. A list of factors that could matdly affect our business, financial condition
or operating results is included under “FactorstTmuld Affect Our Future Results” in “ManagemeriDscussion and Analysis of Financial
Condition and Results of Operations” containedéml 2 of Part | of this report. These factors halge been discussed in more detail in
Item 1A of Part | in our most recent Annual RepmtForm 10-K for the year ended December 31, 2filéd, on February 24, 2015 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, 2014, filetFebruary 24, 2015 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, 2015 COMPARED TO THREE MONTHS ENDED
MARCH 31, 2014

SALES

ADTRAN's sales decreased 2.8% from $147.0 milliotthie three months ended March 31, 2014 to $148l®min the three months ended
March 31, 2015. The decrease in sales for the thighs ended March 31, 2015 is primarily attriblgao a $4.4 million decrease in sale:
our HDSL and other legacy products and a $2.8 anildecrease in sales of our Internetworking pragyszrtially offset by a $3.3 million
increase in sales of our Broadband Access prod8ates during the three months ended March 31, 2@1& also negatively impacted by the
strengthening of the U.S. dollar against the Euro.

24



Table of Contents

Carrier Networks sales decreased 1.8% from $118l@min the three months ended March 31, 2018146.0 million in the three months
ended March 31, 2015. The decrease in sales fahthe months ended March 31, 2015 is primarilytattable to decreases in sales of our
HDSL and other legacy products and Internetworkirgducts, partially offset by an increase in salfesur Broadband Access products. The
decrease in sales of HDSL and other legacy prodactie three months ended March 31, 2015 has &eeected as customers continue to
upgrade their networks to deliver higher bandwakhvices by migrating to newer technologies, initigdo our core products from our
Broadband Access, Internetworking and Optical pobtines. While we expect that revenues from HD8H aur other legacy products will
continue to decline over time, these revenues ratirue for years because of the time requiredwrcustomers to transition to newer
technologies. The decrease in sales of our Inteork&ing products for the Carrier Networks divisigmprimarily attributable to a decrease in
sales of our EFM products, partially offset by acrease in sales of our FTTP ONT products. Theeas® in sales of our Broadband Access
products is primarily attributable to increasesid 5600 and Total Access 5000 MSAN product sgestially offset by the impact of the
strengthening of the U.S. dollar against the Euro.

Enterprise Networks sales decreased 7.0% from $88li8n in the three months ended March 31, 201426.8 million in the three months
ended March 31, 2015. The decrease in sales fahthe months ended March 31, 2015 is primarilytattable to decreases in sales of our
Internetworking products. The decrease in salesipfnternetworking products for the Enterprisewks division was primarily attributat
to soft demand in our regional carrier distributairannels and VAR channels, partially offset byrovements in large carrier channel sales.
Internetworking product sales attributable to Epitise Networks were 93.8% of the division’s satethie three months ended March 31,
2015, compared to 94.3% in the three months endadiv31, 2014. Legacy products primarily comprigeremainder of Enterprise
Networks sales. Enterprise Networks sales as @pege of total sales decreased from 19.6% fothifee® months ended March 31, 201-
18.8% for the three months ended March 31, 2015.

International sales, which are included in the @aiMetworks and Enterprise Networks amounts dsegisbove, increased 9.4% from $54.3
million in the three months ended March 31, 201836.4 million in the three months ended MarchZ11,5. International sales, as a
percentage of total sales, increased from 36.9%h#othree months ended March 31, 2014 to 41.6%héothree months ended March 31,
2015. The increase in international sales in theetlmonths ended March 31, 2015 compared to tee thonths ended March 31, 2014 is
primarily attributable to an increase in saleshia EMEA region, partially offset by decreases iles& Latin America and the Asia-Pacific
region.

Carrier System product sales increased $0.9 milliche three months ended March 31, 2015 compar#tk three months ended March 31,
2014. The increase for the three months ended MakcBO015 is primarily attributable to a $3.3 naifliincrease in Broadband Access product
sales, partially offset by a $2.1 million decreaskegacy product sales. The changes for the tim@eths ended March 31, 2015 are primarily
attributable to the factors discussed above.

Business Networking product sales decreased $2limin the three months ended March 31, 2015 camag to the three months ended
March 31, 2014. The decrease for the three momttisceMarch 31, 2015 is primarily attributable t$2a8 million decrease in
Internetworking product sales. The decrease fothtee ended March 31, 2015 is primarily attribigab the factors discussed above.

Loop Access product sales decreased $2.5 millitharthree months ended March 31, 2015 compartttthree months ended March 31,
2014. The decrease for the three months ended Marck015 is primarily attributable to a $2.2 neilidecrease in HDSL product sales,
which is discussed further above.

COST OF SALES

As a percentage of sales, cost of sales increased47.1% in the three months ended March 31, 2054.1% in the three months ended
March 31, 2015. The increase for the three momdea@ March 31, 2015 is primarily attributable te gtrengthening of the U.S. dollar
against the Euro, an increase in internationaksaiédower gross margins, shifts in customer mighér services mix, and customer price
movements to achieve market share position.
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Carrier Networks cost of sales, as a percent d$idiv sales, increased from 48.1% in the three hwahded March 31, 2014 to 57.0% in the
three months ended March 31, 2015. The increagbdahree months ended March 31, 2015 is primattiybutable to the strengthening of
the U.S. dollar against the Euro, an increasetgrmational sales at lower gross margins, highefices mix, and customer price movements
to achieve market share position.

Enterprise Networks cost of sales, as a percedivifion sales, decreased from 43.0% in the threeths ended March 31, 2014 to 41.4% in
the three months ended March 31, 2015. The decfeatige three months ended March 31, 2015 is piiynattributable to customer and
product mix.

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

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Selling, general and administrative expenses deete8.5% from $33.9 million in the three monthseshilarch 31, 2014 to $31.1 million in
the three months ended March 31, 2015. The decheasdling, general and administrative expenseshe three months ended March 31,
2015 is primarily attributable to a decrease in pensation expense and legal expense.

Selling, general and administrative expenses as@eptage of sales decreased from 23.1% in the thomths ended March 31, 2014 to
21.7% in the three months ended March 31, 201%in§ebeneral and administrative expenses as a&ptage of sales may fluctuate when
there is a significant fluctuation in revenuestfog periods being compared.

RESEARCH AND DEVELOPMENT EXPENSES

Research and development expenses remained coats$8#.6 million in the three months ended Marth2014 and $32.5 million in the
three months ended March 31, 2015.

As a percentage of sales, research and develomreeabses increased from 22.1% in the three monttedeMarch 31, 2014 to 22.8% in the
three months ended March 31, 2015. Research aradogerent expenses as a percentage of sales witilifite 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 dewsdop expenses in connection with our new and egjgiroducts and our expansion into
international markets. We continually evaluate meaduct opportunities and engage in intensive reseand product development efforts
which provides for new product development, enharese of existing products and product cost reduasti®Ve may incur significant
research and development expenses prior to thpteteevenues from a major new product group.

INTEREST AND DIVIDEND INCOME

Interest and dividend income decreased 27.9% frbi® &illion in the three months ended March 31,2@1$0.9 million in the three months
ended March 31, 2015. The decrease in interestliardbnd income is primarily attributable to a retlan in investment principal partially
offset by a slightly higher rate of return. Seeduidity and Capital Resources” below for additiomébrmation on our taxable revenue bond.

INTEREST EXPENSE

Interest expense, which is primarily related to taxable revenue bond, remained constant at $0lidmin the three months ended March
2014 and $0.1 million in the three months endeddi&1, 2015, as we had no substantial change ifixad-rate borrowing. 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 increased 42.1% fr@r@ #illion in the three months ended March 31,2@1$3.1 million in the three mont
ended March 31, 2015. The increase in realizedstnvent gains for the three months ended March @15 & primarily attributable to
increased gains from the sale of equity securitiesthe rebalancing of our investment portfolice Savesting Activities” in “Liquidity and
Capital Resources” below for additional information

OTHER INCOME (EXPENSE), NET

Other income (expense), net, comprised primarilgniEcellaneous income, gains and losses on foigency transactions, investment
account management fees, and scrap raw mateggal, silanged from $0.1 million of income in the ¢hmeonths ended March 31, 2014 to
$0.4 million of expense in the three months endeddd 31, 2015. The change in the three months eliéech 31, 2015 is primarily
attributable to losses on foreign currency trarieastduring the first quarter of 2015.

INCOME TAXES

Our effective tax rate increased from 34.6% inttiree months ended March 31, 2014 to 39.8% inHfe=tmonths ended March 31, 2015.
The increase in the effective tax rate betweertvtloeperiods is primarily attributable to the releas a valuation allowance attributable to a
foreign subsidiary in 2014.

NET INCOME

As a result of the above factors, net income dee@&6.3 million from $9.6 million in the three ntbs ended March 31, 2014 to $3.3 milli
in the three months ended March 31, 2015.

As a percentage of sales, net income decreaseddiah in the three months ended March 31, 20143%2n the three months ended
March 31, 2015.

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 gervengdorate purposes, including (i) product
development activities to enhance our existing patgland develop new products and (ii) expansisatefs and marketing activities. We

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

At March 31, 2015, cash on hand was $87.0 milliod short-term investments were $78.8 million, whiesulted in available short-term
liquidity of $165.8 million. At December 31, 201dyr cash on hand of $73.4 million and short-termegtments of $46.9 million resulted in
available short-term liquidity of $120.4 millionh& increase in short-term liquidity from Decembgr 3014 to March 31, 2015 is primarily
attributable to a reallocation of our investmentgitovide additional funds for our short-term casleds, which includes operating activities,
capital expenditures, purchase of treasury staul shareholder dividends.

Operating Activities

Our working capital, which consists of current assess current liabilities, increased 16.0% fra2821 million as of December 31, 2014 to

$269.1 million as of March 31, 2015. The quickesatiefined as cash, cash equivalents, short-tevestments, and net accounts receivable,
divided by current liabilities, increased from 1a%of December 31, 2014 to 1.94 as of March 31520he current ratio, defined as current
assets divided by current liabilities, increasenfr2.95 as of December 31, 2014 to 3.04 as of Mat¢l2015. The increases in our working

capital, quick ratio and current ratio are primaaittributable to an increase in cash and shomt-tevestments, partially offset by an increase
in accounts payable.
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Net accounts receivable increased 2.7% from $8@lmat December 31, 2014 to $90.9 million at Iai31, 2015. Our allowance f
doubtful accounts was $0.1 million at December2®i.4 and $20 thousand at March 31, 2015. Quaréedpunts receivable days sales
outstanding (DSO) remained constant at 57 day$ Be@ember 31, 2014 and March 31, 2015. The changet accounts receivable is due
changes in customer mix and the timing of salescatidctions during the quarter. Certain internadiocustomers can have longer payment
terms than U.S. customers. Other receivables destlefaom $33.3 million at December 31, 2014 to @30illion at March 31, 2015. The
decrease in other receivables is primarily attablg to the timing of shipments and collectionsrfaterials supplied to our contract
manufacturers during the quarter.

Quarterly inventory turnover decreased from 3.84ws of December 31, 2014 to 3.4 turns as of Mat¢l2015. Inventory increased 7.4%
from December 31, 2014 to March 31, 2015. We exjpeentory levels to fluctuate as we attempt tontein sufficient inventory in response
to seasonal cycles of our business ensuring cotiveetéad times while managing the risk of invegitobsolescence that may occur due to
rapidly changing technology and customer demand.

Accounts payable increased 30.6% from $56.4 millibDecember 31, 2014 to $73.7 million at MarchZ115. 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 $2.4ionland $2.0 million for the three months endeddhea31, 2015 and 2014, respectively.
These expenditures were primarily used to purcheseufacturing and test equipment and computer softand hardware.

Our combined short-term and long-term investmeatsehsed $12.1 million from $327.6 million at Debem31, 2014 to $315.4 million at
March 31, 2015. This decrease reflects the implotiocash needs for capital expenditures, shamercbases, dividends, as well as net
realized and unrealized losses and amortizatiorebpremiums on our combined investments, part@fiset by additional funds available 1
investment provided by our operating activities atatk option exercises by 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, 2015 these investments included corpdraels of $132.4 million, municipal fixed-rate bemaf $93.1 million, and municipal
variable rate demand notes of $4.2 million. At Daber 31, 2014, these investments included corptates of $111.3 million, municipal
fixed-rate bonds of $127.8 million, and municipatiable rate demand notes of $2.5 million. As ofrtfte31, 2015, 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 A+. Becausebond portfolio has a high quality rating anetcactual maturities of a short duratic

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

Our long-term investments decreased 15.7% from $28(lion at December 31, 2014 to $236.7 milliarivearch 31, 2015. Long-term
investments at March 31, 2015 and December 31, Rldded an investment in a certificate of depos$30.0 million, which serves as
collateral for our revenue bond, as discussed haldevhave various equity investments included ngtterm investments at a cost of $26.6
million and $26.4 million, and with a fair value $87.6 million and $38.3 million, at March 31, 204/5d December 31, 2014, respectively.

Long-term investments at March 31, 2015 and Decerdbg2014 also included $16.6 million and $16.8iam, respectively, related to our
deferred compensation plans, and $1.5 million,eetypely, of other investments carried at cost,sisting of interests in two private equity
funds and an investment in a privately held telemomications equipment 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. For the thneenths ended March 31, 2015 and 2014, other-thiapdrary impairment charges were
not significant.

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, 2015, ave gividends totaling $4.8 million.

Debt

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

Bond) which totaled $30.0 million at March 31, 20 December 31, 2014. At March 31, 2015, thenedéd fair value of the Bond was
approximately $29.7 million, based on a debt séguwvith a comparable interest rate and maturity ai8tandard & Poor’s credit rating of
AAA. Included in long-term investments are rest@tfunds in the amount of $30.0 million at March 3015 and December 31, 2014, which
is a collateral deposit against the principal amafithe Bond. We have the right to set-off thealbak of the Bond with the collateral deposit
in order to reduce the balance of the indebtedidssBond matures on January 1, 2020, and bearesitat the rate of 2% per annum. In
conjunction with this program, we are eligible ézeive certain economic incentives from the sth#labama that reduce the amount of
payroll withholdings we are required to remit te ttate for those employment positions that qualifgter this program. We are required to
make payments in the amounts necessary to paptdrest on the amounts currently outstanding.dtisintent to make annual principal
payments in addition to the interest amounts thetdae. In connection with this decision, $1.2 imillof the Bond has been classified as a
current liability in accounts payable in the Coindated Balance Sheet at March 31, 2015.

Sock Repurchase Program

Since 1997, our Board of Directors has approvedipielshare repurchase programs that have autltbogen market repurchase transactions
of up to 45.0 million shares of our common stochkisTauthorization will be implemented through opearket or private purchases from time
to time as conditions warrant. During the three therended March 31, 2015, we repurchased 0.1 mili@res of our common stock at an
average price of $21.52 per share. We currently lae authority to purchase an additional 4.7 anlkhares of our common stock under the
current plans approved by the Board of Directors.

Sock Option Exercises

To accommodate employee stock option exercisesssued 17 thousand shares of treasury stock f@rriblion during the three months
ended March 31, 2015.

Off-Balance Sheet Arrangements and Contractual Obligations

We do not have off-balance sheet financing arrargesnand have not engaged in any related partgactions 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@I5, there have been no material changes in aualaobligations and commercial
commitments from those discussed in our most re&antial Report on Form 10-K for the year ended Dduner 31, 2014 filed on

February 24, 2015 with the SEC.

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, 2015, of which $7.7 million has been &ipto these commitments.
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FACTORS THAT COULD AFFECT OUR FUTURE RESULTS

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

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

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

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

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

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

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

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

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

We engage in research and development actititiénprove the application of developed techni@®gand as a consequence may
miss certain market opportunities enjoyed by lamgmpanies with substantially greater researchdawelopment 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 oummfacturing requirements to subcontractors locaterious international regions
may result in us not meeting our cost, quality erffgrmance standard

Our dependence on a limited number of suppliersdotain raw materials and key components may pitavefrom delivering ot
products on a timely basis, which could have a ratadverse effect on customer relations and djmgraesults

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, imgafiinre 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 fee un certain of our products may not continued@bailable to us on commercially
reasonable term

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

We depend on distributors who maintain inveieoof our products. If the distributors reducdrtiresentories of these products,
our sales could be adversely affect
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. If we are unable to successfully develop anihtam relationships with system integrators, seg\providers, and enterprise value
added resellers, our sales may be negatively affe

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

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

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

. Our success depends on attracting and retainingd&espnnel

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

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

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

The foregoing list of risks is not exclusive. Famare detailed description of the risk factors agged with our business, see Item 1A of our
Annual Report on Form 10-K for the year ended Ddzeam31, 2014, filed on February 24, 2015 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 pege principal while at the same time
achieving appropriate yields without significanithgreasing risk. To achieve this objective, a majaf our marketable securities are
investment grade, municipal fixed-rate bonds, mipaicvariable rate demand notes and municipal monasket instruments denominated in
U.S. dollars. Our investment policy provides lintias for issuer concentration, which limits, a¢ time of purchase, the concentration in any
one issuer to 5% of the market value of our tataéstment portfolio.

We maintain depository investments with certaimfiaial institutions. Although these depository istneents may exceed government inst
depository limits, we have evaluated the creditthioess of these financial institutions, and deteed the risk of material financial loss due
to exposure of such credit risk to be minimal. As8farch 31, 2015, $83.4 million of our cash andhcagquivalents, primarily certain domestic
money market funds and foreign depository accouvese in excess of government provided insured sigpy limits.

As of March 31, 2015, approximately $247.3 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, 2015, we held $102.7 million of cash anegstments where a change in inte
rates would impact our interest income. A hypota&tb0 bps decline in interest rates as of Mar¢H2815 would reduce annualized interest
income on our cash and investments by approxim&@ million. In addition, we held $220.3 milliaf fixed-rate municipal bonds and
corporate bonds whose fair values may be direéfcted by a change in interest rates. A hypothéB0 bps increase in interest rates as of
March 31, 2015 would reduce the fair value of oumnmipal fixed-rate bonds and corporate bonds lprapmately $1.1 million.

As of March 31, 2014, approximately $329.9 milliwhour 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&th2014 would have reduced annualized
interest income on our cash, money market instrasneemd municipal variable rate demand notes bycqipately $0.6 million. In addition, a
hypothetical 50 bps increase in interest rated &aoch 31, 2014 would have reduced the fair vaifieur municipal fixed-rate bonds and
corporate bonds by approximately $1.5 million.
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We are exposed to changes in foreign currency exgheates to the extent that such changes affecevanue and gross margin on revenue
derived from some international customers, experssabsassets and liabilities held in non-functianarencies related to our foreign
subsidiaries. Our primary exposure to foreign quryeexchange rates is with our German subsidiamgse functional currency is the Euro,
and our Australian subsidiary, whose functionatency is the Australian dollar. We are exposedignges in foreign currency exchange
rates to the extent of our German subsidiarieofisentract manufacturers and raw material suppligrom we predominately pay in U.S.
dollars. As a result, changes in currency exchaatges could cause variations in gross margin irptbducts that we sell in the EMEA regic

We have certain international customers who areig@d or pay in a nofunctional currency. Changes in the monetary exgbaates used
invoice such customers versus the functional cegrexf the entity billing such customers may advigradfect our results of operations and
financial condition. To manage the volatility rétef to these typical business exposures, we magr @rtb various derivative transactions,
when appropriate. We do not hold or issue derieaitistruments for trading or other speculative pags. The Saudi Arabian Riyal is the
predominant currency of the customers who areditigheir local currency. Taking into account #ftects of foreign currency fluctuations
the Riyal versus the Euro, a hypothetical 10% weaigeof the Euro as of March 31, 2015 would provédgain on foreign currency of
approximately $0.1 million. Conversely, a hypotbeatil0% strengthening of the Euro as of March 8152would provide a loss on foreign
currency of approximately $0.1 million. Any gainloss would be significantly mitigated by the fondaontracts discussed in the following
paragraph.

As of March 31, 2015, we had no material contramiser than accounts receivable, accounts payabteloans to a subsidiary, denominated
in foreign currencies. As of March 31, 2015, we Famvard contracts outstanding with notional amesuotaling €63.0 million ($67.7

million), which mature at various times through@0tL5. The fair value of these forward contracts wagt asset of approximately $1.1
million as of March 31, 2015.

For further information about the fair value of @wailable-for-sale investments and our derivatind hedging activities as of March 31,
2015, see Notes 5 and 6 of Notes to Consolidateahigial 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 of4LB&iles 13a-15(e) and 15d-15(e)) for
ADTRAN. Our Chief Executive Officer and Interim @fiFinancial Officer, after evaluating the effeetiess of our disclosure controls and
procedures as of the end of the period coveretiibyguarterly report, have concluded that our disate controls and procedures are effec

(b) Changesin internal control over financial reporting. There were no changes in our internal control éwancial reporting that occurred
during our most recent fiscal quarter that haveenmaty affected, or are reasonably likely to matity affect, our internal control over
financial reporting.

PART Il. OTHER INFORMATION
ITEM 1A. RISK FACTORS

A list of factors that could materially affect dowsiness, financial condition or operating resisliscluded under “Factors That Could Affect
Our Future Results” in “Management’s Discussion Andlysis of Financial Condition and Results of @tins” contained in Item 2 of Part
| of this report. There have been no material clkarig the risk factors as disclosed in Item 1Aaft Pof our most recent Annual Report on
Form 10-K for the year ended December 31, 201dd filn February 24, 2015 with the SEC.
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ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

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

Maximum Number
Total Number of

Average Shares Purchase of Shares that May
Total
Number of Price as Part of Publicly Yet Be Purchased
Paid per Under the Plans ol
Shares Announced Plans
Period Purchasec Share or Programs Programs
January 1, 2015 — January 31, 2015 — — — 4,792,78!
February 1, 201- February 28, 201 141,00( $21.52 141,00( 4,651,78!
March 1, 2015 March 31, 201! — — — 4,651,78
Total 141,00( 141,00(

On May 14, 2014, our Board of Directors authoriteglrepurchase of an additional 5.0 million shafesur common stock (bringing the total
shares authorized for repurchase to 45.0 millidh)s new authorization is being implemented throagkn market or private purchases from
time to time as conditions warrant.

ITEM 6. EXHIBITS
Exhibits.

Exhibit No Descriptiot

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 Docutr
101.LAB*  XBRL Taxonomy Extension Labels Linkbase Docurr
101.PRE* XBRL Taxonomy Extension Presentation Linkbase Doent
101.DEF*  XBRL Taxonomy Extension Definition Linkbase Docum

* 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 6, 2015 /sl Michael Foliano
Michael Folianc
Senior Vice Presidel- Global Operations
Interim Chief Financial Officer, Treasurer and Sxtary
(Interim Principal Financial Officel
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EXHIBIT INDEX
Exhibit
No. Description
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 Docutr
101.LAB*  XBRL Taxonomy Extension Labels Linkbase Docurr
101.PRE* XBRL Taxonomy Extension Presentation Linkbase Doent
101.DEF* XBRL Taxonomy Extension Definition Linkbase Docurt

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

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

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

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

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

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

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

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

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

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

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

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

Date: May 6, 2015

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




CERTIFICATIONS

I, Michael Foliano, 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 consolidhsibsidiaries, 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 registragisslosure controls and procedures and presentesi report our conclusions

about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehis report based on such
evaluation; and

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

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatiorernal control over financial

reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s Board of Direct@os persons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal 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 6, 2015

/s/ Michael Foliano

Michael Folianc

Senior Vice Presidel- Global Operations

Interim Chief Financial Officer, Treasurer and Sxary




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, 2015 as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), |, Thomas R. 8BanChief Executive Officer and

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

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

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

/sl Thomas R. Stanton
Thomas R. Stanto

Chief Executive Officer and Chairman of the Bo
May 6, 201¢




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

In connection with the Quarterly Report of ADTRAMC. (the “Company”) on Form 10-Q for the quartedimg March 31, 2015 as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), I, Michael Fobaisenior Vice President — Global

Operations and Interim Chief Financial Officer, 8sarer and Secretary, certify, pursuant to 18 U.8 1350, as adopted pursuant to § 906 of
the Sarbanes-Oxley Act of 2002, that, to the bestyknowledge:

(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.

/s/ Michael Foliano

Michael Folianc

Senior Vice Presidel- Global Operations
Interim Chief Financial Officer, Treasur
and Secretar

May 6, 201¢




