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PART |
Item 1. Business

This Annual Report on Form 10-K contains forwarddimg statements, which are subject to a numbeisk$ and uncertainties. All statements other thtements of
historical facts contained in this Annual Reportform 10-K, including statements regarding our feteesults of operations and financial positionsmess strategy, plans and
objectives of management for future operations, @ads for product development and manufacturing farward-looking statements. These statementdviekmown and
unknown risks, uncertainties and other factors thaly cause our actual results, performance or adrgents to be materially different from any futigsults, performance or
achievements expressed or implied by the forwanig statements. We discuss certain of these insipeater detail in the "Risk Factors" sectionda@lsewhere in this Annual
Report on Form 1-K. Also, these forward-looking statements spedk as of the date of this Annual Report on FormKl@&nd we have no plans to update our forward-logki
statements to reflect events or circumstances oiccuafter the date of this Annual Report on For@rK. We caution readers not to place undue reliamgen any such forward-
looking statements.

References in this Annual Report on ForaKitd "Sonus,
collectively, unless the context requires otherwise

Sonus Networks," "Company," "wetis" and "our" are to Sonus Networks, Inc. anditssgiaries,

Overview

We are a leading provider of voice and dlaftastructure solutions, including softswitch aebssion border control products for service prergdand large enterprises. Our
infrastructure solutions allow efficient and reliablelivery of voice and multimedia sessions owe(ihternet protocol) networks while allowing owstomers to manage the
flows of such sessions in their networks using hess policies.

One of the first companies to leverage (SH#3sion initiation protocol) and IP as the mechartio carry voice traffic, we have helped over &®line and wireless service
providers in over 50 countries to create and delatue with their deployed networks. Our custotigrincludes some of the world's largest servica/mers including AT&T,
Belgacom ICS, BT Group, TalkTalk (formerly Carphdoiarehouse), CITIC 1616, France Telecom, Globak&ing, KDDI, Level 3, Qwest, Softbank Corporatidata
Communications, T-Systems Business Services (gidiviof Deutsche Telekom Group), Verizon and XO @amications.

We deliver value to our customers throughftexible and distributed architecture. Our cuséss peer with other service providers or largemanises using either TDM
(time division multiplexing), also known as circsitvitched telephony, or IP technology. Our prodatisw our customers to manage their network barder peering points)
using either our GSX or NBS products to securebthrelers, perform signaling interworking and medénscoding, and apply routing decisions. Our cénéd policy and
routing engine, or PSX, then manages the entirefsair GSX and NBS elements along a network's éror@ther of our tools visualize and operate th@genetwork as a single
entity. Business policies from the customer aregf@rmed into routing and control decisions at ¢hesering points, which secures the network fromamnted traffic and routes
the desired traffic efficiently while preservingaiily of service and gathering data necessaryifondgpand accounting.

We are unique in the sense that our saisti@lp customers to gracefully migrate their neksdrom TDM networks to all-IP networks. Our NBS®0session border
controller can operate in a hybrid environmentrydag both TDM-to-IP sessions and IP-to-IP sessiarthe same platform, while managing and conmgllihe traffic in a
seamless way. Our NBS5200 session border contialerates in a pure-IP environment and is desitgmegerate at high performance without compromisingecurity or
features. Both platforms support IPv6 (Internett®&col version 6, which
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is designed to succeed Internet Protocol versianr Rv4), and are built to work within an IMS (Multimedia Subsystem) architecture.

We sell our products principally througbieect sales force in the United States, EuropeMiddle East and Asia-Pacific. We continue to expaur presence into new
geographies and markets through our relationshigrsregional channel partners.

Our target customers comprise both tradéi@nd emerging communications service provideciuding long-distance carriers, local exchangeiess, Internet service
providers, wireless operators, cable operatorsriational telephone companies and carriers tloaige services to other carriers, as well as ensggustomers. We also
collaborate with our customers to identify and depenew advanced services and applications thatriteey offer to their customers.

Industry Background

The public telephone network is an integiait of our everyday lives. For most of its higidhe global telephone industry was heavily regdawhich slowed the evoluti
of its underlying switching and infrastructure taologies and limited innovation in service offesmand pricing of telephone services. Two globatésr—deregulation and
expansion of the Internet—have revolutionized thblig telephone network worldwide. The expansiowireless voice and data services has further éumany of the
traditional telephone service models.

Deregulation of the telephone industryhia United States accelerated with the passage dfdlecommunications Act of 1996. The barriers drate restricted service
providers to a specific geography or service ofigrisuch as local or long-distance services, haea targely eliminated. The migration to IP-basedd-mile technologies
reduces the capital investments required to pros@eices over large geographies. The opportunégted by accessibility to the telephone servicasgkat has encouraged new
participants to enter this market and incumbentisermproviders to expand into additional marketshidomestic and international.

Competition between new providers and inlsents is driving down service prices. With limitehility to reduce the cost structure of the putdiephone network, profit
margins for traditional telephone services havdided. In response, service providers are seekavg ereative and differentiated services as a meaimerease revenues and as
an opportunity to reduce costs. The first waveentise differentiation, typified by triple-play bdling of voice, Internet and television, is commiage. Rapid adoption of
Internet and broadband connectivity over the IRvoét has left service providers seeking more adedrsolutions in broadband wireline-wireless congdrgervices, video
transport and services as well as innovative aatitin of business policies over the traffic flowihin a service provider's network.

We deliver the next two waves of differatitin for service providers. The first is by trarsfiing their networks from TDM to all-IP networksapace that the customers
are willing to adopt. This lowers the overall cestcture for transporting voice and data and hélipsservice providers to be more competitive artrarket. The next level of
differentiation comes in giving service provideirsefgrained control over how the IP sessions flomtigh their network, and applying business rutebs@olicies to increase
their return on investment on the network infrastuge. In addition, significant opportunities existtombining traditional voice services with Intet or web-based services in a
manner that allows the service provider to delaved monetize powerful, high-margin experiencesarirgership with over-the-top providers, large emtises, and their peers
around the world.

The transition of the public telecommunicas network to an all-IP network is a complex gnadual process. Voice and voibased services are still a significant sourc
revenues for service providers. The transitiorPtéaslhappening on several fronts, including théofaing: service providers are deploying Voice oiReror VolP, to add capacit
they are retiring legacy equipment where the
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operational expense savings justify the investrirenew IP technology; and they are adding IP neltwdo directly reach their consumer and businestoouers to offer new
innovative services. Other than in certain limig#tiations, the service providers are left opegplipbrid networks that have a mix of old and newipment. Issues like security,
call control and quality of service now must beradded, except over a converged IP pipe that sargejust data, but also voice and multimediasTiis opened up a new
world of opportunity, both to the existing teleconmications providers and the traditional data nekimg providers to provide efficient managementraffic flows and new
services in this converged IP network.

Network Requirements and the Sonus Solutions

Users demand high levels of quality andabglity from the public telephone network, whilersice providers require a cost-efficient netwdrattenables the latest revenue-
generating services. We develop, market and salhgprehensive suite of voice and data communicatfiwinastructure products, which are designed fiecéfely set-up, route,
and securely manage the multitude of sessionsriagea service provider's network at any givereti@ur solutions are designed to scale to meetdberity and performance
needs of the largest packet networks and are cantphiith the latest industry standards and besttjoes. Our solutions meet the following requiretsen

Carrier-class performance. Service providers operate complex, missiorieaiinetworks. Our products are designed to offerhighest levels of quality, reliability and
interoperability, including:

. full redundancy, designed for 5-nine's (99.999%jilability;

. quality of service equal or superior to today'suit-switched network;

. system hardware designed to comply with NEBS (NetvEmuipment Building System) standards Level 3;
. interworking between the numerous signaling andienfetmats existing worldwide;

. sophisticated security, network monitoring and wiies capabilities.

Scalability and density. Carrier infrastructure solutions face challemgscalability requirements. Service providerstia@mffices typically support tens or even hundred
of thousands of simultaneous sessions. To be edoatiynattractive, modern infrastructure must comgpavorably with existing networks in terms of fsemance, cost per pol
space occupation, power consumption and coolingireapents. Our solution scales to build packet-hasetch configurations that cost-effectively sugpofew hundred to
hundreds of thousands of simultaneous calls. litiad¢dthe capital cost of our equipment is typigdbwer than that of traditional circuit-switchedjuipment. At the same time,
our equipment offers unparalleled density, requsigsificantly less space, power and cooling thet heeded by typical circuit-switching implemeitas and is much more
environmentally-friendly.

Compatibility with standards and existingfrastructure. New infrastructure equipment and software nofign sustain the full range of telephone netwaakdards. It
must also support data networking protocols as agetelephony protocols. Infrastructure solutionstintegrate seamlessly with the service providedisting operations
support systems. Our products are therefore designiee compatible with applicable voice and da&maworking standards and interfaces, including:

. SS7 and other telephony signaling protocols, inalgiehumerous country variants, number translatamg intelligent services routing;
. Call signaling standards such as SIP and its vii@8CC, MGCP, H.323 and Diameter;

. Narrowband and Wideband media encoding/decodingdts and standards such as G.711 and G.722;

3
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. All bearer interfaces over both packet and cirbaged bearers such as TDM, Optical and Ethernét; an

. Management and accounting interfaces such as Rddimmeter, SNMP and AMA.

Our solution is designed to interface viighacy circuit-switching equipment and transpasebtldge the gap to new technologies, such as b&s&d packet networks, and
maximize revenue from existing assets.

Security. IP-voice security is as important for a senpecevider's network as the services it providesides standards bodies, such as ISO 27001, ITU, A8 NIST,
and industry consortia, such as 3GPP and ETSI, tievelopment frameworks and guidelines for secuifthgnd IP-voice networks. As carriers extend tévork edge via IP,
security is critical to provide manageable, preatité services at peering points between servicégems while maintaining the integrity and privaafysubscriber information.
We address security on three dimensions: securdyaacess control at the network border (peerirgroess), security and integrity of the networkdeorelement itself, and
security of all of our network elements (media gatgs, route servers, etc.) and their inter-elersentmunications. Based on these three areas, wedeaedoped an overall
VolP security threat model and mitigation architeetthat provides a holistic approach to total meknsecurity. This threat model guides our ovepadiduct development and
solution delivery.

Simple and rapid installation, deploymentcsupport. Infrastructure solutions must be easy to ihsti@iploy, configure and manage. Our equipmentsafiivare can be
installed and placed in service by our customereemaickly than circuit-switched equipment. By offeg comprehensive testing, configuration and managnt software, we
expedite the deployment process as well as theioggoanagement and operation of our products. Wieugethat typical installations of our solutiorgtere only weeks from
product arrival to final testing, thereby reducthg cost of deployment and the time to market &w services.

Our Products
Sonus GSX9000 Open Services Switch and Sonus GSX@@pen Services Switch

The Sonus GSX9000 Open Services Switclg®X9000, enables voice traffic to be transportegr @acket networks by converting any type of vaicgal into IP packets
and transmitting those IP packets over a data nm&tvtothen converts whatever type of signal isessary to be deposited back onto non-IP networks welivered to its
intended destination. The GSX9000 is designed liwetevoice quality that is equal or superior tatlof the legacy circuit-switched public networkurther, it supports multiple
voice encoding schemes used in circuit switchesdatiders a number of other voice compression élyms. The GSX9000 minimizes delay, further enhaggerceived voice
quality, and scales to very large configuratiorguieed by major service providers. A single GSX986elf can support up to 22,000 simultaneous oahdle a single GSX9000
in a multiple-shelf configuration can support 1@M®r more simultaneous calls. The GSX9000 alsoatpe with our PSX Policy & Routing Server and vgtiftswitches and
network products offered by other vendors. The SaB8X4000 Open Services Switch, or GSX4000, allesvsice providers to realize the benefits of thex@®0 in a smaller
form factor that meets the needs of service prasided enterprises.

Sonus NBS9000 Network Border Switch

With the adoption of IP-based networks anttlistry convergence around IMS architecturesathility to securely interconnect IP peering parspéusiness enterprises and
individual voice customers has become critical e@dtl as an upgrade on the GSX9000 platform, thesSNBS9000 Network Border Switch, or NBS9000, pésreervice
providers to gradually transform their TDM netwotkdP by permitting both TDM-to-IP and IP-to-IPsséon management capability on the same platforin an

4
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provides the potential for significant cost savingise NBS9000 provides a robust suite of secudéatdres, including traffic policing. Supporting bagteering and access SBC
configurations, the NBS9000 allows operators tesBatheir security, session border control and imegrvices requirements within an integrated asilyemanaged system.
The integrated media services include media tratingorecorded tones and announcements and suppaidta (modem) and fax relay or interworking. Goned with the
Sonus PSX Policy & Routing Server, the NBS90001ages the same policy-based packet switching festinat drive Sonus IPased networks around the world. The NBS¢
also includes full access to our centralized raytimetwork voice features and management/provisgtools.

Sonus PSX Policy & Routing Server

The Sonus PSX Policy & Routing Server, 8XPis a primary element of a Sonus distributedaepent that consists of multiple GSX and NBS-basédgde elements
deployed at various peering points in a serviceigey network, along with a centralized PSX thafudes the database determining how sessions gietkover the service
provider network. The PSX plays an integral rolalinof our network deployments and translatesfess policies into actual call control, routing @edvice selection decisions.
The PSX acts as a central control point in a l&geus network, permitting significant operatioretiags for our customers.

The PSX is based upon a modular architedhat is designed for high performance and sd#igkas well as interoperability with third-pargateways, devices and
services. It supports a broad set of featuresrthaes traffic to minimize cost and delays. It mfdees with third-party databases maintained bylmenng authorities to determine
where a session needs to be routed. When thenegisdato query a traditional database over ther@Bvork, an SGX (signaling gateway) component g@alged in conjunction
with the PSX. The PSX is an all-IP component andparform most IP-based database lookups natively.

Sonus NBS5200 Network Border Switch

The Sonus NBS5200 Network Border SwitchNBIS5200, is the first product built on our nexfageation ConnexIP platform. The NBS5200 complementsNBS9000 as
part of our Session Border Control, or SBC, sohsgiportfolio and provides SBC functionality, inciong media interworking, advanced routing and poBogine, and multi-
access security gateway functionality. The Conngut#fform is a platform for connecting, managing @ecuring IP session-based communications andgepts a key element
in our strategy to bring industry-leading perforroamnd carriegrade reliability to the session management maeiet,represents a new foundation for the next g¢ioerof ou
IP-based products. The NBS5200 includes local S&8$ server functionality for advanced routing targlalone mode or can be configured to accessteatized PSX or third-
party softswitch.

Sonus ASX Call Feature Server

The Sonus ASX Call Feature Server, or Afdyides functionality to address subscriber acsesgices within the network. The ASX is a call mighat handles call setup
and both basic and advanced call features. The gy&Xdes local area calling features for residértial enterprise markets and regulatory featurels as emergency services
and lawful intercept. The ASX allows the same feaduto run over various transport technologiedutling analog lines, Ethernet, voice over DSL, eodwer cable or fixed
wireless infrastructure. This flexibility enablesnailtitude of applications, such as residentiakesasg cable access and business services, and aiemegeavailable only on
packet-based networks, such as unified messagiaijnmedia conferencing and desktop integration.

5
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Sonus Network Analytics Suite

The Network Analytics Suite of performamuanagement products delivers advanced collectionjtoring, reporting and notification of performa&nmetrics to help lower
operational costs and maximize network performaibe.suite is comprised of three products—NetSbia®vork Performance Analysis Tool, or NetScore;Adsure Voice
Quality Monitoring Tool, or NetAssure; and NetEngtiWork Audit and Visualization Engine, or NetEngetScore provides a real-time assessment of the ctat service
provider's network, including quality of servicalldelay, network effectiveness, congestion affidieficy, and allows network operators to analyzatime and historic trends,
aggregate data by trunk group or gateway, or mosjiecific events. NetAssure is designed to delaret-to-end service quality assurance for Sonugeti®Rorks through active
call monitoring and advanced analytics, then prisserhis information through detailed visual refsoand real-time alarms, so network operators caterstand how well the
network is delivering services and systematicalblate any quality degradations that may occurENgtprovides visibility into the performance angaaity levels of our
networks by collecting, analyzing and aggregatiisgonical data from each network element and priésghe information through a visualization angda#ing tool, providing a
comprehensive reporting platform for on-demand wekvaudits, capacity planning, forecasting, tregdamalysis and standardized element configurafibe.products are
available as individually licensed software pacleagebundled with our comprehensive Professionali€es offering.

The Sonus VoiceSentry system is an apjiicegware security system that protects voice netsvagainst Telephony Denial of Service or TDo$ ather malicious
attacks. The VoiceSentry system monitors voicdier@ioth TDM and SIP) in real time to identify fisious, malicious and machine-generated calls #ilews the network
management team to take appropriate, real-timendefe actions. It gives enterprises and governragencies a way to safeguard their voice networks fnrew SIP and voice-
based attacks, prevent network costs from escglatid keep services running for their customers.

The VoiceSentry system's anomaly detedtioction defends call centers by detecting voicABRand TDoS attacks. The guardian function mitigateose attacks with a
Rules and Policy Change Engine as well as intaltigeedia interception. The VoiceSentry system Igdehaviors as it goes and uses what is has leabwed malicious traffic
to prevent future attacks. The VoiceSentry systksm imcludes an optional feature for voice CAPTCHuAt screens out machine-generated voice traffigus series of audio
prompts or challenges similar to the data CAPTCH@ls used on commercial Web sites such as ticketrvation systems. Depending on the results oEthBTCHA test, the
VoiceSentry system can disconnect the call or rdutean appropriate destination.

Sonus Global Services and Sonus Professional Seesc

Sonus Global Services offers professionakalting and services that support our industagtieg IP communications solutions. Through a walgge of service offerings,
our consultants provide the skill and expertishétp wireline, wireless and cable operators tramsfiheir communications networks, from network eegring and design
through network integration and commissioning ttwaek operations. Our consultants have an averégeoce than twelve years of industry experiencéwibrld-leading
carriers and network vendors to ensure that owomesrs receive the professional guidance they rleeatidition to end-to-end design, integration degloyment solutions, our
Global Services team offers customized engagemeaising workshops, interoperability/verificatitesting and around-the-clock technical support dieide.

Sonus Professional Services deliver anterghd solution through well-defined service engagets that include program management, networkogepnt design,
softswitch and subscriber database design, netwaification, network audit services, service maragnt solutions, custom
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application and adaptor development, OSS and ABgimtion, engineering, furnishing and installatiorigration services, resident engineers, upgradéces, managed servic
and other services.

The Sonus Professional Services organizaiifers our customers:

. Experience in deploying large-scale integratedtsmis

. A full-service portfolio including consulting, ingeation, deployment, migration and operation suppervices
. Global reach through our worldwide service orgatiireand partner presence in all major global miarke

. Program managers who use a disciplined methoddtargall deployment and integration projects

. Consistent execution in the design, deploymentsamgort of the world's largest and most advancédarks

In addition to our standard Sonus Profesdi@ervices engagements, Sonus Global Servicessaffistomized engagements and workshops, ongaingng classes and, f
our maintenance plan customers, ongoing suppatigir our online knowledge center, technical docurfilerary and 24-hour telephone support from ourldwide technical
assistance centers located in Westford, Massadhu$ekyo, Japan and Prague, Czech Republic. Vehalge customer test and support centers locat@échardson, Texas a
Bangalore, India.

These service offerings accelerate ourotnsts' return on investment, optimize their opersti capability, enhance network performance aradtineand generate new
revenue.

At December 31, 2010, our customer supgodtprofessional services organization consisteddfemployees.
Our Strategy

Traditionally, we provided robust solutidios carriers that wanted to evolve their TDM basedtivorks to IP and bridge their networks by supipgrsessions on both
networks until their entire network became IP. Viéédve the need for this hybrid trunking technolagil persist for years to come, as the numberRoislands increases while
vast portions of the world's class 5 ("last mile;"'exchanges to which subscriber and end-usertteteplines connect) and mobile infrastructure renbaised on TDM. As
networks evolve, however, we must continue to dgveblutions that are optimized for all-IP and beeanore focused on securing and applying businglgsgs to IP traffic
flows within the service provider network. Furthtére systems and software required to manage dikfed voice calls will need to evolve to suppbrypes of media sessions,
not just voice. Our launch of the ConnexIP platfasnan example of this innovation that we believi serve as the foundation for multiple solutianghe all-IP space. In
response to this evolution, we plan to developtgmis based on the following principles:

Leverage our technology leadership to attrand retain key service providers. As one of the first companies to offer IMS-rgacharrier-class, packet voice infrastructure
products, we were selected by industry-leadingisemroviders as they developed the architecturada voice networks. We expect service providerseiect vendors that
deliver leading technology and can maintain theltt®logy leadership. Our equipment is an integaat pf the network architecture and we will expand business as these
networks are deployed. By working closely with customers, we gain valuable knowledge about tleejuirements, which positions us to continue enlmgnand extending
products that address the evolving requirementetfork operators globally.
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Expand our solutions to address emergingibBsed markets, such as network border switchingThe transformation of legacy TDM networks tbIBI networks has
created requirements for security, peering and aneginipulation as well as an opportunity for creatiP-to-IP services at the network edges. Theirements for security and
peering go far beyond the legacy functionality BIC3 and include not only the operator's requiresiémta border gateway to other IP networks butdewariety of
requirements associated with the need for entepts control their own IP networks. The multi-nsedature of the emerging services also providespaortunity to create
innovative services at the edge of the network. i@etwwork Border Switch product family empowers apers to address all of the above requirementseaables them to create
unigue IP-IP services.

Embrace the principles outlined by 3GPP ah@E architectures. As service providers reach more of their enlosstibers directly over IP, there is imminent
convergence between broadband, wireline and wselesvorks. IMS is a converged network architectiereeloped by accommodating the requirements ofviredess, wireline
and cable industries and represents a well-accesgtenf functional building blocks for an all IPtwerk. Our strategy is to ensure that our prodftitisell with the accepted
industry standards and seamlessly interoperateatliter vendors' equipment. As our customers contmpuilding their large, all-IP networks, our apgch is to promote an
environment where our customers have the freedoselext the components that will best provide tldth an open, accessible and scalable infrastractur

Expand our global sales, marketing, suppartd distribution capabilities. As a primary supplier of carrier packet voin&astructure solutions to tier 1 service providers
(a service provider that can reach every other odtwn the Internet without purchasing IP transi, require a strong worldwide presence. We hatabbshed sales presence
throughout the United States, Western Europe, thieed Kingdom and Japan. We also have sales tea®imngapore, Hong Kong, China, Mexico, Malaysia #re&lUnited Arab
Emirates. We augment our global direct sales effprivorking with international distribution partisein key markets around the world. We will continiaénvest in professional
service expertise and customer support. We ant&iggpanding our sales channels in 2011 as weléasloping technology and marketing partnerships.

Expand and broaden our customer base byg&ting specific market segments, such as large girises and wireless operators. We plan to penetrate additional
customer segments and believe that new and incurskerice providers will build out their VolP inBtuctures at different rates. The next-genera@mice providers, who are
relatively unencumbered by legacy equipment, haenbnitial purchasers of our equipment and sogw@ther newer entrants, including wireless opesatmable operators and
Internet service providers, or ISPs, have also leeely adopters of certain products. Moreover, inbants, including interexchange carriers, regi@wl operating companies
and international operators, are adopting packieevechnologies. Large enterprises are often dipgraoice networks as complex as a small to mi@diservice provider, and
believe that our products are a good match for gegure, reliable, and scalable communication sidednany cases, our presence within the entepissthrough a trusted
relationship with our service provider customer. kiégpe to expand and grow these segments on antapfstic basis.

Customers

Our target customer base includes all comoations providers, such as long distance carriecal exchange carriers, ISPs, wireless operatatde operators, internatiol
telephone companies, wholesale operators and eisteqperators. We have been selected for netweplogiments by operators including AT&T, BelgaconT, 8roup, Cable
and Wireless International, Carphone WarehouselCC1616, France Telecom, Global Crossing, KDDI, ¢le¥, NTT Communications, Qwest, Softbank Corporatir -
Systems Business Services (a division of Deutseek®dm Group), Verizon and XO Communications.
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One customer, AT&T, accounted for approxeha21% of our consolidated revenue for the yemteel December 31, 2010 and approximately 29% ofexenue for the
year ended December 31, 2008. We had no custohersdntributed 10% or more of our consolidategnere in fiscal 2009, and no other customers thatricmited 10% o
more of our consolidated revenue in either fis€dl®or fiscal 2008.

Sales and Marketing

We sell our products principally througHieect sales force and, in some markets, throughitbrthe assistance of distributors and reseliush as IBIL (Malaysia), Nisst
Electronics Corporation (Japan), Sumitomo Corporaefdapan) and ECI (Israel). For geographic infaiomaincluding revenue and tangible long-livededssplease see our
consolidated financial statements included in Arisual Report on Form 10-K, including Notes 7 a®dHereto. We have an original equipment manufactlationship with
Motorola, Inc. We intend to establish additiondat®nships with selected original equipment maotifeers and other marketing partners in order teesparticular markets or
geographies and provide our customers with oppiti#srto purchase our products in combination witlated services and products.

At December 31, 2010, our sales and margetrganization consisted of 137 employees lociatedles and support offices in the United Statesaxound the world.
Research and Development

We believe that strong product developnoapiabilities are essential to our strategy of eaimgnour core technology, developing additionalleggpions, incorporating that
technology into new products and maintaining corhensive product and service offerings. Our reseanchdevelopment process leverages innovative tdagy in response 1
market data and customer feedback. In 2010, welalee@ and introduced differentiated products torasisl market and customer needs, including the katmi®ay 2010 of our
NBS5200 Network Border Switch as the first prodouectour nex-generation ConnexIP platform. In 2011, we plandatinue to build upon this next-generation platfpwith a
strong focus on customer needs and quality. Owares and development expenses were $62.8 mibliothé year ended December 31, 2010, $59.9 mifbothe year ended
December 31, 2009 and $73.1 million for the yeategnDecember 31, 2008.

We have assembled a team of highly skilegineers with significant telecommunications aativorking industry experience. Our engineers hayegence in and with
leading wireline and wireless telecommunicationgigeent suppliers, computer data networking andimetia companies. At December 31, 2010, we hadebdgloyees
responsible for research and development, includ8@software and quality assurance engineers amédware engineers. Our engineering effort is$ed on wireless
product development, new applications and netwodess features, new network interfaces, improvathbdity, interoperability, quality, reliabilityrad next generation
technologies. We maintain research and developoféoés in Massachusetts and New Jersey in theedr8tates; Bangalore, India and Swindon, Unitedydam. We have
made, and intend to continue to make, a substantiastment in research and development.

Competition

The market for carrier packet voice infrasture solutions is intensely competitive worldeviout there are historical regional differenceservices, regulation and business
practices among sub-markets that can benefit iddalivendors. Regardless of the region, the overatket is subject to rapid technological chanffected by new product
introductions, changing customer demands, indusinsolidation and other market activities of indygtarticipants. To compete effectively, we mudhae innovative product
that provide extremely high reliability and voiceadjty, scale easily
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and efficiently, interoperate with existing netwat&signs and other vendors' equipment, provide®fenetwork management, are accompanied by cdmepsive customer
support and professional services, provide a dsttéve and space-efficient solution for servigeypders and meet price competition from low-cagipment providers. We
expect competition to persist and intensify infileire. Our primary sources of competition incluaadors of networking and telecommunications eqeipinsuch as Ericsson,
Alcatel-Lucent, Nokia Siemens Networks, Huawei, NB€me Packet, Genband, Metaswitch and Cisco System

Although we believe we compete favorablgaiese our solutions are widely deployed, highlyatia and cost-effective for our customers, someusfcompetitors have
significantly greater financial resources and bevgatoduct portfolios than we have and are abBetmte greater resources to the development, piomatale and support of
their products. In addition, some of these competihave more extensive customer bases and broastemer relationships than we have, includingtieiahips with our
potential customers and established relationshifisdistribution partners. Other smaller privatelgrublic companies are also focusing on similarke@opportunities.

Intellectual Property

Intellectual property is fundamental to business and our success and ability to competendieon our ability to develop, maintain and prbtea technology. Therefore,
we seek to safeguard our investments in technadoglyrely on a combination of United States andifor@atent, trademark, trade secret and copyrahtdnd contractual
restrictions to protect the proprietary aspectswftechnology and to protect us against claimsfothers. Our general policy has been to seektenpthose patentable
inventions that we expect to incorporate in ourdpieis or that we expect will be valuable otherwise. have a program to file applications for andagbpatents, copyrights and
trademarks in the United States and in selecteggorcountries where we believe filing for suchtpotion is appropriate.

At December 31, 2010, we held 28 U.S. fatesith expiration dates ranging from April 2018adbgh December 2028, and had 43 patent applicagiending in the United
States. In addition, at December 31, 2010, we 88ltbreign patents with expiration dates rangirmgrfrJune 2019 through June 2026, and had 47 paipltations pending
abroad. We also have a number of registered tradasnathe United States, including Sonus, NetScdiX, Mobiledge and Insignus, and have 5 pendnaglémark
applications in the United States. In additiontte protections described above, we seek to saféguarintellectual property by:

. protecting the source and object code for our sarfwdocumentation and other written materials undpyright laws and trade secret;

. licensing our software pursuant to signed licergge@ments, which impose restrictions on otheréitalo use our software; and

. seeking to limit disclosure of our intellectual pesty by requiring employees and consultants witteas to our proprietary information to executeficemtiality
agreements.

We have incorporated third-party licensethhology into certain of our current products.riritime to time, we may be required to license aalditl technology from third
parties to develop new products or to enhanceipgigroducts. Based on experience and standardtrydpractice, we believe that licenses to useltparty technology
generally can be obtained on commercially reasentsins. Nonetheless, there can be no assuranagettessary thirgrarty licenses will be available or continue todvailable
to us on commercially reasonable terms. As a rethdtinability to maintain, license or re-licera®y third-party licenses required in our curremdarcts, or to obtain any new
third-party licenses to develop new products arfthane existing products could require us to olgalstitute technology of lower quality or perforrarstandards or at greater
cost. This could
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delay or prevent us from making these productsmbeecements, any of which could seriously harmbaisiness, financial condition and operating results

Please see generally the risks that are fiutly discussed in "ltem 1A. Risk Factors," wiglrticular attention to the following risk factofsBecause our products are
sophisticated and designed to be deployed in congigironments, they may have errors or defectsviledfind only after full deployment, which couddisusly harm our
business" "If we are not able to obtain necessary licensethioél-party technology at acceptable prices, ol our products could become obsoletarid"Man-made
problems such as computer viruses or terrorism disgupt our operations and harm our operating restl

Manufacturing

Currently, we outsource the manufacturihguwr products. Our contract manufacturer providesprehensive manufacturing services, includingrasdy and testing of our
products and procurement of component materiatsuoioehalf. We believe that outsourcing our mantuf@tg enables us to preserve working capital vedléor greater
flexibility in meeting changes in demand and enslig to be more responsive in delivering produrtsur customers. At present, we purchase produmts éur outside contract
manufacturer on a purchase order basis.

We and our contract manufacturer curreptischase several key components of our produatkiding commercial digital signal processors, freimgle or limited sources.
We purchase these components on a purchase osder ba

Please see generally the risks that are fiutly discussed in "ltem 1A. Risk Factors," withrticular attention to the following risk factofsWe depend on a single contract
manufacturer and any disruption in this relatiorsinnay cause us to fail to meet the demands of mwtomers and damage our customer relationshipsitiaddlly, in the event
we elect to change our manufacturer, qualifyingesvrcontract manufacturer and commencing commesciale production are expensive and time-consumirtgcauld affect
our business;" " We and our contract manufacturer rely on a singléirited sources for supply of some componentsioproducts and if we fail to adequately prediat o
manufacturing requirements or if our supply of afifhese components is disrupted, we will be ungb$hip our products:' and"The hardware products that we purchase f
our third-party vendors all have life cycles, araire of those products have reached their endetlitles. If we are unable to correctly estimatariirequirements for these
products, it could harm our operating results oisimess.'

At December 31, 2010, we had 26 employesgansible for supply chain management, worldwideyrement, order fulfillment, product quality atethnical operations.
Backlog

Generally we sell products and servicespamt to purchase orders issued under master agméethat govern the general commercial terms anditions of the sale.
These agreements typically do not obligate custergepurchase any minimum or guaranteed quantit@sgo they generally require up front cash ddposit any given time,
we have orders for products that have not yet seg@ped and for services (including our customepsut obligations) that have not yet been perfornvéd also have orders
relating to products that have been delivered andes that have been performed but have notge laccepted by the customer under the applicaiptdhase terms. We
include both of these situations in our calculatiéacklog. Our customers typically have the righthange or even cancel their orders with limaddance noticed, and
without significant penalty. A backlogged order et result in revenue in a particular period, grelactual revenue recognized in a quarter magaaal the amount of
backlog we have ascribed to it. Because of thesditions, we do not believe that backlog shouldiieeved as a reliable indicator of our future pemfance.
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Employees

At December 31, 2010, we had a total of 88loyees, including 506 in research and developm&7 in sales and marketing, 194 in customepsti@nd professional
services, 26 in manufacturing, 49 in finance andnS@formation technology and administration. @unployees are not represented by any collectivgdiging agreement. We
believe our relations with our employees are good.

Geographic Information

Information regarding the geographic cormrgaua of our revenue is provided in Note 19 of tlmte to Consolidated Financial Statements includehis Annual Report on
Form 10-K. Information regarding the geographic poments of our property and equipment is provigeNate 7 of the Notes to Consolidated Financiate®tents included in
this Annual Report on Form 10-K.

Additional Information

We were incorporated in August 1997 as EWare corporation. Our principal executive offieege located at 4 Technology Park Drive, Westftd, 01886. Our
telephone number at our principal executive offiice878-614-8100.

This Annual Report on Form 10-K, as welb#ither reports filed with or furnished to thaitéd States Securities and Exchange Commissien'8&C"), are available
free of charge through our Internet sitettp://www.sonusnet.cojronce we electronically file such material with farnish it to, the SEC. The public may read aogycany
materials we file with the SEC at the SEC's PuBkference Room at 100 F Street, NE, Washington208219. The public may obtain information on theragien of the Public
Reference Room by calling the SEC at 1-800-SEC-0BB8 SEC maintains an Internet sitettp://www.sec.goy that contains reports, proxy and informationestants, and
other information regarding issuers that file alecically with the SEC.

Item 1A. Risk Factors

The following discussion should be read in conjiamctvith our consolidated financial statements awodes to those statements and other financial m&dion appearing
elsewhere in this Annual Report on Form 10-K. Tdlewing discussion contains forwartboking information within the meaning of Sect®#A of the Securities Act of 1933,
amended, and Section 21E of the Securities andaBgehAct of 1934, as amended, or the ExchangeaAdtare subject to the "safe harbor" created bysthsections. In
particular, statements contained in this Annual &epn Form 1(-K that are not historical facts, including but riehited to statements concerning revenues, revenue
recognition, cost of revenues, operating expensasgarch and development expenses, sales and imarkepenses, general and administrative expersegloyee-related
costs, our ability to attract and retain qualifipgrsonnel, valuations of investments, valuatiostotk-based awards, and liquidity, constitute famvkooking statements and are
made under these safe harbor provisions. Someedbtiwvard-looking statements can be identifiedi®/use of forward-looking terms such as "believéspects," "may,"
"will," "should," "could," "seek," "intends," "plas)" "estimates," "anticipates," or other comparabdems. Forward-looking statements involve inherésks and uncertainties
that could cause actual results to differ mategidiom those in the forward-looking statements.uAe you to consider the risks and uncertaintiexd$sed in greater detail
under the heading "Risk Factors" in evaluating éamvard-looking statements. These forward-lookitajesnents are based on our current expectatiorsjraptions, estimates
and projections about our industry and ourselves] we do not undertake an obligation to updatefowwvard-looking statements to reflect future eventsircumstances.

Investing in our common stock involves a high degferisk. You should carefully consider the ridkscribed below before buying our common stocayfof the
following risks actually occurs, our busine
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financial condition and results of operations coblel materially adversely affected, the trading eraf our common stock could decline materially gad could lose all or pai
of your investment.

Our quarterly revenue and operating results are ueglictable and may fluctuate significantly from quier to quarter, which could adversely affect ouudiness, financial
condition, results of operations and the tradingipe of our common stock.

Our revenues and operating results may sigmjificantly from quarter to quarter due to a femof factors, many of which are outside of ountcal and any of which may
cause our stock price to fluctuate. Generally, pases by service providers of telecommunicationgp@gent from manufacturers have been unpredictafdieclustered, rather
than steady, as the service providers build out tretworks. The primary factors that may affect mvenues and operating results include the faoligw

. consolidation within the telecommunications indysincluding acquisitions of or by our customers;

. general economic conditions, as well as those Bpégithe telecommunications, networking and edeindustries;

. a general economic downturn that impacts the psiogadecisions of our significant customers orttiméng and size of their orders, including workgpages;
. fluctuation in demand for our voice infrastructpm@ducts and the timing and size of customer orders

. fluctuations in foreign exchange rates;

. the cancellation or deferral of existing customeeteos or the renegotiation of existing contracttaahmitments;

. the mix of product configurations sold;

. the length and variability of the sales cycle far products;

. the application of complex revenue recognition actimg rules to our customer arrangements;

. the timing of revenue recognition;

. changes in our pricing policies, the pricing paiibf our competitors and the prices of the comptnef our products;

. new product introductions and enhancements by eunpetitors or by us, including new sales distribatthannels;

. our ability to develop, introduce and ship and ssefully deliver new products and product enhancesitat meet customer requirements in a timelymagn
. our reliance on contract manufacturers for the petidn and shipment of our hardware products;

. our ability to obtain sufficient supplies of solelimnited source components;

. our ability to attain and maintain production volesrand quality levels for our products;

. costs related to acquisitions; and

. corporate restructurings.

As with other telecommunications produgtsiers, we may recognize a portion of our reveinug given quarter from sales booked and shippelarast weeks of that
quarter. As a result, delays in customer orders rasylt in delays in shipments and recognitioneeenue beyond the end of a given quarter.
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A significant portion of our operating exjges is fixed in the short-term. If revenues fpagticular quarter are below expectations, we nmatybe able to reduce costs and
expenses proportionally for that quarter. Any stefenue shortfall would, therefore, have a sigaificeffect on our operating results for that quarte

We believe that quarter-to-quarter commenssof our operating results are not a good inttinaif our future performance. It is likely thatsome future quarters, our
operating results may be below the expectatioqmibfic market analysts and investors, which mayeaskly affect our stock price.

Our stock price has been and may continue to beatits.

The market for technology stocks has bead,will likely continue to be, volatile. The folldng factors could cause the market price of oumiemn stock to fluctuate
significantly:

. continued activism by any single large stockhololecombination of stockholders;

. addition or loss of any major customer;

. consolidation and competition in the telecommundcet industry;

. changes in the financial condition or anticipatagital expenditure purchases of any existing oeipil major customer;
. economic conditions for the telecommunicationsyoeking and related industries;

. quarterly variations in our bookings, revenues aperating results;

. changes in financial estimates by securities atglys

. speculation in the press or investment community;

. announcements by us or our competitors of significantracts, new products or acquisitions, distitn partnerships, joint ventures or capital comnments;
. sales of common stock or other securities by usyayur stockholders in the future;

. securities and other litigation;

. announcement of a stock split, reverse stock spbtk dividend or similar event; and/or

. emergence or adoption of new technologies or imgdssandards.

We have incurred net losses and may incur additibnat losses.

We have incurred net losses in fiscal 20i0al 2009 and fiscal 2008. We may incur addgiamet losses in future quarters and years. Owmass may not grow and we
may never generate sufficient revenues to sustaifitagbility.

World-wide efforts to cut capital spending, geneetonomic uncertainty and a weakened global econarayld have a material adverse effect on us.

We are unable to predict the duration awksty of the current economic conditions andugision in financial markets or their effects on dusiness and results of
operations, but the consequences may be mategidgrse and more severe than other recent ecostomidowns. Continuing market upheaval may havedweige affect on
us because we are dependent on customer behas@rofic conditions worldwide and the recent finahdbwnturn may continue to contribute
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to slowdowns in the communications and networkimdustries, as well as to specific segments and etaiik which we operate, resulting in:

. reduced demand for our products as a result ofastomers choosing to refrain from building capiténsive networks;

. increased price competition for our products, mdy drom our competitors, but also as a consequeficeistomers disposing of unutilized products;
. risk of excess and obsolete inventories;

. excess facilities and manufacturing capacity; and/o

. higher overhead costs as a percentage of revemiieigimer interest expense.

Continuing turmoil in the geopolitical ensment in many parts of the world, including teisbactivities and military actions, particulatlye continuing tension in
Southeast Asia, the Middle East and Africa may iooet to put pressure on global economic conditiéng. operating results and our ability to expartd other international
markets may also be affected by changing econoatiditions particularly germane to that segmenbggarticular customer markets within that segment.

Some of our current or prospective cust@mealy cancel or delay spending on the developnrenoileout of capital and technology projects with due to the continuing
economic uncertainty and, consequently, our restiligperations may be adversely affected. In agldjtthe current negative worldwide economic condgiand market
instability make it increasingly difficult for usur customers and our suppliers to accurately &stefuture product demand, which could result innaility to satisfy demand
for our products and a loss of market share.

Our revenues are likely to decline in sathumstances and our profit margins could erodeddition, in the event of extreme prolonged esiesiich as the global credit
crisis, we could incur significant losses. Facgush as consumer spending, business investmeatilipland strength of the capital markets anainfation all affect the
business and economic environment, and, ultimatieéyamount and profitability of our business. tnegonomic downturn characterized by higher uneympént, lower family
income, lower corporate earnings, lower businegssiment and lower consumer spending, the demaralfgproducts could be adversely affected. If glaonomic and
market conditions, or economic conditions in thatebh States or other key markets, continue to @ete, we may experience material impacts on osirtess, operating rest
and financial condition.

We are enhancing our sales strategy, which will inde more significant engagements with distributigrartners to sell our products. Disruptions to, our failure to
effectively develop and manage, our distributionacinel and the processes and procedures that suppaduld adversely affect our ability to generatevenues from the sale
of our products. If we do not have adequate persehrexperience and resources to manage the relaghips with our distribution partners and to fulfilbur responsibilities
under such arrangements, such shortcomings coulddeo the decrease of the sales of our products aodoperating results could suffer.

We are enhancing our sales strategy, whilthinclude more significant engagement with distition partners to sell our products. Our futuecess is highly dependent
upon establishing and maintaining successful miahips with a variety of value-added reseller disttibution partners. A portion of our revenuel&ived through distribution
partners, many of which sell competitive produ@tse loss of or reduction in sales by these distidimupartners could materially reduce our revenifese fail to maintain
relationships with these distribution partnerd, taidevelop new relationships with distributiorrpers in new markets, fail to manage, train, avje incentives to existing
distribution partners effectively or if these pans are not successful in their sales efforts,
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sales of our products may decrease and our opgnasults could suffer. Moreover, if we do not hadequate personnel, experience and resourcesnagahe relationship
with our distribution partners and to fulfill ouesponsibilities under such arrangements, any shitgs could have a material adverse impact orbosiness, operating results
and financial condition.

In addition, we recognize a portion of oewenue based on a s#ikough model using information provided by ourtdimition partners. If those distribution partnprevide
us with inaccurate or untimely information, the ambor timing of our revenues could be adverselgaéd. We may also experience financial failurelisfribution partners,
which would result in our inability to collect aamts receivable in full. The current global econogidwnturn raises the potential of our customeeaiiring financial difficulties
(including bankruptcy), which would adversely impaar results of operations and financial positsma result of lower customer sales and write-affisncollectible accounts
receivable.

As the telecommunications industry and the requirents of our current and potential customers evolwe are redirecting certain of our resources to reareadily respond t
the changing environment. If our strategic plan st aligned with the direction our customers taks they invest in the evolution of their networksjstomers may not buy
our products or use our services.

Our strategic plan is designed to addresshanging telecommunications industry's needs. gian includes accelerating the shift in our stegents from mature
technologies that previously generated significamenue for us toward certain next-generation teldgies as well as working with more distributicarimers to sell our
products. Our choices of specific technologiesurspe, including all-IP-based solutions, and thosge-emphasize may prove to be inconsistent withcastomers' investment
spending.

We are dependent upon our voice infrastructure prmtls, and our future revenues depend upon their aoercial success.

Our future growth depends upon the comnakgticcess of our voice infrastructure products@ndsolutions that are all-IP. We intend to depedad introduce new
products and enhancements to existing producteeifiuture; however, we may not successfully coneptieé development or introduction of these produatsther, the systems
and software required to manage all-IP-based watle will need to evolve to support all types aéda session types, not just voice. If our targsteamers do not adopt,
purchase and successfully deploy our current anr@d products, our revenues will not grow.

If we do not respond rapidly to technological chaegjor to changes in industry standards, our prodsicbuld become obsolet

The market for packet voice infrastructpreducts is likely to be characterized by rapichtedogical change and frequent new product intrtidns. We may be unable to
respond quickly or effectively to these developrseMte may experience difficulties with software elepment, hardware design, manufacturing or margetiat could delay ¢
prevent our development, introduction or marketiigew products and enhancements. The introdudtiorew products by our competitors, the market ptaoee of products
based on new or alternative technologies or thegenee of new industry standards could render wigtieg or future products obsolete. If the staddaadopted are different
from those that we have chosen to support, madagance of our products may be significantly ceduor delayed. If our products become technoldigiobsolete, we may
be unable to sell our products in the marketplawkgenerate revenues.
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If we fail to compete successfully against telecomitations equipment and networking companies, ability to increase our revenues and sustain prafiility will be
impaired.

Competition in the telecommunications méaikéntense. This market has historically been imhated by large incumbent telecommunications eqeipncompanies, such
Alcatel-Lucent, NEC, Nokia Siemens, Huawei and &§an, all of which are our direct competitors. s dace competition from other telecommunicatiand networking
companies, including Cisco Systems and Acme Pattlegtdesign competing products. Other competittag also merge, intensifying competition. Additibobampetitors with
significant financial resources may enter our merleend further intensify competition.

Many of our current and potential compesitbave significantly greater selling and marketteghnical, manufacturing, financial and otheoreses than we have. Further,
some of our competitors sell significant amountstbier products to our current and prospectiveornsts and have the ability to offer lower pricesvto business. Our
competitors' broad product portfolios, coupled vatteady existing relationships, may cause ourocusts to buy our competitors' products or harmaduility to attract new
customers.

To compete effectively, we must deliverdmative products that:

. provide extremely high reliability and voice qugjit

. deploy and scale easily and efficiently;

. interoperate with existing network designs and otteadors' equipment;

. provide effective network management;

. are accompanied by comprehensive customer suppbprafessional services;
. provide a cost-effective and space efficient solufor service providers; and

. meet price competition from low cost equipment jevs.

If we are unable to compete successfulbiregi our current and future competitors, we c@xperience price reductions, order cancellatiorss bf customers and revent
and our operating results could be adversely aftect

If we do not anticipate and meet specific customequirements or if our products do not interoperatgth our customers' existing networks, we may metain current
customers or attract new customers.

To achieve market acceptance for our prtsjuee must effectively anticipate, and adapt fimeely manner to, customer requirements and offedpcts and services that
meet changing customer demands. Prospective custonay require product features and capabilitias ¢lar current products do not have. The introductif new or enhanced
products also requires that we carefully managértresition from older products in order to minimidisruption in customer ordering patterns and enthat adequate supplies
of new products can be delivered to meet anticipatesstomer demand. If we fail to develop producis affer services that satisfy customer requiresiéhtve develop products
and offer services that are not widely adoptedheytélecommunications industry, or if we fail téeetively manage the transition from older produots ability to create or
increase demand for our products would be serichestgned and we may lose current and prospectiertess.

Many of our customers will require that @uoducts be designed to interface with their @xishetworks, each of which may have different #stions. Issues caused by
an unanticipated lack of interoperability may résulsignificant warranty, support and repair codfsert the attention of our engineering persorireh our hardware and
software development efforts and cause significastomer relations problems. If our products dointsroperate with those of our customers'
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networks, installations could be delayed or ordersur products could be cancelled, which wouldaesly harm our gross margins and result in Idsgeenues or customers.
Additionally, our customers may decide to devogigmificant portion of their budgets to evolvingl@ology as they consider national or worldwidddyouts. Therefore, if the
demand for our products is not strong and if otgegacustomers do not adopt, purchase and suctigsi#ploy our current or planned products, oureraves will not grow.

We expect that a majority of our revenue will benggated from a limited number of customers and wil wot be successful if we do not grow our custonimse.

To date, we have shipped our productsliimiéed number of customers. In fiscal 2010, onstomer, AT&T, contributed approximately 21% of savenue. The same
customer contributed approximately 29% of our remeim fiscal 2008. We did not have any single amstiothat contributed 10% or more of our revenuisital 2009. Factors
that may affect our ability to grow our customeséanclude the following:

. economic conditions that discourage potential nestamers from making the capital investments reguio adopt new technologies;
. deterioration in the general financial conditiorsefvice providers or their ability to raise cabiteaccess lending sources; and/or
. new product introductions by our competitors.

If we are unable to expand our customee pag will be forced to rely on generating recugrievenue from existing customers which may natlmeeessful. Our future
success will depend on our ability to attract addal customers beyond our current limited number.

If we are unable to generate recurring businessiincour limited number of existing customers, our fincial position and results of operations could bwterially and
adversely affected.

We expect that in the foreseeable futdre,majority of our revenue will continue to dep@mdsales of our products to a limited number o$#xg customers. Factors that
may affect our ability to generate recurring revenfrom our existing customers include the follogvin

. customer willingness to implement our new voiceasfructure products;

. acquisitions of or by our customers;

. delays or difficulties that we may incur in comjretthe development and introduction of our planpestucts or product enhancements;
. failure of our products to perform as expected;and

. difficulties we may incur in meeting customers'idedy requirements.

The loss of any significant customer or anpstantial reduction in purchase orders frometestomers could materially and adversely affacfinancial position and
results of operations.

Our large customers have substantial negotiatingéeage, and they may require that we agree to teend conditions that may have an adverse effectoom business.

Large telecommunications providers havestarial purchasing power and leverage in negogatontractual arrangements with us. These cus®may, among other
things, require us to develop additional featureguire penalties for failure to deliver such feai) require us to partner with a certain reséidore purchasing our products
and/or seek discounted product or service prioftsgwe sell more products to this class of custonmvermay be required to agree to such terms andtoams] which may affect
the timing of revenue recognition, amount of defdrrevenues or product and service margins andaghegrsely affect our financial position in certe@porting periods.
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Due to our reliance on significant customer contrs; we have financial exposure to the continueddircial stability of our customers

Due to our reliance on significant customentracts, we are dependent on the continueddiabstrength of our customers. The current ecoramisis could have already
had or could have in the future a material advefert on these customers. If one or more of agmiicant customers experience financial difficedtj it could result in
uncollectible accounts receivable and our lossgificant customers and anticipated service reeenu

We are exposed to the credit risk of some of oustamers and to credit exposures in weakened marketsch could result in material losses.

Most of our sales are on an open credisbasth typical payment terms of 30 to 45 days. Wvenitor individual customer payment capabilitygiranting such open credit
arrangements, seek to limit such open credit touamsowe believe our customers can pay and maintairves we believe are adequate to cover expfmudeubtful accounts.
However, there can be no assurance that our opelit customers will pay the amounts they owe toruhat the reserves we maintain will be adequatmver such credit
exposure. Our customers' failure to pay and/orfailure to maintain sufficient reserves could havmaterial adverse effect on our operating resuitsfinancial condition.
Additionally, in the event that the ongoing turmioilthe credit markets makes it more difficult Bmme customers to obtain financing, those custdrability to pay could be
adversely impacted, which in turn could have a ntadverse impact on our business, operatingteeand financial condition.

A portion of our sales are derived throwgin distributors. As distributors tend to have miaréted financial resources than other resellerd end-user customers, they
generally represent sources of increased credit ris

The current global economic downturn raibespotential of our customers incurring financidficulties (including bankruptcy), which wouldleersely impact our results
of operations and financial position as a resulbafer customer sales and write-offs of uncolldetidéccounts receivable.

We may face risks associated with our internatioredpansion that could impair our ability to grow ounternational revenues.

International revenue approximated $80iarill or approximately 32% of revenue, in fiscal @0%69 million, or approximately 30% of revenuefigtal 2009 and
$94 million, or approximately 30% of revenue, iscfl 2008. We intend to continue to expand ourssalénternational markets. This expansion haswiliccontinue to require
significant management attention and financial veses to successfully develop direct and indiretgrnational sales and support channels. In additi@ may not be able to
develop international market demand for our prosiughich could impair our ability to grow our rewers. We have limited experience marketing, distiilguand supporting ol
products internationally and, to do so, we expleat tve will need to develop versions of our produbat comply with local standards. Furthermorterimational operations are
subject to other inherent risks, including:

. reliance on distributors and resellers;

. greater difficulty collecting accounts receivabteldonger collection cycles;

. difficulties and costs of staffing and managingmgtional operations;

. the impact of differing technical standards outghie United States;

. the impact of the current global economic downtamd related market uncertainty;
. changes in regulatory requirements and currenciiange rates;
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. compliance with international trade, customs arubeixcontrol regulations;

. certification requirements and/or approval by aggament authority;

. reduced protection for intellectual property rigiitsome countries;

. potentially adverse tax consequences;

. considerations that affect government and serviogiger spending patterns;
. health or similar issues, such as pandemic or epdeand

. political, social and economic instability.

If we fail to manage the operational and financiaisks associated with our international operationiscould have a material adverse effect on our mess, results o
operations and financial condition.

We operate in international and emergingkets. In many international markets, long-standilgtionships between potential customers and tbeal suppliers and
protective regulations, including local contentuiggments and approvals, create barriers to emtrgddition, pursuing international opportunitieaynwequire significant
investments for an extended period before retumihose investments, if any, are realized, whicly negult in expenses growing at a faster rate thaaenues. Furthermore,
those opportunities could be adversely affectecabyong other factors: reversals or delays in trenoy of foreign markets to new competitors orittteoduction of new
technologies into those markets; government reigmiatdelaying and/or prohibiting potential salesn@reasing the cost of doing business in such etarka challenging pricing
environment in highly competitive new markets; eaafje controls; restrictions on repatriation of ¢asttionalization or regulation of local industggonomic, social and
political risks; taxation; challenges in staffingdamanaging international opportunities; and attsar or terrorism.

Difficulties in foreign financial marketsid economies and of foreign financial institutioparticularly in emerging markets, could adversdfgct demand from customers
in the affected countries. An inability to maintaiar business in international and emerging mankéite balancing the higher operational and finahdsks associated with
these markets could have a material adverse effeotr business, results of operations and fin&oiadition.

Our use and reliance upon development resourcesnidia may expose us to unanticipated costs andiabilities.

We have a significant development centdangalore, India and, in recent years, have ise@&eadcount and development activity at thidifiacThe employees at this
facility consist principally of research and devysttent personnel. There is no assurance that dancel upon development resources in India will &nab to achieve
meaningful cost reductions or greater resourceieffcy. Further, our development efforts and otiperations in India involve significant risks, inding:

. difficulty hiring and retaining appropriate enginieg and management resources due to intense citimpdor such resources and resulting wage irdlati

. the knowledge transfer related to our technology m@sulting exposure to misappropriation of inteilel property or information that is proprietaoyus, our
customers and other third parties;

. heightened exposure to changes in economic, sgaunit political conditions in India; and

. fluctuations in currency exchange rates and taxptiamce in India.

20




Table of Contents

Difficulties resulting from the factors ot above and other risks related to our operatioiredia could expose us to increased expense,ifmpadevelopment efforts,
harm our competitive position and damage our rejmurta

We are subject to governmental export and imporhtrols that could subject us to liability or impaiour ability to compete in international markets.

Our products are subject to U.S. exportrmdsiand may be exported outside the United Statgswith the required level of export licensetlrough an export license
exception because we incorporate encryption tedgyahto our products. In addition, various cousdriegulate the import of certain encryption te¢bgy and have enacted
laws that could limit our ability to distribute oproducts or our customers' ability to implement products in those countries. Changes in our prtsdor changes in export and
import regulations may create delays in the intatidun of our products in international markets,vamet our customers with international operatiowsrfrdeploying our products
throughout their global systems or, in some cgzesent the export or import of our products taa@rcountries altogether. Any change in expoitrgrort regulations or relate
legislation, shift in approach to the enforcemeanda@ope of existing regulations or change in thentdes, persons or technologies targeted by seghlations, could result in
decreased use of our products by, or in our deedealility to export or sell our products to, exigtor potential customers with international opierss. Any decreased use of
our products or limitation on our ability to exportsell our products would likely have an advegfect on our business, operating results and Gidcondition.

We may face risks related to litigation that couldsult in significant legal expenses and settlementdamage awards.

In the past, we have been named as a dafémisecurities class action and derivative latssWe are generally obliged, to the extent peediby law, to indemnify our
current and former directors and officers who amed as defendants in these lawsuits. While weptlyrexpect that the matters pending in our cursenurities litigation hav
been or are close to being resolved, defendingragekisting and potential litigation may requirgnsficant attention and resources of managemeagaRiless of the outcome,
such litigation will result in significant legal pgnses. If our defenses in any of our pendinggdlitim are ultimately unsuccessful, or if we arehledo achieve a favorable
settlement, we could be liable for large damagerdsvthat could have a material adverse effect arbosiness, results of operations and financialtioos

For additional information on our pendiitgghtion, please see Part I, Item 3 "Legal Proaegs! in this Annual Report on Form 10-K.

Our ability to compete and our business could bepardized if we are unable to protect our intellaat property or become subject to intellectual pesty rights claims,
which could require us to incur significant cost;dalitionally, in some jurisdictions, our rights mayot be as strong as we currently enjoy in the UnitBtates.

We rely on a combination of patent, coplytigrademark and trade secret laws and restretondisclosure to protect our intellectual propeights. Despite our efforts to
protect our proprietary rights, unauthorized partigay attempt to copy or otherwise obtain and use@mducts or technology. Monitoring unauthorizese of our products is
difficult and we cannot be certain that the stepshave taken will prevent unauthorized use of eahmology, particularly in foreign countries whéme laws may not protect o
proprietary rights as fully as in the United StafBse legal systems of many foreign countries dopnotect or honor intellectual property rightshe same extent as the legal
system of the United States. It may be very diffidime-consuming and costly for
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us to attempt to enforce our intellectual propeigirts in these jurisdictions. If competitors aldeato use our technology, our ability to compédfeatively could be harmed.

In addition, we and our customers haveiveceinquiries from intellectual property ownersdamay become subject to claims that we or our coste infringe their
intellectual property rights. Any parties assertihgt our products infringe upon their proprieteghts could force us to license their patentssigostantial royalty payments or
defend ourselves and possibly our customers oracntanufacturers in litigation. These claims ang resulting licensing arrangement or lawsuisui€cessful, could subject
to significant royalty payments or liability for seages and invalidation of our proprietary rightsy4potential intellectual property litigation alsould force us to do one or m«
of the following:

. stop selling, incorporating or using our produt@ttuse the challenged intellectual property;

. obtain from the owner of the infringed intellectpabperty right a license to sell or use the refétachnology, which license may not be availalieeasonable
terms, or at all; or

. redesign those products that use any allegedlingifrg technology.

Any lawsuits regarding intellectual propenights, regardless of their success, would be-{@mnsuming, expensive to resolve and would dimertmanagement's time and
attention. In addition, although historically owsts to defend lawsuits relating to indemnificatovisions in our product agreements have bedgriiicant, the costs were
significant in the fiscal 2008 and may be significan future periods.

Because our products are sophisticated and desigieelde deployed in complex environments, they mayéherrors or defects that we find only after fleployment, whict
could seriously harm our business.

Our products are sophisticated and aregdesdito be deployed in large and complex netwdksause of the nature of our products, they cay loaffully tested when
substantially deployed in very large networks witgh volumes of traffic. Some of our customers hamly recently begun to commercially deploy ourdarots and they may
discover errors or defects in the software or hardwor the products may not operate as expectedie’continue to expand our distribution channedugh distributors and
resellers, we will need to rely on and supportrtBervice and support organizations. If we are lenabfix errors or other performance problems thay be identified after full
deployment of our products, we could experience:

. loss of, or delay in, revenues or increased expense

. loss of customers and market share;

. failure to attract new customers or achieve maakeeptance for our products;

. increased service, support and warranty costs alivkasion of development resources; and/or
. costly and time-consuming legal actions by our @ungtrs.

If we are not able to obtain necessary licensegtofd-party technology at acceptable prices, or at allir products could become obsolete.

We have incorporated third-party licensechhology into our current products. From timeirizet we may be required to license additional tetdgy from third parties to
develop new products or product enhancements. Jarty licenses may not be available or continueet@vailable to us on commercially reasonable $esmmay be available
to us but only at significantly escalated priciAglditionally, we may not be able to replace thectionality provided by thirdgsarty software currently offered with our produié
that software becomes obsolete, defective or inedillp with future versions of our products or & adequately maintained or updated. The inaliditgnaintain or
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re-license any third-party licenses required in @urent products or to obtain any new third-péiggnses to develop new products and product emmaects could require us to
obtain substitute technology of lower quality orfpemance standards or at greater cost, and delpyeoent us from making these products or enhasogmany of which could
seriously harm the competitiveness of our produdity. significant interruption in the availabilityf these third-party software products or defectthese products could harm
our sales unless and until we can secure an aliegrsource. Although we believe there are adeqalé¢enate sources for the technology licensedstsuch alternate sources
may not provide us with the same functionalityteet turrently provided to us.

Because our products are deployed in large, compiexworks around the world, failure to establishsaipport infrastructure and maintain required suppblevels coulc
seriously harm our busines:

Our products are deployed in large and dermpetworks around the world. Our customers expedb establish a support infrastructure and raairdemanding support
standards to ensure that their networks maintajh kgvels of availability and performance. To supplee continued growth of our business, our suppanization will need t
provide service and support at a high level thraugthe world. If we are unable to provide the etpd level of support and service to our customeesgould experience:

. loss of customers and market share;

. a failure to attract new customers in new geogegphi

. increased service, support and warranty costs alivkasion of development resources; and/or
. network performance penalties.

The hardware products that we purchase from ourrtiiparty vendors have life cycles, and some of thpsoducts have reached the end of their life cygclé we are unable
to correctly estimate future requirements for thegeducts, it could harm our operating results ousiness.

Some of the hardware products that we @gelirom our thirgearty vendors have reached the end of their lifdesy It may be difficult for us to maintain apprigpe levels
of the discontinued hardware to adequately en$tewe do not have a shortage or surplus of invgrabthese products. If we do not correctly forgtdae demand for such
hardware, we could have excess inventory and meg teewrite off the costs related to such purchabes write-off of surplus inventory could matelyadnd adversely affect
our operating results. However, if we underestinoateforecast and our customers place orders tthpge more products than are available, we magawa sufficient
inventory to support their needs. If we are unablprovide our customers with enough of these petsdit could make it difficult to retain certainstomers, which could have a
material and adverse affect on our business.

Man-made problems such as computer viruses or ternorisiay disrupt our operations and harm our operatingsults.

Despite our implementation of network sé@guneasures, our servers are vulnerable to compirigses, breakas and similar disruptions from unauthorized tarmzewith
our computer systems. Any such event could havatanml adverse effect on our business, operaéaglts and financial condition. Efforts to limiktbility of malicious third
parties to disrupt the operations of the Intermatralermine our own security efforts may be mehwasistance. In addition, the continued threaeonbrism and heightened
security and military action in response to thie#t, or any future acts of terrorism, may causthé disruptions to the economies of the Unitesitét and other countries and
create further uncertainties or otherwise matsriadirm our business, operating results and finaooiadition. Likewise, events such as work stopgagewidespread blackouts
could have similar negative
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impacts. The extent that such disruptions or uaagres result in delays or cancellations of custborders or the manufacture or shipment of oudyets, our business,
operating results and financial condition coulchieterially and adversely affected.

Provisions of our stockholder rights plan, chartelocuments and Delaware law have e-takeover effects that could prevent a change oficol.

We adopted a three-year limited duratiatigholder rights plan, commonly referred to as@ispn pill," on June 26, 2008. The stockholder tgghian, which will expire on
June 26, 2011, is designed to protect stockholdethe extent possible, from a creeping acquisifind other tactics to gain control of us withofféng all stockholders an
adequate price and control premium. Under the simider rights plan, the acquisition of 15% or mof®ur outstanding common stock by any person ougi(which includes
for this purpose common stock referenced in dekieatansactions or securities), unless approvedusyBoard of Directors, will trigger the right ofir stockholders (other than
the acquirer of 15% or more of our common stoclkddquire additional shares of our common stock (arwtrtain cases, the shares of the potentialieeuhaving a market
value of twice the exercise price of each righpekson or group who beneficially owned 15% or nafrthe outstanding shares of our common stock poidhe adoption of the
stockholder rights plan did not cause the rightsécome exercisable upon adoption of the stockineigkets plan. However, such person or group waaldse the rights to
become exercisable (subject to certain limited ptioas) if it becomes the beneficial owner of aitdial shares of our common stock or if its benafiownership decreases
below 15% and subsequently increases to 15% or.rBeause the rights may substantially dilute thelsownership of a person or group attemptingietus over without th
approval of our Board of Directors, our stockholdghts plan could make it more difficult for artthiparty to acquire us (or a significant percentafgeur outstanding capital
stock) without first negotiating with our Board Dfrectors regarding that acquisition.

In addition, provisions of our amended astated certificate of incorporation, our amended restated by-laws and Delaware law could mak®ie difficult for a third
party to acquire us, even if doing so would be fieia to our stockholders.

Actions that may be taken by significant stockhotdenay divert the time and attention of our boaréidirectors and management from our business op&as.

Campaigns by significant investors to effdtanges at publicly traded companies have ineteasrecent years. In 2009, we entered into arlejreement with our then-
largest stockholder, pursuant to which we agreeeke certain actions related to our corporate gauece. While we believe we have satisfied in dult obligations under such
letter agreement, there can be no assurance ttlassockholder and/or any other stockholder will parsue actions to effect changes in our managearehstrategic direction,
including through the solicitation of proxies fravar stockholders. If a proxy contest were to bespad by any stockholder, it could result in sult&expense to us, consume
significant attention of our management and Bodrdirectors, and disrupt our business.

Failure or circumvention of our controls and procedes could impair our ability to report accuraterfancial results and could seriously harm our busise

Any system of controls, however well desidrand operated, is based in part on certain aggama@nd can provide only reasonable, and notlatess@ssurances that the
objectives of the system are met. The failure murhvention of our controls, policies and procedweuld impair our ability to report accurate fio&h results and could have a
material adverse effect on our business, resultgefations and financial position.
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Changes in our business strategy related to prodaietl maintenance offerings and pricing could affer#venue recognition.

Our business strategy and competition withe industry could exert pricing pressure onroaintenance offerings. Changes in our product ont@aance
offerings/packages and related pricing could affeetamount of revenue recognized in a reportingge

Any changes to existing accounting pronouncementgaxation rules or practices may cause adversecfluations in our reported results of operations affect how we
conduct our business.

A change in accounting pronouncements)atian rules or practices can have a significafgatfon our reported results and may affect ouorémg of transactions
completed before the change is effective. New atiiog pronouncements, taxation rules and varyitgrpretations of accounting pronouncements or taxatiles have
occurred in the past and may occur in the futuhe dhange to existing rules, future changes, if anthe need for us to modify a current tax positinay adversely affect our
reported financial results or the way we conducthiusiness. For example, Accounting Standards ép2i209-13 will become effective for us in fiscall20 Although we do not
expect the adoption of this standard to have anahtenpact on our financial statements, actualiitssmay differ. In addition, the International Aemting Standards Board and
Financial Accounting Standards Board joint prof@eta new revenue recognition standard is expeoted finalized in 2011 and could be effective fompanies as early as
2014. We have not yet assessed the impact of adpibtis potential new standard.

If our goodwill or intangible assets become impaiteve may be required to record a significant charp earnings

Under generally accepted accounting priesipwve review our intangible assets for impairmeimén events or changes in circumstances indibatedrrying value may not
be recoverable. Goodwill is tested for impairmerieast annually. Factors that may be considergthage in circumstances indicating that the cagryalue of our goodwill or
intangible assets may not be recoverable incluglgfgiant underperformance relative to plan or kiegn projections, strategic changes in businessesly, significant negative
industry or economic trends, significant changeiinoumstances relative to a large customer, sicauifi decline in our stock price for a sustainedopleand decline in our market
capitalization to below net book value. In connativith the preparation of our financial statemdatshe second and fourth quarters of fiscal 2008 jdentified several
impairment indicators related to the intangibleetssind goodwill allocated to Zynetix Ltd. and iheangible assets allocated to Atreus Systems,and.performed assessments
of the carrying value of these assets. As a reduliese assessments, we recorded impairment chaggeegating $6.3 million for the year ended Ddwan31, 2008, of which
$3.6 million was included as a component of Lossfidiscontinued operations in our consolidatedestant of operations. We may be required to recaigrficant charge to
earnings in our financial statements in future gasiif any additional impairment of our intangillesets or goodwill is determined, negatively impacour results of operatior

If we fail to hire and retain needed personnel, tiraplementation of our business plan could slowaur future growth could halt.

Our business depends upon highly skilletitecal, managerial, engineering, sales, marketitdycustomer support personnel. Competition fasetmersonnel is intense,
especially as the economy continues to recover.faiyre to hire, assimilate in a timely manner aethin needed qualified personnel, particularlgieeering and sales
personnel, could impair our growth and make itidifft to meet key objectives, such as timely arfdaive product introductions.
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Our future success depends upon the cadisarvices of our executive officers who haveaaitindustry experience and relationships thatehg on to implement our
business plan. With the exception of our key emgésybased in the European Union, none of our officekey employees is bound by an employment aggeéfor any
specific term. The loss of the services of anywfafficers or key employees could delay the dgwelent and introduction of, and negatively impaat ahility to sell, our
products and achieve our business objectives.

We had four executive departures in fi&Hl0, including the departure of our Chief Opeatfficer on December 30, 2010, our then-curreesklient and Chief
Executive Officer on October 12, 2010, our Viceditent of Sales on September 30, 2010 and ourdheent Chief Financial Officer on February 8, 20f¥hile we have since
recruited executive officers to fill the positioosPresident and Chief Executive Officer, Chiefdfinial Officer and Chief Technology Officer, théselways a risk of
uncertainty and instability relating to our ability find highly qualified successors for certaireedtive positions and to transition the duties msponsibilities of any departing
key executive in an orderly manner.

We have a limited number of shares available tauis$o our employees, which could impact our abilityattract, retain and motivate key personnel.

We historically have used stock options aggnificant component of our employee compensgirogram in order to align employees' interesth Wie interests of our
stockholders, encourage employee retention, anddg@ompetitive compensation packages. In 2007 stackholders approved a stock incentive planctvimicludes a limited
amount of shares to be granted under such planntit certain that our stockholders will approvercrease in the number of shares that we ar@dgn# to issue under the
stock incentive plan. The limited number of sharesilable for use as equity incentives to employeag make it more difficult for us to attract, ietand motivate key
personnel.

Restructuring activities could adversely affect oability to execute our business strate(

During fiscal 2008, 2009 and 2010 we hadimber of restructuring activities. These restrtinggs and any future restructurings, should it Ineemecessary for us to
continue to restructure our business due to woddwmarket conditions or other factors that redheedemand for our products and services, couldradieaffect our ability to
execute our business strategy in a number of wagtsding:

. loss of key employees;

. diversion of management's attention from normdlydaperations of the business;

. diminished ability to respond to customer requirategelated to both products and services;

. disruption of our engineering and manufacturingcesses, which could adversely affect our abilitintooduce new products and to deliver product$ loot a

timely basis and in accordance with the highestityustandards; and/or
. reduced ability to execute effectively internal aistrative processes, including the implementatibkey information technology programs.
If we are subject to employment claims, we couldun substantial costs in defending ourselvi
We may be subject to employment claimsonnection with employee terminations. In additioompanies in our industry whose employees accegptipos with
competitors may claim that their competitors hangaged in unfair hiring practices. These claims megylt in material litigation. We could incur stéostial costs defending

ourselves or our employees against those clairgaydéess of
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their merits. In addition, defending ourselves frisrase types of claims could divert our managerseténtion from our operations. The cost of emplegt claims may also
increase as a result of our increasing internatiexigansion. If we are found liable in connectioittvany employment claim, we may incur significansts that could adversely
impact our financial position and results of opienad.

We depend upon a single contract manufacturer anmdyadisruption in this relationship may cause us @il to meet the demands of our customers and damagr customer
relationships. Additionally, in the event we eld@otchange our manufacturer, qualifying a new conttamanufacturer and commencing commercial scale guztion are
expensive and time-consuming activities and coufteat our business.

We rely on a contract manufacturer to maoufre our products according to our specificatemd to fulfill orders on a timely basis. Reliaraea third-party manufacturer
involves a number of risks, including a lack of tohover the manufacturing process and the pakabisence or unavailability of adequate capa€ity. contract manufacturer
provides comprehensive manufacturing servicesydiny assembly and certain tests of our produalspancurement of materials. Our contract manufaetalso builds produc
for other companies and may not always have sefftajuantities of inventory available to fulfill barders or may not allocate their internal resesno fulfill these orders on a
timely basis. We neither have a long-term supphtiaet with our manufacturer nor internal manufaaiy capabilities to meet our customers' demandselver, our
manufacturer is not required to manufacture pralfatany specified period. In the event we eleatitange our manufacturer, qualifying a new contrzanufacturer and
commencing commercial scale production are experesin time-consuming activities and could resudt significant interruption in the supply of ouoducts. If a change in
contract manufacturers results in delays in ouillfulent of customer orders or if a contract maratifaer fails to make timely delivery of orders, may lose revenues and suffer
damage to our customer relationships.

We and our contract manufacturer rely on single tmited sources for supply of some components of ptoducts and if we fail to adequately predict oaranufacturing
requirements or if our supply of any of these conmemts is disrupted, we will be unable to ship ouogducts.

We and our contract manufacturer curreptischase several key components of our produatkiding commercial digital signal processors, freimgle or limited sources.
We purchase these components on a purchase oslsr lbave overestimate our component and finishpeads requirements, we could have excess invenigdrigh would
increase our costs. If we underestimate our remérgs, we may not have an adequate supply, whighl @oterrupt manufacturing of our products andiutei delays in
shipments and revenues. Moreover, we cannot baicent provide any assurance that our contract faatwrer will accept any or all of the purchaseassdand agree to supply
any or all of the quantities requested. Additiopaifl our contract manufacturer underestimatesreguirements, they may not have an adequate sughigh could interrupt
manufacturing of our products and result in delayshipments. If any of our sole or limited soustgpliers experience capacity constraints, worgsges or other reductions
or disruptions in output, they may not be able temor may choose not to meet, our delivery sdesdtn light of the continuing downturn in the & economic conditions,
there is also a risk that our distributors coulgexience interruptions in production or operationglter our current arrangements. If our supplpmf key components is
disrupted, we may be unable to deliver our prodtetsur customers on a timely basis, which coutdiltan lost or delayed revenue, injury to our riggion, increased
manufacturing costs and exposure to claims by ostomers. Even if alternate suppliers are availaibéemay have difficulty identifying them in a titgenanner, incur
significant additional expense in changing suppliand experience difficulties or delays in the ofanturing of our products. Any failure to meet austomers' delivery
requirements could harm our reputation and may bhaveaterial adverse effect on our consolidatechfired position, results of operations, or cash 8ow
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We currently do not have long-term suppintcacts with our component suppliers and theynateequired to supply us with products for anycsfped periods, in any
specified quantities or at any set price, excephag be specified in a particular purchase ordethé¢ event of a disruption or delay in supplyinability to obtain products, we
may not be able to develop an alternate sourceimely manner or at favorable prices, or at alfaflure to find acceptable alternative sourcedadwrt our ability to deliver
high-quality products to our customers and negbtiaéfect our operating margins. In addition, rati@ on our suppliers exposes us to potential seipptoduction difficulties,
quality variations and unforeseen price increa®es.customers rely upon our ability to meet comexittielivery dates, and any disruption in the supplyey components wou
seriously adversely affect our ability to meet thdates and could result in legal action by outausrs, loss of customers or harm our ability tceat new customers.
Additionally, any unforeseen price increases caattlice our profitability or force us to increase prices, which could result in a loss of custorr@rbarm our ability to attract
new customers.

Failure by our strategic partners or by us in integfing products provided by our strategic partnezsuld seriously harm our business.

Our solutions include the integration abgucts supplied by strategic partners, who offenglementary products and services. We rely on thagegic partners in the
timely and successful deployment of our solutianeur customers. If the products provided by thEsners have defects or do not operate as expefted services provided
by these partners are not completed in a timelymagror if we do not effectively integrate and sogproducts supplied by these strategic partriees; we may have difficulty
with the deployment of our solutions that may resul

. loss of, or delay in, revenues;
. increased service, support and warranty costs aiekasion of development resources; and
. network performance penalties.

In addition to cooperating with our strategartners on specific customer projects, we alay compete in some areas with these same parth#émsse strategic partners
fail to perform or choose not to cooperate wittonsertain projects, in addition to the effectsadié®d above, we could experience:

. loss of customers and market share; and

. a failure to attract new customers or achieve ma&eeptance for our products.
Any investments or acquisitions we make could disrour business and seriously harm our financial edition.

In addition to investing in organic growtte will consider other compelling opportunitiesdeliver greater shareholder value, if and wher @ypportunities arise. In the
event of future investments or acquisitions, weldou

. issue stock that would dilute our current stockkadtipercentage ownership;

. reduce significantly our cash and investments;

. incur debt or assume liabilities;

. incur significant impairment charges related towhie-off of goodwill and intangible assets;

. incur significant amortization expenses relatethtangible assets; and/or

. incur large and immediate write-offs for in-processearch and development and stock-based compmmsat
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Our integration of any acquired produashhologies or businesses could also involve nuaserigks, including:

. problems and unanticipated costs associated wittboong the purchased products, technologies onkases;
. diversion of management's attention from our cargness;

. adverse effects on existing business relationshigissuppliers and customers;

. risks associated with entering markets in whichhaee limited or no prior experience;

. potential loss of key employees, particularly thosthe acquired organizations; and

. integration of internal controls and financial gmss.

We may be unable to successfully integaateproducts, technologies, businesses or perstimtelve might acquire in the future without sigeaht costs or disruption to
our business.

We are exposed to fluctuations in currency exchamgees that could negatively impact our financiaésults and cash flows.

Because a portion of our business is coteducutside the United States, we face exposuaeierse movements in foreign currency exchangs.réteese exposures may
change over time as business practices evolvethaydcould have a material adverse impact on oanfiial results and cash flows. An increase invitige of the dollar could
increase the real cost to our customers of ourymtsdn those markets outside the United Stateseule often sell in dollars, and a weakened dakard increase the cost of
local operating expenses and procurement of ravenadt from sources outside the United States.

Consolidation in the telecommunications industry wd harm our business.

The telecommunications industry has expegd consolidation and we expect this trend toinaat Consolidation among our customers may caakgysl or reductions in
capital expenditure plans and/or increased conipefiricing pressures as the number of availab#arners declines and their relative purchasing pawegeases in relation to
suppliers. Any of these factors could adverselgatfbur business.

Regulation of the telecommunications industry coutérm our operating results and future prospec

The telecommunications industry is highdgulated and our business and financial conditaridccbe adversely affected by the changes in thelations relating to the
telecommunications industry. Currently, there a&w faws or regulations that apply directly to ascesor delivery of voice services on IP netwoik& could be adversely
affected by regulation of IP networks and comméncany country where we operate, including the ebhiBtates. Such regulations could include mattesis as voice over the
Internet or using Internet protocol, encryptionhiealogy, and access charges for service providérws adoption of such regulations could decreaseaddrfor our products, and
at the same time increase the cost of selling molyxts, which could have a material adverse effaaiur business, operating results and finanasition.

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

Our corporate headquarters is locatedl@ased facility in Westford, Massachusetts, comgjstf 97,500 square feet under a lease that expirdugust 2018. In addition to
our corporate headquarters, we maintained, as oéber 31, 2010, the following active facilities:

Location Principal use Square footage (approximate Lease expiration
Bangalore, Indi: Engineering/developme 164,00¢* April 2012
Freehold, New Jerse Engineering/developme 28,500 February 201!
Richardson, Texa Customer suppo 18,70( January 201!
Swindon, United Kingdon Engineering/developme 10,100 June 201:
Tokyo, Japat Sales and customer supp 7,20C September 201
Staines, United Kingdor Sales and customer supp 4,30C November 201:
Darmstadt, Germar Sales and customer supp 1,00C October 201:

* These facilities are being consolidated into alsitgcation. As a result, the Company will occuppeximately 70,000 square feet in India in fis2@l 1.

As of December 31, 2010, we also leased-4bom office space in Colorado, China, Czech RepubBliance, Mexico and the United Arab Emirates.B&keve our existini
facilities are adequate for our current needs hatiduitable additional space will be availabl@esded.

Item 3. Legal Proceedings
2001 IPO Litigation

In November 2001, a purchaser of the Comgazommon stock filed a complaint in the Unitedt8s District Court for the Southern District ofMN¥ork (the "District
Court") against the Company, two of its officersiahe lead underwriters alleging violations of tederal securities laws in connection with the Camyps initial public offering
("IPO") and seeking unspecified monetary damagks.plurchaser seeks to represent a class of pesunpurchased the Company's common stock betweedztte of the IPO
on May 24, 2000 and December 6, 2000. The amerateglaint, filed in April 2002, alleges that the Cpamy's registration statement contained false stemiling information
or omitted to state material facts concerning tflegad receipt of undisclosed compensation by tideawriters and the existence of undisclosed amamgmts between the
underwriters and certain purchasers to make additipurchases in the after market. The claims ag#e Company are asserted under Section 10thg@ecurities Exchange
Act of 1934, as amended (the "Exchange Act") arati®e 11 of the Securities Act of 1933, as amendeel "Securities Act"), and against the individdafendants under
Sections 11 and 15 of the Securities Act and Sesti®(b) and 20(a) of the Exchange Act. Other gfésrhave filed substantially similar class acticaises against approximat
300 other publicly-traded companies and their IP@exwriters which, along with the actions agaihst Company, have been transferred to a singledéplefge for purposes of
coordinated case management.

On July 15, 2002, the Company, collectiwelth the other issuers named as defendants ir th@srdinated proceedings, filed a collective motim dismiss the consolidal
amended complaints on various legal grounds contmaii or most of the issuer defendants. The pésntoluntarily dismissed the claims against mafyhe individual
defendants, including the Company's officers namete complaint. On February 19, 2003, the Disttiourt granted a portion of the motion to disntigdismissing the
Section 10(b) claims against certain defendantsudting the Company, but denied the remainder @ftiotion as to the defendants.
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In October 2004, the District Court cegtfithe class in a case against certain defendantdugust 31, 2005, the District Court approvedttrens of the proposed
settlement.

On December 5, 2006, the United States Gukppeals for the Second Circuit (the "Seconct@it”) reversed the District Court's October 2@0der certifying a class. C
October 5, 2009, the District Court issued an apirgranting the plaintiffs' motion for final appmof a new settlement, approval of the plan ofritigtion of the settlement
fund and certification of the settlement classas Oxder and Final Judgment was entered on Jan4ar3010.

On October 7, 2010, all but two parties wiaad filed a notice of appeal filed a stipulatioithvthe Second Circuit withdrawing their appealstwgrejudice, and one of the
remaining objectors filed a brief in support of Afgpeal. On December 8, 2010, plaintiffs movedismdss with prejudice the appeal filed by one & two appellants based on
alleged violations of the Second Circuit's rulesjuding failure to serve, falsifying proofs of gee, and failure to include citations to the retorhe motion was fully briefed as
of December 30, 2010, but the Second Circuit hagetoruled on the motion. The filing of plaintifisiotion tolled the deadline for appellees to &ifesswering briefs on both
appeals. If the District Court's order is upheldappeal, the Company would have no material lighifi connection with this litigation, and thisigjation would be resolved.

On October 5, 2007, Vanessa Simmonds, gopied shareholder, filed a complaint in the Uniggdtes District Court for the Western DistricMg&shington (the "Western
District Court") for recovery of short-swing prafitinder Section 16(b) of the Exchange Act agairestinderwriters of the IPO in 2000. On FebruaryZZ®8, the plaintiff filed
an amended complaint asserting substantially siroifams as set forth in the initial complaint. Thmended complaint seeks recovery against the wnitens for profits they
received from the sale of the Company's commorkstoconnection with the IPO. The Company was naaged nominal defendant but has no liability f& #isserted claims.
No Sonus officers or directors were named in theraded complaint. On March 12, 2009, the Westertribisourt entered its judgment in the case arahtgd the movin
issuers' motion to dismiss, finding plaintiff's dema letters were insufficient to put the issuersotice of the claims asserted against them. Thst&¥te District Court also
granted the underwriters' motion to dismiss asiéodaims arising from the non-moving issuers' IPdsling plaintiff's claims were time-barred undke applicable statute of
limitations.

Following an appeal to the United Statesr€of Appeals for the Ninth Circuit (the "Ninth ICuit"), on December 2, 2010, the Ninth Circuitiaffed the Western District
Court's decision to dismiss the moving issuergsdimcluding the Company's) on the grounds thainpff's demand letters were insufficient to pl issuers on notice of the
claims asserted against them and further ordeidlie dismissals be made with prejudice. The N@ithuit, however, reversed and remanded the We&&strict Court's
decision on the underwriters' motion to dismisgoahe claims arising from the non-moving issul?®s, finding plaintiff's claims were not time-badrunder the applicable
statute of limitations. In remanding, the NinthaZiit advised the non-moving issuers and underverii@file in the Western District Court the samaltdnges to plaintiff's
demand letters that moving issuers had filed.

On January 18, 2011, the Ninth Circuit eerall petitions for rehearing and petitions fdrearing en banc. On January 25, 2011, the Ninttu@igranted the underwriters'
motion to stay the issuance of the mandate andeddbat the mandate in the cases involving themowing issuers is stayed for ninety days pendirgfiling of a petition for
writ of certiorari in the United States Supreme €0o0n January 26, 2011, the Ninth Circuit grarttezlappellant's motion to stay the issuance ofrtaedate and ruled that the
mandate in all cases (including the Company's dneranoving issuers) is stayed for ninety days penthe appellant's filing of a petition for writ certiorari in the United
States Supreme Court. The Company currently bedithat the outcome of this litigation will not haaenaterial adverse impact on its financial positio results of operations.
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PART Il
Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases &quity Securities
Market Information

Our common stock is quoted on the NASDA@HKaI Select Market under the symbol "SONS." All gamies listed on the NASDAQ Global Select Market rmequired to
comply with certain continued listing standards.

The following table sets forth, for the &meriods indicated, the high and low sale pridesuo common stock as reported on the NASDAQ Gl@&=lect Market.

High Low

Fiscal 2010

First quartel $ 28: $ 1.7t
Second quarte $ 297 $ 221
Third quartel $ 3.7C $ 2.5¢
Fourth quarte $ 3.7t $ 2.5C
Fiscal 2009

First quarte! $ 2.01 $ 1.0¢
Second quarte $ 24t $ 1.51
Third quartel $ 2.3t $ 1.4:
Fourth quarte $ 22¢ $ 1.8

The Company held its Annual Meeting of &taulders on June 16, 2010, at which the stockhsldpproved the proposal to grant to the Board oéddors of the Company
discretionary authority to amend and restate the@my's Fourth Amended and Restated Certificateanfrporation, as amended, to effect a reverseksplit of the Company
common stock at ratio of not less than 1-for-3 aatimore than 1-fo6. As of the date of this filing, the Board of Diters of the Company has not yet determined toémgit :
reverse stock split of the Company's common stock.

Holders
At February 22, 2010, there were approxatya®70 holders of record of our common stock.
Dividend Policy
We have never declared or paid cash dividemd have no present intention to pay cash didlén the foreseeable future.
Recent Sales of Unregistered Securities
None.
Purchases of Equity Securities by the Issuer and Afiated Purchasers

We have not announced any current plapsagrams to repurchase shares of our common dttmkever, upon vesting of restricted stock awards,employees are
permitted to return to us a portion of the newlgteel shares to satisfy the tax withholding oblmyadithat arise in connection
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with such vesting. The following table summarizegurchases of our common stock during the fourtirtgu of fiscal 2010, which represent shares retlito satisfy tax
withholding obligations:

Total Number of
Shares Purchased

as Part of Approximate Dollar

Total Number Average Publicly Value of Shares that May
of Shares Price Paid Announced Plans Yet be Purchased Under

Period Purchased per Share or Programs the Plans or Programs
October 1, 2010 to October 31, 2C 400,76( $ 3.6t — —
November 1, 2010 to November 30, 2( 4,85¢ $ 2.84 — —
December 1, 2010 to December 31, 2 124,61 $ 2.6¢ — —
Total 530,23: $ 3.4z — —

Performance Graph

The following performance graph comparesahmulative total return to stockholders for oomenon stock for the period from December 31, 2006ugh December 31,
2010 with the cumulative total return over the sgragod on the NASDAQ Composite Index and the NASDRelecommunications Index. The comparison assames
investment of $100 on December 31, 2005 in our comstock and in each of the indices and, in eask,@ssumes reinvestment of all dividends, if dhg. performance
shown is not necessarily indicative of future perfance.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Sonus Networks, Inc., the NASDAQ Compositgebn
and the NASDAQ Telecommunications Index

50 L H L L '}
1205 1206 1207 1208 12109 120
—f— Sonus Networks, Inc. — gy — NASDAQ Composite = = £F - - HASDAQ Telecommunications

*$100 invested on 12/31/05 in stock or index, inithg reinvestment of dividends.
Fiscal year ending December 31.

December 31

2005 2006 2007 2008 2009 2010
Sonus Networks, Inc $ 100.0C $ 177.1: $ 156.7: $ 4247 $ 56.72 $ 71.7i
NASDAQ Composite $ 100.0¢ $ 111.7¢ $ 12467 $ 73.77 $ 107.1: $ 125.9¢
NASDAQ Telecommunication $ 100.0C $ 131.5( $ 146.2: $ 85.4: $ 118.2f $ 129.7¢
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated finahciata should be read in conjunction with "Managetis Discussion and Analysis of Financial Condigmd Results of
Operations" and our consolidated financial statémand notes thereto included elsewhere in thisudhReport on Form 10-K.

Consolidated Statement of Operations Dat Year ended December 31
(In thousands, except per share amounts)
2010 2009 2008(1) 2007 2006(2
Revenue
Product $ 146,58! $ 136,27t $ 203,38° $ 225,64 $ 203,59
Service 102,72« 91,22( 109,75t 93,771 75,89:
Total revenue 249,300 227,49¢ 313,14! 319,41¢ 279,48¢
Cost of revenue
Product 48,16 38,89¢ 74,27 90,97¢ 70,820
Service 47,992 44,46 56,02( 37,51: 29,60¢
Total cost of revenu 96,15¢ 83,36( 130,29« 128,48¢ 100,43:
Gross profit 153,15: 144,13¢ 182,85: 190,92¢ 179,05:
Operating expense
Research and developme 62,78¢ 59,86¢ 73,09¢ 78,89¢ 55,44¢
Sales and marketir 51,03t 48,92¢ 74,36¢ 81,60: 65,74¢
General and administrati 49,391 43,210 62,04¢ 56,657 35,36¢
Litigation settlement, net of insurance recov — — 19,10¢ 24,67 —
Impairment of intangible asse — — 2,720 — —
Restructuring expens 1,501 3,51( 70z — —
Total operating expens 164,71 155,52( 232,03t 241,82« 156,56(
Income (loss) from operatiol (11,559 (11,389 (49,18Y) (50,899 22,49:
Interest and other income (expense), 1,561 3,99: 12,71( 19,297 15,40¢
Income (loss) from continuing operations beforeoine taxe: (9,999 (7,39) (36,47%) (31,60 37,89¢
Income tax benefit (provisior (693 2,45¢ (79,67%) 8,47¢ 64,95¢
Income (loss) from continuing operatic (10,697) (4,939 (116,15() (23,12) 102,85«
Loss from discontinued operatio — — (4,49)) (1,08¢6) —
Loss on sale of discontinued operati — — (741) — —
Net income (loss $ (10,69) $ (4,939 $(121,38) $ (24,219) $ 102,85:
Earnings (loss) per shal
Basic:
Continuing operation $ (00H $ (007 $ (049 $ (009 $ 041
Discontinued operatior — — (0.02) — —
$ (009H $ (007 $ (045 $ (009 $ 041
Diluted:
Continuing operation $ (00H) $ (007 $ (049 $ (009 $ 04C
Discontinued operatior — — (0.02) — —

$ (00) $ (002 $ (045 $ (009 $§ 04C

Shares used to compute earnings (loss) per s

Basic 275,47( 273,73( 271,47 262,92¢ 253,77:

Diluted 275,47( 273,73( 271,47 262,92 258,33¢
Consolidated Balance Sheet Da December 31
(In thousands) 2010 2009 2008 2007 2006
Cash and cash equivalel $ 62,50 $ 125320 $ 122,200 $ 118,93 $ 44,20¢
Shor-term marketable securitit $ 258,83 $ 239,22 $ 180,78t $ 207,08t $ 256,48!
Long-term investment $ 87,080 $ 4959¢ $ 84,96 $ 6656¢ $ 60,18¢
Working capital $ 323,470 $ 352,40¢ $ 327,08t $ 365,200 $ 312,19
Total asset $ 555,95: $ 540,737 $ 53558! $ 694,16 $ 589,60:
Long-term deferred revenue, net of current por $ 4281 $ 2524: $ 3799 $ 1646: $ 33,78
Long-term liabilities, net of current portic $ 413¢ $ 1127 $ 186t $ 2,061 $ 1,467
Total stockholders' equit $ 418,95¢ $ 414,23t $ 406,43 $ 493,70 $ 432,53
1) Includes the results of operations of Atreus Systdnc. for the period subsequent to its acquisitip the Company on April 18, 2008 and $88.4 miillaf income tax expense related to the recording of

a valuation allowance on certain deferred tax asset

) Includes an income tax benefit of $82.6 milliorated to the reversal of a valuation allowance otagedeferred tax assets.
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Iltem 7. Management's Discussion and Analysis &inancial Condition and Results of Operations

The following discussion should be read in conjiamctvith our consolidated financial statements awodes to those statements and other financial mé&dion appearing
elsewhere in this Annual Report on Form 10-K. Tdlewing discussion contains forwartboking information within the meaning of Sect®#A of the Securities Act of 1933,
amended, and Section 21E of the Securities andaBgehAct of 1934, as amended, or the ExchangeaAdtare subject to the "safe harbor" created bysthsections. In
particular, statements contained in this Annual &epn Form 1(-K that are not historical facts, including but riehited to statements concerning revenues, revenue
recognition, cost of revenues, operating expenssgarch and development expenses, sales and ingrkegpenses, general and administrative expemesegloyee-related
costs, our ability to attract and retain qualifigérsonnel, valuations of investments, valuatiostotk-based awards, and liquidity, constitute famvlboking statements and are
made under these safe harbor provisions. Someedbtiwvard-looking statements can be identifiedi®/use of forward-looking terms such as "believéspects," "may,"

"will," "should," "could," " " plagy" "estimates," "anticipates," or other comparabéems. Forward-looking statements involve inherisks and uncertainties

seek," "intends,
that could cause actual results to differ mategidiom those in the forward-looking statements.uAe you to consider the risks and uncertaintiexd$sed in greater detail
under the heading "Risk Factors" in evaluating amvard-looking statements. These forward-lookitajesments are based on our current expectatiorsjraptions, estimates
and projections about our industry and ourselvex] we do not undertake an obligation to update fowvard-looking statements to reflect future evemtsircumstances.

Overview

We are a leading provider of voice and dlaftastructure solutions, including softswitch aebssion border control products for service prergdind large enterprises. Our
infrastructure solutions allow efficient and reliablelivery of voice and multimedia sessions owenétworks while allowing our customers to mandgefiows of such sessions
in their networks using business policies.

We sell our products principally througHieect sales force in the United States, EuropeMiddle East, Japan and Asia-Pacific. We contiouexpand our presence into
new geographies and markets through our relatipsshith regional channel partners.

Our target customers comprise both tradéi@nd emerging communications service providechuding long-distance carriers, local exchangeiess, Internet service
providers, wireless operators, cable operatorsrrational telephone companies and carriers thatiger services to other carriers, as well as ent&gustomers. We also
collaborate with our customers to identify and depenew advanced services and applications thgtriey offer to their customers.

On May 17, 2010, we announced the geneeilability of our NBS5200 Network Border Switcthé "NBS5200") as the first product on our next-gatien ConnexIP
platform. The NBS5200 complements our NBS9000 Neitvsorder Switch as part of our Session Border @3r{tSBC") solutions portfolio and provides SBhfiionality,
including media interworking, advanced routing @adicy engine, and multi-access security gatewagtionality. The ConnexIP platform is a platfornt émnnecting,
managing and securing IP session-based commumnisaditd represents a key element in our stratebgirig industry-leading performance and carrier grealiability to the
session management market, and represents a naudetfien for the next generation of our IP-basedipots.

We continue to focus on the key elementsunfstrategy, designed to capitalize on our tetdgyoand market lead, and build a premier franchigeacket-based voice
infrastructure solutions. We are currently focusing major efforts on the following aspects of business:

. leveraging our technology leadership to attractatain key service providers;
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. embracing the principles outlined by 3GPP and éeiing the industry's most advanced IMS-ready suite;

. expanding and broadening our customer base bytiaggepecific market segments, such as wirelessatpes;

. assisting our customers' ability to differentidternselves by offering a sophisticated applicatievetbpment platform and service creation envirortmen
. expanding our solutions to address emerging IPebas®kets, such as network border switching;

. expanding our global sales, marketing, supportdisitibution capabilities;

. actively contributing to the standards definitioxdaadoption process; and

. pursuing strategic transactions and alliances.

On August 24, 2010, we announced a restringf initiative to close our offices in Ottawa, i2ala and in Darmstadt, Germany, to relocate owHeld, New Jersey facility
to a smaller, more cost-effective space in the samaa, and to reduce our workforce by 12 peoplapproximately 1% of employees worldwide (the "20ddktructuring
initiative"). We recorded $1.1 million of restrucittg expense in the three months ended Septemh&030, representing severance and related expérsie headcount
reduction component of the restructuring initiatiée recorded $0.4 million in the three months enBecember 31, 2010 primarily related to the offittesing in Ottawa,
Canada. During the fourth quarter of fiscal 20Maaesult of changing business circumstancessetieographic areas, including the availabilitguifable replacement
facilities and certain customer relationships, teeted not to close our office in Darmstadt, Geryam to relocate our Freehold, New Jersey facility a result, we do not
expect to record restructuring expense relatedhereof these facilities. The payments relateth®2010 restructuring initiative were completediscal 2010.

On May 20, 2010, we announced that RiciharNottenburg ("Dr. Nottenburg") planned to stepvdoas President and Chief Executive Officer andrectbr of the
Company by the end of March 2011. On October 8028hymond P. Dolan ("Mr. Dolan") accepted an offeemployment as our President and Chief Execu@iffeer,
effective October 12, 2010, succeeding Dr. NottegbUihe costs related to Dr. Nottenburg's depauedncluded as a component of our General andréginative expenses in
the year ended December 31, 2010.

On December 30, 2010, we announced thatdixtr Pai ("Mr. Pai") was stepping down as Exeaittice President and Chief Operating Officer of @mmpany, effective
immediately. The costs related to Mr. Pai's deparéuwie included as a component of our General dndréstrative expenses in the year ended Decenthe2®L0.

We reported losses from operations of $idilBon for fiscal 2010, $11.4 million for fisc&009 and $49.2 million for fiscal 2008.

We reported net losses of $10.7 milliofiseal 2010, $4.9 million in fiscal 2009 and $12inlion in fiscal 2008. Our loss from continuingerations for fiscal 2008 was
$116.2 million, and included $88.4 million of incertax expense related to a valuation allowancerdecbon all of our net deferred tax assets in theed States.

Our revenue was $249.3 million in fiscall@0$227.5 million in fiscal 2009 and $313.1 miflim fiscal 2008. Our gross profit was $153.2 riiliin fiscal 2010,
$144.1 million in fiscal 2009 and $182.9 millionfiscal 2008. Our gross profit as a percentagewémue ("total gross margin") was 61.4% in fis€l® 63.4% in fiscal 2009
and 58.4% in fiscal 2008.
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Our operating expenses were $164.7 millidiiscal 2010, compared to $155.5 million in fis2@09 and $232.0 million in fiscal 2008. Our fis@@10 operating expenses
included $7.9 million of incremental costs in thggeegate related to the departures of Dr. Nottegnaad Mr. Pai, as well as $1.5 million of restruittyg expense. Our fiscal 20
operating expenses included $3.5 million of restmicg expense. Our fiscal 2008 operating expeims#gded $19.1 million of expense for litigatiorttlements, net of insuran:
recovery, in fiscal 2008 for litigation against @n of our customers alleging patent infringemefnit). S. Patent No. 6,243,373 entitled "Method ampa@ratus for Implementing
a Computer Network Internet Telephone System" (@& Patent Litigation") and a Consolidated Amen@exnplaint alleging that we made false and mislegdtatements
about our products and business (the "2002 Seesitiitigation"), $2.7 million of impairment chargis purchased intangible assets and $0.7 milliorestructuring expense.

We recorded stock-based compensation erpefrts15.3 million in fiscal 2010, $12.8 million fiscal 2009 and $25.1 million in fiscal 2008.

Lower portfolio yield on our investmentsupled with slightly lower amounts invested in casjuivalents and marketable securities resultéovier interest income, which
was also a factor in our current year net loserést income was $1.7 million in fiscal 2010, conegato $4.1 million in fiscal 2009 and $12.6 mitliin fiscal 2008.

Critical Accounting Policies and Estimates

Management's discussion and analysis diitlaacial condition and results of operationsaséd upon our consolidated financial statement&hatrave been prepared in
accordance with accounting principles generallyepted in the United States of America. The preparaif these financial statements requires us thenestimates and
judgments that affect the reported amounts of askabilities, revenues and expenses, and reldisadosure of contingent assets and liabilities. béise our estimates a
judgments on historical experience, knowledge ofesut conditions and beliefs of what could occuthia future given available information. We consitte following
accounting policies to be both those most importathe portrayal of our financial condition andsle that require the most subjective judgmentctifia results differ
significantly from management's estimates and ptimjas, there could be a material effect on ouarfitial statements. The significant accounting pesithat we believe are the
most critical include the following:

. Revenue recognition;

. Inventory valuation;

. Loss contingencies and reserves;

. Stock-based compensation;

. Goodwill and intangible assets; and
. Accounting for income taxes.

Revenue Recognition. We recognize revenue from product sales whesupsive evidence of an arrangement exists, dglivas occurred, the sale price is fixed or
determinable, and collectibility of the relatede®@ble is probable under customary payment tevifien we have future obligations, including a regient to deliver
additional elements which are essential to thetfanality of the delivered elements or for whictnder specific objective evidence of fair value ('WE") does not exist or wht
customer acceptance is required, we defer revezaggnition and related costs until those obligatiare satisfied. If the only undelivered elememh&@ntenance, then revenuu
recognized ratably over the contractual maintenagce.
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Many of our sales involve multiple-elemantangements. When a sale includes multiple elesnsanth as products, maintenance and/or professienaces, we recognize
revenue using the residual method, as we havestatleshed VSOE for our products. Revenue assatiatit elements for which VSOE has been establisheecorded based
on the VSOE value; revenue associated with anyliveded elements that are considered not esseatthke functionality of the product and for whiclS®E has been
established is deferred based on the VSOE valgkaay remaining arrangement fee is then allocatedrtd recognized as, product revenue. We havblissiad VSOE for
maintenance arrangements and some professionadesrVSOE for maintenance and professional sesugeither determined by the price charged wherséme element is
sold separately or established by management havéngelevant pricing authority. The Company's iRga&Committee has the relevant authority for essaidg pricing for
products and services. If we cannot establish V&®DENy undelivered element, including specifiedtfees and upgrades, we defer revenue on the antiregement until
VSOE for all undelivered elements is known or &heents are delivered and all other revenue retiogririteria are met.

Revenue from maintenance and support ssvicrecognized ratably over the service peri@dn&l maintenance revenue is deferred until thecaged product is accept
by the customer and all other revenue recognitider@ have been met. Maintenance and supporicgsrinclude telephone support, return and repgipsrt and unspecified
rights to product upgrades and enhancements.

Revenue from installation services is galerecognized when the services are completeadirather revenue recognition criteria have been iRevenue from other
professional services for which VSOE has been éshedd is typically recognized as the servicesdmlevered if all other revenue criteria have beet.m

Revenue from consulting, custom developraentother professional services-only engagemsnecbgnized as services are rendered, providexdhadt revenue
recognition criteria have been met.

We sell the majority of our products ditgdb our service provider customers. For prodscisl to resellers and distributors with whom weénhavleast eight quarters of
consistent history regarding the potential for pridreturns or refunds, or any form of concessiomyecognize revenue on a sell-in basis. For hiotesellers and distributors
we recognize revenue on a sell-through basis.

Beginning in the fourth quarter of fisc&lGB, we concluded that we no longer had sufficedence of VSOE on maintenance services for oripfargest customers.
Therefore, all revenue related to multiple elensnangements for this customer entered into beggnim the fourth quarter of fiscal 2008 was recagdiratably over the
maintenance period. Revenue recognition on mulgf@enent arrangements with this customer began wteanly undelivered element of the arrangemerst avaintenance.
Beginning in the fourth quarter of fiscal 2008, @wders from this customer that contain bundlediped and maintenance, the Company has allocate@d percentage (which
represents the maintenance renewal rate for gesaicustomers for which the Company has VSOR)eatrangement fee to service revenue with thewasamount classified
as product revenue. The Company has applied thisadelogy on a consistent basis.

We exclude any taxes assessed by a govatahaithority that are directly imposed on a rexeproducing transaction (i.e., sales, use, vaiided) from our revenue and
costs. Reimbursement for out-of-pocket expensescsrded as revenue.

We record deferred revenue for productvéedid or services performed for which collectiorthef amount billed is either probable or has bedleacted but other revenue
recognition criteria have not been satisfied. Defeérevenue includes customer deposits and amasstgiated with maintenance contracts. Deferreghiey expected to be
recognized as revenue more than one year subsequbetbalance sheet date is classified as lomy-teferred revenue.

38




Table of Contents

We defer recognition of incremental direosts, such as cost of goods, commissions andphiry installation costs, until satisfaction oéttriteria for recognition of the
related revenue. Deferred incremental direct dbsisrelate to deferred revenue that is classdedurrent are classified as current assets. Wipentian of the deferred revenue
related to a customer arrangement is classifigdragsterm, the incremental costs relating to tharrgement are classified as noncurrent assets.

In October 2009, the Financial Accountinigrislards Board ("FASB") issued an updat€é&utain Arrangements that Include Software Elememitéch will require us to
account for many of our multiple-element arrangetm@s norsoftware transactions and could impact the timihgeeenue recognized in a reporting period. In ®etd2009, th:
FASB also issued an update to the accounting go@lased to determine the unit of accounting fortiplelelement arrangements. These updates arefultyrelescribed in the
"Recent Accounting Pronouncements" section of Masagement's Discussion and Analysis of Financtaddtion and Results of Operations. These updatesféective for us
beginning January 1, 2011. We currently do notewelithat the implementation of these updates wileha material effect on our consolidated finangition or results of
operations.

Inventory Valuation. We review inventory for both potential obsokssce and potential loss of value periodically.hHis teview, we make assumptions about the future
demand for and market value of the inventory argktian these assumptions, estimate the amouny @xaess, obsolete or slow-moving inventory.

We write down our inventories if they amnsidered to be obsolete or at levels in exce$sre€asted demand. In these cases, inventory fewrdown to estimated
realizable value based on historical usage andotegelemand. Inherent in our estimates of markieevia determining inventory valuation are estinsatgated to economic
trends, future demand for our products and techoizsolescence of our products. If future demancharket conditions are less favorable than ourget@ns, additional
inventory write-downs could be required and woutdréflected in the cost of revenue in the periarévision is made. To date, we have not been redjtd revise any of our
assumptions or estimates used in determining menitory valuations.

We write down our evaluation equipmenthat time of shipment to our customers, as it ispnobable that the inventory value will be realizabl

Loss Contingencies and ReservesWe are subject to ongoing business risks ayisirthe ordinary course of business that affeetastimation process of the carrying
value of assets, the recording of liabilities amel possibility of various loss contingencies. Atimated loss contingency is accrued when it is pbib that a liability has been
incurred or an asset has been impaired and thergmbloss can be reasonably estimated. We regudadluate current information available to deternivhether such amout
should be adjusted and record changes in estiritatee period they become known. We are subjeeatmus legal claims, including securities litigati We reserve for legal
contingencies and legal fees when the amountsrababple and reasonably estimable. Our directoradiickr liability insurance policies provide onlinlited liability protection
relating to the securities class action and dexiedawsuits against us and certain of our officard directors.

Stock-Based Compensation.Our stock-based compensation cost is meastitbé grant date based on the fair value of thedand is recognized as expense over the
requisite service period, which is generally thetirgy period.

We use the Black-Scholes valuation modeégtimating the fair value on the date of grar¢miployee stock options. Determining the fair vadfistock option awards at
the grant date requires judgment regarding cextalimation assumptions, including the volatilityafr stock price, expected term of the option, figle interest rate and expec
dividends. Changes in such assumptions and essmatéd result in different fair values and couidrefore impact our earnings. Such changes
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would not impact our cash flows. The fair valugestricted stock and performance stock awardssedapon our stock price on the grant date.

The amount of stock-based compensationresgpeecorded in any period for unvested awardsnegjastimates of the amount of stock-based avthedsire expected to be
forfeited prior to vesting, as well as assumpticegarding the probability that performance awardkhe earned. Assuming it was probable that thégomance conditions for
all outstanding performance-based stock awardsdvoellsatisfied, we would have recognized approxtpai500,000 of additional stock-based compensatigense in fiscal
2009. During fiscal 2010, we believed that it wash@able that the performance conditions for alktariding performance-based awards would be satiafid accordingly, we
recognized stock-based compensation expense rétagetth awards in fiscal 2010.

Goodwill and Intangible Assets. Goodwill is not amortized, but instead is tedster impairment at least annually, or if indicaaf potential impairment exist. Intangible
assets with estimated lives and other long-livesbtssare reviewed for impairment when events on@bs in circumstances indicate that the carryinguarhof an asset may not
be recoverable. Recoverability of intangible asaétis estimated lives and other long-lived assetméasured by comparing the carrying amount oé#iset to future net
undiscounted pretax cash flows expected to be gteweby the asset. If these comparisons indicateatih asset is not recoverable, we will recognizergairment loss for the
amount by which the carrying value of the asseeess the related estimated fair value. Estimatiedddue is based on either discounted future prefeerating cash flows or
appraised values, depending on the nature of #&t.a8onsiderable judgment is required to estimeeounted future operating cash flows. Judgmealsis required in
determining whether an event has occurred thatimpgir the value of goodwill or identifiable intaibée or other long-lived assets. Factors that caudlicate an impairment
may exist include significant underperformancetredato plan or long-term projections, strategiaeses in business strategy, significant negatistestry or economic trends, a
significant change in circumstances relative targe customer, a significant decline in our stog&epfor a sustained period and a decline in ouketacapitalization to below
net book value. We must make assumptions aboutefetash flows, future operating plans, discourdgaind other factors in the models and valuatiports. To the extent the
future projections and estimates change, the ettareamounts of impairment could differ from currestimates. Our annual testing for impairment afdyaill is completed as
November 30 of each year. Our testing for fiscdl®and fiscal 2009 indicated that no impairmengaddwill existed. At November 30, 2010, the failueaof our reporting un
was well above the carrying value of our reportimi.

Accounting for Income Taxes. Our provision for income taxes is compriseéafurrent and a deferred portion. The current iretam provision is calculated as the
estimated taxes payable or refundable on tax retiamthe current year. We provide for deferrecbime taxes resulting from temporary differences betwfinancial and taxable
income. Such differences arise primarily from tax operating loss and credit carryforwards, deptém, deferred revenue, stock-based compensatjgense, accruals and
reserves.

We assess the recoverability of any taetasgcorded on the balance sheet and provideesgssary valuation allowances as required. In atialyour ability to recover
our deferred tax assets, we consider all availpb$itive and negative evidence including our pastrating results, the existence of cumulative inedmthe most recent fiscal
years, changes in the business in which we oparateur forecast of future taxable income. In deieing future taxable income, we are responsibteafsumptions utilizec
including the amount of state, federal and inteamatl pretax operating income, the reversal of temporarfedéinces and the implementation of feasible andgrtitax plannin
strategies. These assumptions require significatgment about the forecasts of future taxable ircanmd are consistent with the plans and estimategrevusing to manage the
underlying businesses. Such assessment is completagurisdiction by jurisdiction basis.
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At December 31, 2010, we had valuationvedloces of approximately $103 million to offset dedel tax assets of approximately $105 million.Ha event we determine it
more likely than not we will be able to use a defdrtax asset in the future in excess of its neyoay value, the valuation allowance will be redd¢thereby increasing net
earnings and increasing equity in the period swathrehination is made. We have approximately $7ionilbf deferred tax assets related to compensatipenses for financial
reporting purposes that are not deductible foptanposes until options are exercised or shares Asstmployees will not exercise the underlyingam unless the current
market price exceeds the option exercise priceoandax deduction for restricted shares is deteeahias the shares vest, the ultimate realizatidghiebenefit is directly
associated with the price of our common stock. Ac&mber 31, 2010, the Company's stock price of/d&as well below the weighted average exercisemfour common
stock options of $4.40. We have recorded net deflelax assets in some of our international subsédiaThese amounts could change in future peliaged upon our operating
results and changes in tax law.

We provide for income taxes during inteperiods based on the estimated effective tax oatthe full fiscal year. We record a cumulativelstiment to the tax provision in
an interim period in which a change in the estimaenual effective tax rate is determined.

We have not provided for U.S. income taseshe undistributed earnings of non-U.S. subsiearlas we plan to permanently reinvest these ata@n have the ability to
do so.

We assess all material positions takeminiacome tax return, including all significant @ntain positions, in all tax years that are stibbjgct to assessment or challenge by
relevant taxing authorities. Assessing an uncettairposition begins with the initial determinatiohthe position's sustainability and is measutetie largest amount of benefit
that is greater than 50% likely of being realizgam ultimate settlement. As of each balance sheget dnresolved uncertain tax positions must besessed, and we will
determine whether (i) the factors underlying thstaimability assertion have changed and (ii) thewm of recognized tax benefit is still appropridtae recognition and
measurement of tax benefits require significangjodnt. Judgments concerning the recognition angunement of a tax benefit might change as new imdtion becomes
available.

Results of Operations
Years Ended December 31, 2010 and 2009

Revenue. Revenue for the years ended December 31, 20€d@@09 was as follows (in thousands, except péages):

Year ended Increase
December 31, from prior year
2010 2009 $ %
Product $ 146,580 $ 136,27¢ $ 10,30 7.€%
Service 102,72 91,22( 11,50¢ 12.€%
Total revenue $ 249,30 $ 227,49¢ $ 21,81 9.€%

Product revenue is comprised of sales ofvoice infrastructure products, including our GER9 and GSX4000 Open Services Switches, Network@&dBwitch (includin
our new NBS5200), PSX Policy & Routing Server, SGinaling Gateway, ASX Call Feature Server, IMX\&& Delivery Platform, Sonus Insight Managemergt&gmn, ASX
Access Gateway Control Function, the Insightuthority Provisioning System and related produ@¢rings. The increase in product revenue in figl0 compared to fiscal
2009 resulted from approximately $25 million of @tohal product revenue from AT&T, partially offsby approximately $15 million of lower product rene from other
customers. Revenue from our trunking and acceshupts increased $9.8 million in fiscal 2010
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compared to fiscal 2009. Revenue from our peef8S) products increased $0.5 million in fiscal 2@bdnpared to fiscal 2009. In fiscal 2010, we redpgeh $26.0 million of
product revenue in the aggregate from 20 new custenwe recognized $16.9 million of product reveimughe aggregate from 7 new customers in fisc@lB2We expect that
our product revenue in fiscal 2011 will increasenfr2010 levels.

For orders received after October 1, 2008fAT&T, we concluded that we no longer had sigfit evidence of VSOE on maintenance services. ksalt, all revenue
related to multiple element arrangements for thist@mer entered into beginning in the fourth quastdiscal 2008 was recognized ratably over thamgement's maintenance
period, which ended December 31, 2010, providedthBr revenue recognition criteria were met. Rereerecognition on multiple arrangements with AT&glan when the on
undelivered element of the arrangement was maintenaVe recognized approximately $32 million oftspecoduct revenue in fiscal 2010 and approxima$&lynillion of such
product revenue in fiscal 2009 from AT&T. We recomal approximately $15 million of such maintenaneeenue in fiscal 2010 and approximately $9 milladrsuch
maintenance revenue in fiscal 2009 from AT&T. Theréase in ratably recognized revenue from AT&Tisoal 2010 compared to fiscal 2009 was due t@fi2010 orders
being recognized as revenue over a shorter penmuddrders placed in fiscal 2009. In December 2@/E0entered into a new maintenance agreement vilitaTA which covers
the period from January 1, 2011 through April 3012

Service revenue is primarily comprised afdware and software maintenance and support, nlettesign, installation and other professional mes. The increase in
service revenue in fiscal 2010 compared to fis@8Ris attributable to $9.2 million of higher manance revenue and $2.3 million of higher profesdiservices revenue. We
recognized $3.1 million of maintenance revenuén@dggregate from 19 new customers in fiscal 20H0$8.9 million of maintenance revenue in the aggte from 8 new
customers in fiscal 2009. We recognized $7.4 mmllid professional services revenue in the aggrefgaite 24 new customers in fiscal 2010 and $4.3iamilbf professional
services revenue in the aggregate from 10 new mes®in fiscal 2009.

In fiscal 2010, we had one customer, AT&1at contributed 10% or more of our revenue. lodi2009, we had no customers that contributed @0fbore of our revenue.
International revenue was approximately 3#%gvenue in fiscal 2010 and approximately 30%evknue in fiscal 2009. Due to the uneven ordepiaterns of customers
and the timing of project completions, we expeaet the domestic and international components as@eptage of our revenue will fluctuate from guartequarter and year to

year.

Our deferred product revenue was $39.8anilht December 31, 2010 and $47.7 million at Ddwam31, 2009. Our deferred service revenue was8$48lion at
December 31, 2010 and $52.3 million at DecembeRB@9. Our deferred revenue balance may fluctumterasult of the timing of revenue recognitiorstomer payments,
maintenance contract renewals, contractual billighgts and maintenance revenue deferrals includeniltiple element arrangements.

Cost of Revenue/Gross Profit. Our cost of revenue consists primarily of anteyaid to third-party manufacturers for purchasederials and services, royalties,
manufacturing and professional services persommtelated costs and provision for inventory obscéace. Cost of revenue and gross profit
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as a percentage of revenue ("gross margin") foyézes ended December 31, 2010 and 2009 werelaw$dfin thousands, except percentages):

Year ended Increase
December 31, from prior year
2010 2009 $ %
Cost of revenus
Product $ 48,160 $ 38,89¢ $ 9,27( 23.8%
Service 47,99: 44,467 3,52¢ 7.%
Total cost of revenu $ 96,15¢ $ 83,36( $ 12,79¢ 15.2%
Gross margit
Product 67.1% 71.5%
Service 53.2% 51.2%
Total gross margil 61.4% 63.4%

The decrease in product gross margin gafi2010 compared to fiscal 2009 is primarily doehanges in product and customer mix, includirgabmpletion in fiscal 2009
of a multi-year project for which the majority adsts had been recorded as period expense in #8068l These factors decreased our product groggimiay approximately four
percentage points.

The increase in service gross margin icefi2010 compared to fiscal 2009 is primarily &titable to higher service revenue against ourivelgtfixed cost base, which
increased our service gross margin by approximaveypercentage points, partially offset by higtrerd-party costs, which reduced our service groasgin by approximately
one-half of one percentage point. Our service cbetvenue is relatively fixed in advance of anytigalar quarter and therefore, changes in semggenue will have a
significant impact on service gross margins. Oghkr fixed cost base in fiscal 2010 compared @afi2009 is primarily related to our employee irtaemprogram.

We believe that our gross margin over tiileremain in our long-term financial model of 588 62%.

Research and Development ExpensesResearch and development expenses consistryimisalaries and related personnel expensegeastdtype costs related to the
design, development, testing and enhancement girodiucts. Research and development expensessfgetirs ended December 31, 2010 and 2009 werd@ssdin
thousands, except percentages):

Year ended Increase
December 31, from prior year
2010 2009 $ %
$62,78¢ $59,86¢ $2,927 4.%%

The increase in research and developmergreses in fiscal 2010 compared to fiscal 2009iimgmily attributable to $4.7 million of increasexpense for product
development (third-party development costs andgtype costs) for both our new and existing prodifgrings and $2.1 million of higher facilities ¢esThese increases were
partially offset by $3.1 million of lower employeelated costs and $0.7 million of lower depreciagxpense. Our higher facilities costs are primaglated to our expanded
research and development facilities in fiscal 26@Gpared to fiscal 2009. The reduction in our elygdorelated costs is primarily related to the ratmm of our research and
development activities to our development centéndia, coupled with a net reduction in our worldeiresearch and development headcount of apprceedyr2 employees.
This reduction is the net result of the actiongtathrough our 2009 and 2008 restructuring initegtj partially offset by an increase of approxiryald5 employees at our
development center in India compared to such nurobemployees at December 31, 2009.
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Some aspects of our research and develdpefferts require significant short-term expendisirthe timing of which can cause significant aility in our expenses. We
believe that rapid technological innovation isicet to our long-term success, and we are tailoonginvestments to meet the requirements of ostormers and market. We
believe that our research and development expéaséscal 2011 will increase from 2010 levels doeour increased focus on new product development.

Sales and Marketing Expenses.Sales and marketing expenses consist primafrialaries and related personnel costs, commissitavel and entertainment expenses,
promotions, customer trial and evaluations inventord other marketing and sales support expenséss 8nd marketing expenses for the years endeenfier 31, 2010 and
2009 were as follows (in thousands, except pergesia

Year ended Increase
December 31, from prior year
2010 2009 $ %
$51,037 $48,92¢ $2,104 4.2%

The increase in sales and marketing expensiscal 2010 compared to fiscal 2009 is prityaaitributable to $1.3 million of increased empdeyrelated expenses,
$0.9 million of higher expense related to increased product trial and evaluation equipment agtiaitd $0.8 million of higher sales subcontractesfeelated primarily to our
entry into new geographies. These increases wetialpaoffset by $0.5 million of lower trade shosxpenses and $0.4 million of lower other experiBks.increase in
employee-related expenses is primarily comprisefRof million of higher commission expense relatedur higher revenue levels in fiscal 2010 and$illion of incremental
expense related to our employee incentive progpamially offset by $1.6 million of lower stock-be compensation expense. We believe that our aatemarketing expenses
will increase in fiscal 2011 from fiscal 2010 lesgprimarily attributable to higher personnel aelhted costs.

General and Administrative Expenses.General and administrative expenses consistauilly of salaries and related personnel costefecutive and administrative
personnel, recruiting expenses, allowance for daltcounts and professional fees. General andrastnative expenses for the years ended Decenthe2®.0 and 2009 were
as follows (in thousands, except percentages):

Year ended Increase
December 31, from prior year
2010 2009 $ %
$49,39. $43,21° $6,17¢ 14.2%

The increase in general and administraixgenses in fiscal 2010 compared to fiscal 20@®imarily attributable to $10.6 million of highemployee-related expense and
$0.4 million of net increases in other costs, péistioffset by lower expenses that include $3.9ioril of lower legal-related and professional fe&,6 million of lower bad debt
expense and $0.4 million of lower foreign curretranslation expense. The increase in employeeekexpense includes $7.9 million resulting fromdeeartures of
Dr. Nottenburg and Mr. Pai discussed below and $#lon related to our employee incentive prograuartially offset by $1.5 million of net decrease®ther employeeelatec
costs, primarily salary expense. We believe thatgemeral and administrative expenses will decreafiscal 2011 from fiscal 2010 levels, primardye to lower expected
professional fees and other consulting costs amsbpeel-related expenses.

On May 18, 2010, Dr. Nottenburg and the @any entered into a letter agreement (the "Rete&greement") pursuant to which Dr. Nottenburg adro stay with the
Company while assisting the Company with an ordedygsition of his duties and responsibilities. Qctober 8, 2010, Mr. Dolan accepted an offer of leypent as our
President and Chief Executive Officer, effective
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October 12, 2010, and joined our Board of Directiyrsiction of the Board of Directors, effective @mér 12, 2010, succeeding Dr. Nottenburg. We acaield the recognition of
expense for both the stock-based awards and cgshepas related to Dr. Nottenburg's departure puntsizathe terms of the Retention Agreement andrasualt, recorded

$6.7 million of incremental expense in fiscal 20&6mprised of $4.6 million of stock-based compeonsatxpense and $2.1 million of expense relatethh payments to

Dr. Nottenburg.

On December 30, 2010, we announced thaPlsirwas stepping down as Executive Vice PresidedtChief Operating Officer of the Company, effeetimmediately. We
accelerated the recognition of expense for cestiok-based awards previously granted to Mr. Pdiranorded incremental expense for cash paymelatedeto Mr. Pai's
departure in fiscal 2010 totaling $1.2 million, consed of $0.5 million of stock-based compensaégpense and $0.7 million of expense related to pagments to Mr. Pai.

Restructuring. On August 24, 2010, we announced a restrugunitiative to close our offices in Ottawa, Canadtal in Darmstadt, Germany, to relocate our Frekhol
New Jersey facility to a smaller, more c-effective space in the same area, and to reduceakforce by 12 people, or approximately 1% ofptmyees worldwide. We
recorded $1.5 million of restructuring expenseisedl 2010, of which $0.4 million was recordedhie fourth quarter and $1.1 million was recordethmthird quarter. During
the fourth quarter of fiscal 2010, as a resultldrging business circumstances in certain geograpbas, including the availability of suitablelesgment facilities and certain
customer relationships, we elected not to closeoffice in Darmstadt, Germany, or to relocate orgdhold, New Jersey facility. As a result, we dbexpect to record
restructuring expense related to either of thesitfas.

We recorded $3.5 million of restructuringense in fiscal 2009 related to three restructumitiatives, which reduced our workforce by appnoately 190 employees in
the aggregate.

Interest Income, net. Interest income and interest expense for tlaesyended December 31, 2010 and 2009 were as fo(lothousands, except percentages):

Year ended Increase (decrease
December 31 from prior year
2010 2009 $ %
Interest incomt $ 1,74C $ 4,108 $ (2,36 (57.6%
Interest expens (193) (183 8 4.4%
Interest income, ne $ 1,54¢ $ 3,922 $ (2,379 (60.5)%

Interest income consists of interest eagredur cash equivalents, marketable debt secsigtiel long-term investments. Interest expensetimfiscal 2010 and fiscal 2009
relates to capital lease obligations. The redudtidnterest income, net, in the current year isprily attributable to a lower average portfolielg, coupled with slightly lower
amounts invested in cash equivalents and markesallégrities in fiscal 2010 compared to fiscal 266% result of the economic environment.

Income Taxes. The income tax provision/benefit is computedfmnbasis of the various tax jurisdictions' inconndoss before income taxes. Deferred income taxes
reflect the tax effects of the differences betwtencarrying amounts of assets and liabilitiesfiftancial reporting purposes and the amounts usethéome tax purposes. The
Company uses judgment and assumptions to detemfiather valuation allowances for deferred inconxeatssets are required if realization is not likeyyconsidering future
market growth, forecasted operations, future tex@dome, and the amounts of earnings in the tasdietions in which it operates.
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For the year ended December 31, 2010, eegrézed income tax expense of $0.7 million, prilgaelated to foreign operations. The income taxéfits from the deferred
tax assets recorded in connection with our culyeat domestic losses have been offset by an ireiadke valuation allowance. For the year endecebder 31, 2009, we
recognized an income tax benefit of $2.5 milliohisTbenefit is comprised of a recovery of priorrygdamestic tax payments as a result of tax law gaammnd a foreign tax
benefit of $1.1 million impacted by internationatteements. During fiscal 2010 and fiscal 2009,pgeformed an analysis to determine if, based oawlllable evidence, we
considered it more likely than not that some portio all of the recorded deferred tax assets wallve realized in a future period. As a resultaf evaluations, we concluded
that there was insufficient positive evidence tercome the more objective negative evidence relatedir cumulative losses and other factors. Adogigl, we maintained a
valuation against our domestic deferred tax asseuating to $117.4 million at December 31, 2010 $hdl7.8 million at December 31, 2009.

Years Ended December 31, 2009 and 2008

Revenue. Revenue for the years ended December 31, 202@08 was as follows (in thousands, except péages):

Year ended Increase (decrease
December 31, from prior year
2009 2008 $ %
Product $ 136,27¢ $ 203,38 $ (67,11) (33.0%
Service 91,22(  109,75¢ (18,539 (16.9%
Total revenue $ 227,49t $ 313,14! $ (85,649 (27.9%

The decrease in product revenue in fisb@B2Zompared to fiscal 2008 was primarily attritlesto $76.4 million of lower revenue from our tkimg and access products,
partially offset by an increase of $9.3 millionrefzenue from our peering (NBS) products. The losades of our trunking and access products pringipasulted from the then-
current macroeconomic environment, coupled withange in the fourth quarter of fiscal 2008 to régabcognition of revenue from AT&T over a two-yeantractual
maintenance period, which impacted the timing efribcognition of product revenue from this custarRavenue from AT&T decreased approximately $6lionilin fiscal 200!
compared to fiscal 2008. We recognized $16.9 mmilbd product revenue in the aggregate from 7 nestorners in fiscal 2009 and $12.0 million of prodiestenue in the
aggregate from 11 new customers in fiscal 2008.

The decrease in service revenue in fis8@BZompared to fiscal 2008 is attributable to $8iion of lower maintenance revenue and $8.7 ionillof lower professional
services revenue. We recognized $0.9 million ofntesiance revenue in the aggregate from 8 new cestoim fiscal 2009 and $1.0 million of maintenaneeenue in the
aggregate from 15 new customers in fiscal 2008 ré&¢egnized $4.3 million of professional servicegeraue in the aggregate from 10 new customers ¢alfid009 and
$2.9 million of professional services revenue ia #lygregate from 17 new customers in fiscal 2008.

In fiscal 2009, we had no customers thatrdouted 10% or more of our revenue. In fiscal 208ne customer, AT&T, contributed 10% or more of cevenue.
International revenue was approximately 3f%evenue in both fiscal 2009 and fiscal 2008.

Our deferred product revenue was $47.7anitht December 31, 2009 and $30.7 million at Ddoam31, 2008. Our deferred service revenue wa3%6lion at
December 31, 2009 and $48.3 million at DecembePB08.
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Cost of Revenue/Gross Profit. Our gross margins for the years ended DeceBihe2009 and 2008 were as follows (in thousandsegbpercentages):

Year ended Increase (decrease
December 31, from prior year
2009 2008 $ %
Cost of revenui
Product $ 38,890 $ 74,27: $ (35,38) (47.%
Service 44,467 56,02( (11,559 (20.%
Total cost of revenu $ 83,36( $ 130,29: $ (46,939 (36.0%
Gross margir
Product 71.5% 63.5%
Service 51.2% 49.(%
Total gross margil 63.4% 58.4%

The increase in product gross margin icafi£009 compared to fiscal 2008 was primarily thuproduct and customer mix. Two key contributarshie higher product gross
margin in fiscal 2009 compared to fiscal 2008 wecompletion in fiscal 2009 of a multi-year piajéor which the majority of costs had been recdrds period expense in
fiscal 2008 and the completion in the fourth quactefiscal 2008 of a low-margin multi-year proje@hese factors increased our product gross mésgapproximately nine
percentage points. This increase was partiallyepthy higher manufacturing-related costs, whichreiesed our product gross margin by approximateéypmrcentage point.

The increase in service gross margin wasaily due to lower third-party costs, which inased our service gross margin by approximatelyrspeecentage points,
partially offset by lower service revenue against i@latively fixed service cost base, which desesbour service gross margin by approximately igecentage points.

Research and Development ExpensesResearch and development expenses for the gedesl December 31, 2009 and 2008 were as follomqusands, except
percentages):

Year ended Increase (decrease
December 31, from prior year
2009 2008 $ %
$59,86¢ $73,09¢ $(13,23) (18.1)%

The decrease in research and developmeenegs in fiscal 2009 compared to fiscal 2008 wiasauily due to $13.6 million of lower employee-aigtd costs and
$0.3 million of lower product development costse$@ reductions were partially offset by $0.4 millf higher facilities costs and $0.3 million ofher depreciation expense.
The reduction in employee-related costs was prisnaomprised of $8.9 million of salary and benefijpenses and $4.6 million of stock-based compemsatipense.

Sales and Marketing Expenses.Sales and marketing expenses for the yeargldddeember 31, 2009 and 2008 were as follows (ngands, except percentages):

Year ended Increase (decrease
December 31, from prior year
2009 2008 $ %
$48,92¢ $74,36¢ $(25,43) (34.9%
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The decrease in sales and marketing expéndiscal 2009 compared to fiscal 2008 was prilpattributable to $22.7 million of lower employeelated expenses,
$1.7 million of lower depreciation expense, $1.0ion of lower trade show and marketing expense5 $fillion of lower expense for evaluation equipmand $0.5 million of
lower facilities costs. These amounts were paytiatiset by $1.0 million of increases in other empes. The reduction in employee-related expensepuimarily comprised of
$12.0 million of salary and fringe benefit expers4.2 million of employee travel and related expen$3.8 million of commissions expense and $1IlHomiof stock-based
compensation expense.

General and Administrative Expenses.General and administrative expenses for thesyeaded December 31, 2009 and 2008 were as fo(lawsousands, except
percentages):

Year ended Increase (decrease
December 31, from prior year
2009 2008 $ %
$43,217 $62,04 $(18,82%) (30.9%

The decrease in fiscal 2009 compared t@fi2008 was primarily attributable to $5.9 milliohlower legal, audit and other consulting feesgdmillion of lower losses on
foreign currency exchange and $5.0 million of lowtack-based compensation expense. The reductiegah, audit and other consulting fees was pritnaie result of reduced
legal costs in fiscal 2009 resulting from our settent in 2008 of litigation.

Litigation Settlements, Net of Insurance &every. We recorded $19.1 million of expense reportetlitigation settlements, net of insurance recoveirfjscal 2008. On
September 16, 2008, we reached an agreementl®tbetiitigation by C2 Communications against @erbf our customers alleging patent infringemdnt/ 5. Patent
No. 6,243,373 entitled "Method and Apparatus foplementing a Computer Network Internet Telephongt&y (the "C2 Patent Litigation"). The parties esdeinto a
settlement and license agreement that providethéopayment of $9.5 million in full settlement dff @aims against our customers as well as fullidp@enses to us and our
customers. The settlement was paid on Septemb&0P8. On September 23, 2008, we reached a temtadireement to settle the Consolidated Amended Gamhalleging tha
we made false and misleading statements aboutrodupts and business (the "2002 Securities Litigelji Pursuant to the settlement, we paid $9.5anilto the shareholder
class in the case, as well as $0.1 million towhsddost of the class notice process. At Decembe2@®18, we had accrued $10.0 million for the settlat and class notice
process. This amount includes $0.4 million for sastated to the confirmatory discovery processcivks included as a component of General and aidtrative expense. On
February 17, 2009, we placed $9.5 million into escrelated to this settlement. On July 16, 2008,ebcrow amount was released to the plaintiff. \tlendt record any expense
for litigation settlements reported as Litigatie@tteements, net of insurance recovery in fiscal200

Restructuring. We recorded $3.5 million of restructuring expeim fiscal 2009 related to three restructuringtives, which reduced our workforce by approxiein
190 employees in the aggregate. We recorded $0lidmf restructuring expense in fiscal 2008 rethto a restructuring initiative that affected apgmately 50 employees.

Impairment of Intangible Assets. In the fourth quarter of fiscal 2008 we recat@&2.7 million of expense for the write-down ofangible assets related to our acquisition
of Atreus Systems, Inc. (collectively with its sidiaries, "Atreus"). In the second quarter of fis2@08 we recorded $3.6 million of expense forhi#e-down of intangible
assets and goodwill related to our acquisition yrietix Ltd. ("Zynetix") intangible assets and godllwvhich is included as a component of Loss frdiscontinued operations,
net of tax, in our consolidated statement of openatfor the year
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ended December 31, 2008. We did not record anyresepfor the impairment of intangible assets inai009.

Interest Income, net. Interest income and interest expense for tlaesyended December 31, 2009 and 2008 were as fo(ilowhousands, except percentages):

Year ended Increase (decrease
December 31, from prior year
2009 2008 $ %
Interest incomt $ 4,108 $ 12,647 $ (8,53¢) (67.5)%
Interest expens (183) (293) (10§) (37.)%
Interest income, ne $ 3,922 $ 12,35 $ (8,430 (68.2)%

Interest expense in both fiscal 2009 asddli 2008 relates to capital lease obligations.r€deaction in interest income, net, in the curnezdr is primarily attributable to a
lower average portfolio yield compared to fiscaD&@s a result of the current economic environment.

Income Taxes. The income tax provision/benefit is computedtombasis of the various tax jurisdictions' incoondoss before income taxes. Deferred income taxes
reflect the tax effects of the differences betwtencarrying amounts of assets and liabilitiesfiftancial reporting purposes and the amounts useth€ome tax purposes. The
Company uses judgment and assumptions to detemfiather valuation allowances for deferred inconxeatssets are required if realization is not likeyyconsidering future
market growth, forecasted operations, future tax@dome, and the amounts of earnings in the tasdietions in which it operates.

For the year ended December 31, 2009, eagrézed an income tax benefit of $2.5 million. §henefit is comprised of a recovery of prior ygamestic tax payments as a
result of tax law changes and a foreign tax beéfftl.1 million impacted by international settlemse For the year ended December 31, 2008, we nézgxdjincome tax expen
of $79.7 million, comprised of a tax benefit of $8&nillion, offset by an increase to our income ¢apense of $88.4 million related to an increasiénvaluation allowance on
substantially all of our net deferred tax assetsrafonsidering all positive and negative factarscathe recoverability of these assets. This detextion was based on many
factors, including the severity of the current @midr year losses, cumulative three years of Iggbessevere economic recession, a significantedserto taxable income
forecasted in future periods and other relevartbfacWe maintained a full valuation allowanceigtél 2009.

Discontinued Operations

Loss from discontinued operations, net akt In the third quarter of 2008, we committed tol@n to sell our Zynetix subsidiary, which we cdetpd on November 26,
2008. We had acquired Zynetix on April 13, 2007céwalingly, the results of operations of Zynetix areluded in discontinued operations for the pesiedbsequent to its
acquisition. These results are reported underapéan Loss from discontinued operations, net »f ta

In connection with the preparation of ouahcial statements for the second quarter of fid888 and the update of our sales forecast fos¢lvend half of the fiscal year,
we conducted a review of intangible assets andgilodr impairment indicators, during which we @etined that there were no impairment indicatolstee to the intangible
assets and goodwill allocated to the Sonus rempttinit. However, this review identified severalizators related to the intangible assets and gdbdilcated to the Zynetix
reporting unit, including significant underperformee relative to plan or long-term projections. ésponse, we performed an assessment of the cauging of our intangible
assets and goodwill. As a result, we recorded egehi@ operations of $3.6 million for the write-dowf intangible assets and goodwill. Of this chafgfe5 million related to
intangible assets and
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$2.1 million related to goodwill. As a result, thet book values of the intangible assets and gdbditributable to the Zynetix reporting unit wereduced to zero at June 30,
2008. The write-down of these assets is includetiérresults of discontinued operations for the yemled December 31, 2008.

Loss on sale of discontinued operationst aetax. On November 26, 2008, we completed the salypétix. In consideration for all of the equity Z§netix we receive
a cash payment of £1.0 (approximately U.S. $2 atetber 26, 2008); all cash on the books of Zynatithe time of closing, the intellectual property acquired at the time we
purchased Zynetix that we subsequently includeztitain of our products and the buyer's assummti@il contingent liabilities related to the Zynebusiness, including but not
limited to any customer and product support oblayet. Prior to November 26, 2008, we had enterediitellectual property agreements between ousislidry in the United
Kingdom and Zynetix. These agreements allow fopggral licenses between us and Zynetix for inteli@gproperty used in both parties' respective petgl We recorded a loss
of $0.7 million, net of tax, on the sale of Zynetix

We did not have any discontinued operatiarfiscal 2009.
Off-Balance Sheet Arrangements

We have no off-balance sheet arrangembatshfive or are reasonably likely to have a cumefiiture material effect on our financial positjichanges in financial
position, revenues or expenses, results of opastimuidity, capital expenditures or capital reswes.

Liquidity and Capital Resources

Our consolidated statements of cash flowssammarized as follows (in thousands):

Year ended
December 31,
2010 2009 Change

Net loss $ (10,69) $ (4,939 $ (5,759
Adjustments to reconcile net loss to cash flows/aed by operating activitie 27,74 23,83¢ 3,907
Changes in operating assets and liabili 1,45k 14,85: (13,399
Net cash provided by operating activit $ 18,507 $ 33,757 $ (15,250
Net cash used in investing activiti $ (81,269 $ (31,599 $ (49,66%)
Net cash provided by (used in) financing activi $ 277 $ 264 % (541)

Our cash, cash equivalents, marketableriesuand long-term investments totaled $408.4iomilat December 31, 2010 and $414.1 million atémeber 31, 2009.
Our operating activities provided $18.5lioil of cash in fiscal 2010, compared to $33.8 igrillof cash in fiscal 2009.

Cash provided by operating activities stél 2010 was primarily the result of higher acdragpenses and accounts payable and lower otheatoppassets. These amot
were offset by lower deferred revenue and increasesentory and accounts receivable. The incréasecrued expenses is primarily attributablertplyee compensation a
related costs, including accruals related to thel@mentation in 2010 of our Compamyede employee incentive program and fiscal 201 Inpats related to Dr. Nottenburg's
Mr. Pai's departures from the Company and accfoalgrofessional fees, partially offset by the tigiof payments for previously accrued royalty pagta@nd lower taxes
payable. Our accounts payable increase is primattiibutable to purchases of materials in thetatart of the fourth quarter of fiscal 2010 foriethpayments are due to
vendors in fiscal 2011. The
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decrease in deferred revenue is primarily the tedithe completion of projects for which the reuerhad been deferred at December 31, 2009, parifitlet by new orders in
fiscal 2010 for which revenue recognition critenad not been met as of December 31, 2010. Our higtoeunts receivable balance reflects our inccbesseenue in the fourth
quarter of fiscal 2010 for which payments are dued by our customers in fiscal 2011. Our higheeimory levels are primarily related to our NBS5200duct and preparation
for product end-of-life purchases by our customiexduding the aforementioned purchases of mateimthe latter part of the fourth quarter of fis2810. Non-cash operating
expenses such as depreciation, amortization acl-b@msed compensation aggregated $27.7 million.

Cash provided by operating activities stél 2009 was primarily the result of a net de@eéasccounts receivable, which was mainly drivegtover revenue levels and
our focus on cash collections, partially offsetibgreases in other operating assets and inverdasryell as a net reduction in our operating liéib8i The increase in operating
assets was primarily attributable to higher deféests, including cost of goods, royalties, consiniss and third-party installation costs, for whibk related revenue had not
yet been recognized. The decrease in our opertaibitjities in fiscal 2009 was primarily attributiebto the payment of litigation settlements andtesd costs, lower employ:
compensation and related costs, and lower profeakfees, taxes payable and royalties. Non-castatipg expenses such as depreciation, amortizatidrstock-based
compensation aggregated $23.8 million.

Our investing activities used $81.3 milliohcash in fiscal 2010, comprised of $62.0 millmfmet purchases of marketable securities, $17IRmof investments in
property and equipment and $2.0 million to purchiatgngible assets. Our investing activities usgd.@ million of cash in fiscal 2009, comprised @530 million of net
purchases of marketable securities and $6.6 mitifanvestments in property and equipment.

Our financing activities used $0.3 milliohcash in fiscal 2010 and provided $0.3 millioncath in fiscal 2009. The fiscal 2010 amount isrdseilt of cash used to pay
$2.4 million of withholding obligations related tioe net share settlement of restricted stock aw#pds vesting and $0.2 million used for payment®woincapital leases for
office equipment. These amounts were partiallyaiffsy $1.4 million of proceeds from the sale of oammon stock in connection with our 2000 Emplogéeck Purchase Plan,
as amended and restated ("ESPP") and $1.0 milfipnozeeds from the exercise of stock options. fl$wal 2009 amount was primarily attributable toI$nillion of proceeds
from the sale of our common stock in connectiorhwitir ESPP and $0.1 million of proceeds from thereige of stock options. These proceeds were prrbiiset by
$0.7 million used to pay withholding obligation$ated to the net share settlement of restrictecksawvards upon vesting and $0.2 million used fgmpents on our capital leas
for office equipment.
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Contractual Obligations
Our contractual obligations (both principad interest) at December 31, 2010 consist ofali@wving (in thousands):

Payments due by perioc

Total Less than 1 yeal 1-3 years 3-5 years More than 5 years
Capital lease obligatior $ 17t $ 79 $ 86 $ 10 $ =
Operating lease obligatiol 18,18t 3,48t 5,76¢ 5,40z 3,52¢
Purchase obligatior 22,84: 22,42: 41€ — —
Uncertain tax positions 10,00( 10,00¢( — — —
$ 51,20 $ 35987 $ 6,27 $ 541 $ 3,52¢
* This liability is not subject to fixed payment tesrand the amount and timing of payments, if anyiclvive will make related to this liability are natown. See Note 17

to our Consolidated Financial Statements appednitigis Annual Report on Form 10-K for additionafarmation.

Based on our current expectations, we bel@ir current cash, cash equivalents, marketaeskcurities and long-term investments will biicent to meet our
anticipated cash needs for working capital andtahpkpenditures for at least twelve months. Hifficult to predict future liquidity requirementsith certainty. The rate at whi
we will consume cash will be dependent on the cestds of future operations, including changes irking capital, which will, in turn, be directly &€ted by the levels of
demand for our products, the timing and rate of@sjon of our business, the resources we devateuveloping our products and any litigation settlateeWe anticipate
devoting substantial capital resources to contowreresearch and development efforts, to maintairsales, support and marketing, to improve outratenvironment and for
other general corporate activities, as well asgonously defend against existing and potentigdition. See Note 22 to our consolidated finanstatements for a description of
our other contingencies.

Recent Accounting Pronouncements

In October 2009, an update was issueCieidain Arrangements that Include Software Elemeiitsis update removes tangible products from tlopeof software revenue
guidance and provides guidance on determining venestbftware deliverables in an arrangement thatidss a tangible product are covered by the scbpeesoftware revenue
guidance. This update will require the Companydooant for many of its multiple element arrangersexst non-software transactions and could impadirttieg and amounts
of revenue recognized. This update is effectiveufobeginning January 1, 2011, although early adofs permitted, and adoption can be applied prospely or
retrospectively. The adoption of this update wileat our multiple-element arrangements that cantangible products (hardware) with software eletsienhich comprise the
majority of our revenue transactions. Previoudly drrangements accounted for under Statementsifi®t097-2,Software Revenue Recognitiorevenue from transactions for
which vendor specific objective evidence of faituea("VSOE") did not exist for each undeliveredretmt of the transaction would remain deferred witiier VSOE was
established or the undelivered element was delivelke new guidance prescribes a methodology ftaraiening the fair value, or best estimated selfinige, of deliverables on
an individual element basis, including elementsaibich VSOE previously did not exist. Although eadament will be allocated a best estimated selpinge under the new
methodology, the timing of revenue recognition winerally not be affected because the revenue thhermajority of our sales contracts for multiplereent arrangements is
recognized either upon shipment of the productgpon customer acceptance. Customer acceptanceatigitieres not occur until either both shipment afduct and delivery of
professional services or the expiration date ofctheractual acceptance
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period. Accordingly, we believe that the adoptidrihis update will not have a material effect om oansolidated financial position or results of G®ns.
Item 7A. Quantitative and Qualitative Disclosures About Market Risk
We are exposed to a variety of market riskduding changes in interest rates affectingrétarn on our investments and foreign currencgtflations.

At December 31, 2010, our cash, cash etprnt® marketable securities and long-term investmtotaled $408.4 million. We maintain an investimgortfolio of various
holdings, types and maturities which may includenesyomarket funds, commercial paper, corporate notsificates of deposit and government debt sgesr At any time a
sharp rise in market interest rates could have teniahadverse impact on the fair value of our Btweent portfolio. Conversely, declines in markég¢iast rates could have a
material impact on the interest earnings of ouestinent portfolio. We do not currently hedge thagserest rate exposures. We place our investmeititshigh quality issuers
and have policies limiting, among other things, @hgount of credit exposure to any one issuer. @& telimit default risk by purchasing only investnt grade securities. We
manage potential losses in fair value by invesiinglatively shortterm investments, thereby allowing us to hold ewestments to maturity. A hypothetical movemenplof ol
minus 50 basis points in market interest ratesctaffect the value of our investment portfolio tppeoximately $0.9 million. However, we have theliépto hold our
investments until maturity, and therefore do nqiest our operating results or cash flows to becééfbto any significant degree by the effect ofidden change in market
interest rates on our investment portfolio.

Based on a hypothetical 10% adverse movemaell foreign currency exchange rates, our rexewould be adversely affected by approximatel® $illion and our net
loss would be adversely affected by approximatély $nillion, although the actual effects may diffeaterially from the hypothetical analysis.
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Item 8.

Financial Statements and Supplementary &a

Report of Independent Registered Public Accounfiimm
Consolidated Balance Sheets as of December 31, &@1@00¢
Consolidated Statements of Operations for the yeraded December 31, 2010, 2009 and

Consolidated Statements of Changes in StockholBetsty and Comprehensive Loss for the years ended
December 31, 2010, 2009 and 2(

Consolidated Statements of Cash Flows for the yeriied December 31, 2010, 2009 and

Notes to Consolidated Financial Stateme
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Sonus Networks, Inc.
Westford, Massachusetts

We have audited the accompanying cons@dibalance sheets of Sonus Networks, Inc. anddiakiss (the "Company") as of December 31, 20102049, and the relat
consolidated statements of operations, stockhdldgtsty and comprehensive loss, and cash flowedch of the three years in the period ended DeeeBih 2010. These
financial statements are the responsibility of@enpany's management. Our responsibility is to@&sgan opinion on the financial statements basedipaudits.

We conducted our audits in accordance thighstandards of the Public Company Accounting €lgat Board (United States). Those standards redbat we plan and
perform the audit to obtain reasonable assuranecetathether the financial statements are free dere misstatement. An audit includes examiningadest basis, evidence
supporting the amounts and disclosures in the fimhstatements. An audit also includes asseskim@dtcounting principles used and significant egta® made by management,
as well as evaluating the overall financial statenpeesentation. We believe that our audits pro@deasonable basis for our opinion.

In our opinion, such consolidated finanesi@tements present fairly, in all material respettte financial position of Sonus Networks, Ined @ubsidiaries as of
December 31, 2010 and 2009, and the results afdperations and their cash flows for each of thied years in the period ended December 31, 20X@riformity with
accounting principles generally accepted in thetéthStates of America.

We have also audited, in accordance wighstndards of the Public Company Accounting Ogatdoard (United States), the Company's interoatrol over financial
reporting as of December 31, 2010, based on therieriestablished imternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatajrike
Treadway Commission and our report dated Marct2@@1 expressed an unqualified opinion on the Cowyipamternal control over financial reporting.

/sl Deloitte & Touche LLP

Boston, Massachusetts
March 10, 2011
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Assets

Current asset:
Cash and cash equivalel
Marketable securitie
Accounts receivable, n
Inventory, ne‘
Deferred income taxe
Other current asse

Total current asse

Property and equipment, r
Intangible assets, n
Goodwill

Investments

Deferred income taxe
Other asset

Liabilities and stockholders' equity

Current liabilities:

Accounts payabl

Accrued expense

Current portion of deferred reven
Current portion of lon-term liabilities

Total current liabilities

Deferred revenu
Long-term liabilities

Total liabilities

Commitments and contingencies (Note

Stockholders' equity

SONUS NETWORKS, INC.
Consolidated Balance Sheets

(in thousands, except share data)

Preferred stock, $0.01 par value; 5,000,000 sharérized, none issued and outstant —
Common stock, $0.001 par value; 600,000,000 starg®rized; 277,170,262 shares issut
and outstanding at December 31, 2010; 276,792 8&s issued and 274,495,987 shal

outstanding at December 31, 2(
Additional paic-in capital
Accumulated defici

Accumulated other comprehensive incc

Treasury stock, at cost; 2,296,910 common sha@se@mber 31, 200 —

Total stockholders' equi

December 31 December 31
2010 2009
$ 62,50 $ 125,32
258,83: 239,22¢

52,81 47,99¢
22,49¢ 21,92t
40¢€ 562
16,47« 17,50¢
413,52 452,53¢
21,28« 14,64¢
1,60(C 341
5,062 5,052
87,08 49,59¢
1,271 711
26,12¢ 17,84¢

$ 55595 $ 540,73
$ 16,93¢ $ 5,331
29,99¢ 19,29:
42,77¢ 74,74¢
33¢ 753
90,04¢ 100,13(
42,81 25,24:
4,13¢ 1,127
136,99t 126,49¢
2717 277
1,301,28! 1,286,32!
(889,50) (878,810
6,89t 6,71%
(267)

418,95t¢ 414,23t
$ 55595 $ 540,73

See notes to the consolidated financial statements.
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SONUS NETWORKS, INC.
Consolidated Statements of Operations
(in thousands, except per share data)

Year ended December 31

2010 2009 2008
Revenue
Product $ 146,58. $ 136,27¢ $ 203,38
Service 102,72: 91,22( 109,75¢
Total revenue 249,30° 227,49t 313,14!
Cost of revenue
Product 48,16: 38,89: 74,27¢
Service 47,99: 44,467 56,02(
Total cost of revenu 96,15 83,36( 130,29
Gross profit 153,15: 144,13¢ 182,85:
Operating expense
Research and developme 62,78t 59,86+ 73,09¢
Sales and marketir 51,03 48,92¢ 74,36¢
General and administratiy 49,39: 43,217 62,04t
Litigation settlements, net of insurance recou — — 19,10(
Impairment of intangible asse — — 2,721
Restructuring 1,501 3,51(C 70z
Total operating expens: 164,71: 155,52( 232,03¢
Loss from operation (11,559 (11,389 (49,18%)
Interest expens (193) (183 (29))
Interest incomt 1,74C 4,10% 12,64:
Other income, ne 12 71 35¢
Loss from continuing operations before income te (9,99¢) (7,397 (36,47%)
Income tax (provision) benei (693) 2,45¢ (79,67%)
Loss from continuing operatiol (10,697 (4,932) (116,15()
Loss from discontinued operations, net of tax B% — — (4,49
Loss on disposal of discontinued operations, néaobf $0 — — (741)
Net loss $ (10,69) $ (4,937 $ (121,38)
Loss per shar
Basic:
Continuing operation $ (0.0H $ (0.0 $ (0.4%)
Discontinued operatior — — (0.02)
$ (0.0H $ (0.0 $ (0.45)
Diluted:
Continuing operation $ (0.0H $ (0.0 $ (0.4%)
Discontinued operatior — — (0.02)

$ (00)$ (002 $ (0.49

Shares used to compute loss per st
Basic 275,47( 273,73( 271,47
Diluted 275,47( 273,73( 271,47

See notes to the consolidated financial statements.
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ack purchase plé

et share settlements to satisfy tax withihgldbligations

‘emer
es, net of

ack purchase pl

et share settlements to satisfy tax withihgldbligations

2s, net of

ack purchase pl

et share settlements to satisfy tax withihgldbligations

2s, net of

SONUS NETWORKS, INC.

(in thousands, except share data)

Consolidated Statements of Stockholders' Equity an€omprehensive Loss

Accumulated

<

Additional Other
Common Stock Paid-in Accumulated Comprehensive —Treasury Stoc
Shares Par Value Capital Deficit Income (Loss) Shares
272,565,995 $ 273§ 1244920 § (752,499 % 1,26¢ 2,296,911
1,321,32 3,75t
184,84! 437
1,433,76' 2
(546,990 (1,510
25,031
175,00( 313
92¢
5,157
(121,38)
275,133,89 27¢ 1,272,95 (873,879 7,35¢ 2,296,91
830,94( 1 il
96,30« 51
1,098,79: 1
(367,039 (679
12,68
(1,08%)
441
(4,937
276,792,89 2717 1,286,32! (878,810 6,712 2,296,91
630,09t 1 1,352
694,83. 1 97¢
2,067,78
25,00(
(743,44) (2,385
15,34¢
(66)
(2,296,911 ) (265) (2,296,911
(319
50z
(10,699
277,170,26 % 277 $ 1,301,28 $ (889,50:) ¢ 6,89¢ —
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SONUS NETWORKS, INC.
Consolidated Statements of Cash Flows
(in thousands)

Year ended December 31

2010 2009 2008
Cash flows from operating activitie
Net loss $ (10,69) $ (4,93) $ (121,38)
Adjustments to reconcile net loss to cash flowsjoled by operating activitie:
Depreciation and amortization of property and emgpt 11,20t 10,10« 11,66:
Amortization of intangible asse 741 232 1,15¢
Impairment of intangible assets and good' — — 6,357
Impairment of marketable equity securit — — 92
Stocl-based compensati 15,28t 12,81( 25,29¢
Loss on disposal of property and equipm 10€ 241 32t
Deferred income taxe 40€ 44¢ 78,21:
Changes in operating assets and liabilit
Accounts receivabl (4,689 27,79( 10,01C
Inventory (9,50¢) (2,45¢€) 19,33t
Insurance receivat—litigation settlemen — — 15,32¢
Other operating asse 6,21¢ (7,836 9,814
Accounts payabl 11,53¢ (4,229 (9,167)
Accrued expense 12,587 (9,809 (13,769
Accrued litigation settlemen — (9,600 (30,400
Deferred revenu (14,699 20,987 (19,60:)
Net cash provided by (used in) operating activ 18,500 33,751 (16,735
Cash flows from investing activitie
Purchases of property and equipm (17,295 (6,612) (9,709
Business acquisitions, net of cash acqu — — (4,909
Purchase of intangible ass (2,000 — —
Purchases of marketable securi (392,34) (268,97:) (370,107)
Sale/maturities of marketable securit 330,37« 243,98¢ 378,26°
Decrease (increase) in litigation settlement esc — — 25,00(
Net cash provided by (used in) investing activi (81,269 (31,599 18,547
Cash flows from financing activitie
Proceeds from sale of common stock in connectigh @ployee stock purchase p 1,352 1,11¢ 3,75¢
Proceeds from exercise of stock optit 97€ 51 437
Payment of tax withholding obligations related & share settlements of restricted stock aw (2,385 (679) (1,510
Principal payments of capital lease obligati (22)) (239 (179
Net cash provided by (used in) financing activi 277 264 2,507
Effect of exchange rate changes on cash and casVeénts 212 694 (1,045
Net increase (decrease) in cash and cash equis (62,827) 3,11¢€ 3,27¢
Cash and cash equivalents, beginning of 125,32¢ 122,207 118,93
Cash and cash equivalents, end of \ $ 6250 $ 125320 $ 122,20
Supplemental disclosure of cash flow informati
Interest paic $ 191 % 147 $ 291
Income taxes pai $ 161z $ 78¢ $ 1,65(
Income tax refunds receive $ 1,406 $ 1,75¢ % 19z
Supplemental disclosure of r-cash investing activitie:
Change in capital expenditures incurred, but nopgéd $ 1358 $ 89€ $ 562
Property and equipment acquired under capital | $ 95 $ 70 $ 1,082
Supplemental disclosure of r-cash financing activities
Cancellation and retirement of treasury st $ 267 $ — =

See notes to the consolidated financial statements.
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Notes to Consolidated Financial Statements
(1) NATURE OF THE BUSINESS

Sonus Networks, Inc. ("Sonus" or the "Compawas incorporated in 1997 and is a leading jatewvof voice and data infrastructure solutions)uding softswitch and
session border control products for service pragidad large enterprises. The Company's infrastrecolutions allow efficient and reliable deliverfyvoice and multimedia
sessions over IP networks while allowing our custsio manage the flows of such sessions in tlewaorks using business policies.

The Company's target customers comprisie thatlitional and emerging communications servieeviders, including long-distance carriers, locatlgange carriers, Internet
service providers, wireless operators, cable opesainternational telephone companies and carietsprovide services to other carriers, as webkmterprise customers. The
Company also collaborates with its customers tatifleand develop new advanced services and agjgitathat they may offer to their customers.

(2) BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICAN T ACCOUNTING POLICIES
BASIS OF PRESENTATION

The consolidated financial statements Hmen prepared in United States dollars, in accaelarth accounting principles generally acceptethemUnited States
("GAAP").

In the fourth quarter of 2008, the Compaawnpleted the sale of its Zynetix Ltd. ("Zynetisbsidiary, as the Zynetix business was no longesidered part of the
Company's core business. The Company recorded @1&9.7 million on the sale of Zynetix and a lo§$4.5 million on its operations in 2008. Theuks of operations of
Zynetix have been classified as discontinued operaitwithin these financial statements. The 2008umts reflect the results of operations of Zynétixfiscal 2008 through
November 26, 2008, the date of the sale of theidiavyg.

Subsequent events have been evaluatedgtihtbe date of this filing.
SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

The accompanying consolidated financiakestents include the accounts of Sonus and its wioelhed subsidiaries. All intercompany transactiand balances have been
eliminated in consolidation.

Use of Estimates and Judgments

The preparation of financial statementsdnformity with GAAP requires management to makevestes and assumptions that affect the reportezliats of assets and
liabilities and disclosure of contingent assets latailities at the date of the financial statenseaind the reported amounts of revenues and expduseg the reporting periods.
Significant estimates and judgments relied upopréparing these financial statements include rez@acognition for multiple element arrangementegeirory valuations,
expected future cash flows used to evaluate theveability of long-lived assets, assumptions usedetermine the fair value of stock-based comp@nsacontingent liabilities
and recoverability of Sonus' net deferred tax assed the related valuation allowances. Sonus adgldssesses these estimates and records charggsnates in the period in
which they become known. Sonus bases its estinoatdsstorical experience and various other asswmgtihat it believes to be reasonable under tiveimistances. Actual
results could differ from those estimates.
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Notes to Consolidated Financial Statements (Contirad)
(2) BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICAN T ACCOUNTING POLICIES (Continued)
Revenue Recognition

Sonus' products are primarily marketed dasethe software elements contained therein. tlitiad, hardware sold generally cannot be usedtdpan the software.
Therefore, the Company considers its principal potsito be software-related. Sonus recognizes uvevgom product sales when persuasive evidenca afrangement exists,
delivery has occurred, the sale price is fixedetedminable, and collectibility of the related rieedle is probable under customary payment terntseMSonus has future
obligations, including a requirement to deliver déiddal elements which are essential to the fumality of the delivered elements or for which vendpecific objective
evidence of fair value ("VSOE") does not exist dram customer acceptance is required, Sonus defezaue recognition and related costs until thodigations are satisfied.
Likewise, when fees for products or services atdired and determinable, Sonus defers the recgrdimreceivables, deferred revenue and revenuéaurdh time as the fees
become due or are collected. The ordering pattmdssales lead times associated with customer®nday vary significantly from period to period.

Many of the Company's sales involve muttiplement arrangements. When a sale includes reudipments, such as products, maintenance andy/f@sgional services,
Sonus recognizes revenue using the residual meegenue associated with elements for which VSGEdean established is recorded based on the VSIDE; vavenue for
any undelivered elements that are considered senéal to the functionality of the product and ¥drich VSOE has been established is deferred barséie VSOE value, and
any remaining arrangement fee is then allocatethtbrecognized as revenue. VSOE is determined hgs®dthe price charged when the same elementdseparately or
established by management having the relevantngriuthority. If Sonus cannot establish VSOE faheandelivered element, including specified upgsaitedefers revenue on
the entire arrangement until VSOE for all undeledelements is known or all elements are delivaretiall other revenue recognition criteria are met.

Revenue from maintenance and support ssvgcrecognized ratably over the service periadn& maintenance revenue is deferred until thecaged product is accept
by the customer and all other revenue recognitider@ have been met. Maintenance and supporicgerinclude telephone support, return and repgipsrt and unspecified
rights to product upgrades and enhancements.

Revenue from installation services is galerecognized when the service is complete ahdthér revenue recognition criteria have been Retienue from other
professional services for which VSOE has been &shedd is typically recognized as the servicesdmlevered if all other revenue recognition critenave been met.

Revenue from consulting, custom developraedtother professional services-only engagemsnexbgnized as services are rendered providedha revenue
recognition criteria have been met.

Sonus records deferred revenue for prodigitsered or services performed for which feesfexed and determinable and collection of the antduilfed is either probable
or has been collected but other revenue recognitiberia have not been met. Deferred revenue dedicustomer deposits and amounts associated witiienance contracts.
Deferred revenue expected to be recognized asueveore than one year subsequent to the balaneeddte is reported with long-term liabilities iretconsolidated balance
sheets.
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(2) BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICAN T ACCOUNTING POLICIES (Continued)

Sonus defers recognition of incrementadicosts, such as cost of goods, third-party liagtans and commissions until recognition of tieéated revenue. Such costs are
classified as current assets if the deferred rexéinitially classified as current and noncurrassets if the related deferred revenue is injtielissified as long-term.

Sonus sells the majority of its productedily to its service provider customers. For pradwsold to resellers and distributors with whom @ompany has at least eight
quarters of consistent history regarding the p@éfdr product returns or refunds, or any forncohcession, the Company recognizes revenue ot-ia $alsis. For all other
resellers and distributors of its products, the @any recognizes revenue on a sell-through basis.

Beginning in the fourth quarter of fisc&@l(B, the Company concluded that it no longer hdficgent evidence of VSOE on maintenance servicehe of its largest
customers. Therefore, all revenue related to malépement arrangements for this customer entetecbieginning in the fourth quarter of fiscal 2008&8s recognized ratably ov
the maintenance period, which ended December 31,200ovided all other revenue recognition criteviere met. Revenue recognition on multiple elenagrgngements with
this customer began when the only undelivered ai¢miethe arrangement was maintenance. Beginnitigeriourth quarter of fiscal 2008, for orders frtms customer that
contain bundled product and maintenance, the Coynpas allocated a fixed percentage (which repregéetmaintenance renewal rate for its largesbausts for which the
Company has VSOE) of the arrangement fee to sergi@nue with the residual amount classified agipcorevenue. The Company has applied this metbggan a consiste
basis. At December 31, 2009, Other assets incl@8edmillion of deferred product costs related t@agements with this customer in which both theereie and product costs
were being recognized ratably. There were no dedgoroduct costs related to such arrangementstiigttustomer at December 31, 2010, as the maim¢engeriod for that
specific agreement ended in the fourth quarteisohf 2010. In December 2010, the Company enter®edai new maintenance agreement with this custerh&h covers the
period from January 1, 2011 through April 30, 2013.

The Company excludes any taxes assessadjbyernmental authority that are directly imposed revenue-producing transaction (i.e., sales,weue added) from its
revenue and costs. Reimbursement received forfepdaket expenses is recorded as revenue.

Financial Instruments

The carrying amounts of Sonus' financiatimments, which include cash equivalents, marketsdcurities, investments, accounts receivableaaodunts payable
approximate their fair values.

All investments in marketable securities elassified as available-for-sale and are repatddir value, with unrealized gains and lossedwled from earnings and
reported, net of tax, in Accumulated other compnshe income (loss), which is a component of stotdidrs' equity. Unrealized losses that are detexthin be other-than-
temporary, based on current and expected markelitamms, are recognized in earnings. Declines infalue determined to be credit-related are chétgeearnings. The fair
value of marketable securities is determined baseguoted market prices at the balance sheet datee same or similar instruments. The cost ofket@ble securities sold is
determined by the specific identification method.
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(2) BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICAN T ACCOUNTING POLICIES (Continued)

Financial instruments with remaining matias or that are due within one year from the bedasheet date are classified as current. Finaimsiments with remaining
maturities or that are payable more than one yean the balance sheet date are classified as n@mtur

Cash and Cash Equivalents

Cash equivalents are stated at fair valith, unrealized gains and losses excluded fromiegsrand reported, net of tax, in Accumulated ottnprehensive income (los
Cash equivalents are liquid securities that hameanmeing maturities of three months or less at the @f purchase.

Foreign Currency Translation

For foreign subsidiaries where the funaiiozurrency is the local currency, assets andliiggs are translated into U.S. dollars at the entrexchange rate on the balance
sheet date. Revenue and expenses are translateerage rates of exchange prevailing during eadbgeTranslation adjustments for these subsidsaaie included in
Accumulated other comprehensive income (loss).

For foreign subsidiaries where the funaiiozurrency is the U.S. dollar, monetary assetsliabdities are translated into U.S. dollars & tturrent exchange rate on the
balance sheet date. Nonmonetary assets and lebéite remeasured into U.S. dollars at histoegehange rates. Revenue and expense items arkateanst average rates of
exchange prevailing during each period.

Realized and unrealized foreign currendpgand losses arising from transactions denominateurrencies other than the subsidiary's fumeti@urrency are reflected in
earnings with the exception of intercompany tratisas considered to be of a long-term investmentinea

The components of foreign currency trarieaajains (losses), which are reported as a compaféseneral and administrative expenses in tmsalidated statements of
operations, for the years ended December 31, 208 and 2008 are as follows (in thousands):

Year ended December 31

2010 2009 2008
Transaction gains (losse $ (55€) $ (2,387 $ (3,406
Remeasurement gains (loss (627) 811 (3,779

$ (1,189 $ (1576 $ (7,189

Unearned Accounts Receivable

Accounts receivable, net, include uneam@mbunts receivable which represent products sHippeustomers where Sonus has a contractualtadsitl the customer and
collectibility is probable under ordinary colleatiterms, but for which Sonus' revenue recognitidteiga has not yet been satisfied.

Inventory

Inventory is recorded at the lower of cmsimarket value, primarily using the first-in, firsut convention. The Company reduces the carryaige of inventory for those
items that are potentially
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(2) BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICAN T ACCOUNTING POLICIES (Continued)

excess, obsolete or slow-moving based on changassiomer demand, technology developments or et@mmomic factors.
Sonus writes down the evaluation equipna¢iie time of shipment to its customers, aspréable that the inventory value will not be reedi.

Deferred product costs represent deferostl af revenue for product shipments to customees fo satisfaction of Sonus' revenue recognitigteria. Such costs are
classified as inventory if the deferred revenuiitially classified as current and in Other assktse related deferred revenue is initially ciéisgl as long-term.

Property and Equipment

Property and equipment are stated at nesipf accumulated depreciation. Expenditures faintenance and repairs are charged to expensewsdad. Depreciation is
computed using the straight-line method over thienased useful lives of the related assets, whistge from two to five years. Leasehold improvemeanesamortized over the
lesser of the lease term or five years. When agt &sold or retired, the cost and related accatedldepreciation or amortization is eliminated| #re resulting gain or loss, if
any, is recognized in income (loss) from operationhe consolidated statement of operations. Thi@ny reviews property and equipment for impairniethe same manner
as intangible assets discussed below.

Intangible Assets and Goodwill

Intangible assets are primarily compriseihtellectual property, which is amortized oves @stimated useful life of five years. Intangibdsets are reviewed for impairment
when events or changes in circumstances indicatehbir carrying amounts may not be recoverabsedaipon the estimated undiscounted cash flows.

Goodwill is recorded when the considerafmman acquisition exceeds the fair value of aegtble and identifiable intangible assets acqui@ubdwill is not amortized, b
instead is tested for impairment at least annualyf indicators of potential impairment exist bgmparing the fair value of the Company's reporting to its carrying value.
The Company estimates the fair value of its repgrtinit using a discounted cash flow model or ottadmation models, such as comparative transactiadamarket multiples.
During the years ended December 31, 2010, 2002@08, the Company completed its annual testingnfipairment of goodwill and, based on those testscluded that no
impairment of goodwill existed. The Company perferits annual testing on November 30 of each year.

Intangible assets with estimated lives attnéér longlived assets are reviewed for impairment when eventhanges in circumstances indicate that thingramount of a
asset may not be recoverable. Recoverability ahigible assets with estimated lives and other loregt assets is measured by a comparison of thgicgramount of an asset
asset group to future net undiscounted cash flopwsaed to be generated by the asset or asset.dfdlipse comparisons indicate that an assettisawoverable, the Company
will recognize an impairment loss for the amountyich the carrying value of the asset or assaigexceeds the related estimated fair value.
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(2) BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICAN T ACCOUNTING POLICIES (Continued)

Estimated fair value is based on either discoufuade operating cash flows or appraised valuegedding on the nature of the asset.
Other Assets

Other assets are primarily comprised ofiting-term portion of deferred cost of goods spl@paid expenses and deposits.
Stock-Based Compensation

The Company's stock-based compensationicostasured at the grant date based on the faie wd the award and is recognized as expensetbgeequisite service
period, which generally represents the vestingggernd includes an estimate of the awards thabeiforfeited. The Company uses the Black-Scheddsation model for
estimating the fair value on the date of grantto€ls options. The fair value of stock option awailaffected by the Company's stock price as wellauation assumptions,
including the volatility of Sonus' stock price, eqped term of the option, risk-free interest ratd expected dividends.

Research and Development Costs
Research and development costs are expessadurred.
Software Development Costs

The costs for the development of new safévend substantial enhancements to existing sodtanae expensed as incurred until technologicalbiéifg has been establishe
at which time any additional costs would be cajzal until the product is available for generakese. The Company has determined that technoldgasibility is established
at the time a working model of the software is ctetgrl. The Company's process for developing soéiwsessentially completed concurrently with thialeléshment of
technological feasibility. Accordingly, no costsviesbeen capitalized to date.

Concentrations of Credit and Off-Balance Sheet Risland Single Source Suppliers

The financial instruments that potentialibject Sonus to concentrations of credit riskcaigh, cash equivalents, marketable debt secuaitiégccounts receivable. The
Company's cash equivalents and marketable debtiseswere managed by two financial institution$ath December 31, 2010 and 2009.

Certain components and software licensas third parties used in Sonus' products are pegtfrom single sources of supply. The failure sbigplier, including a
subcontractor, to deliver on schedule could detapterrupt Sonus' delivery of products and theretaterially adversely affect Sonus' revenues ardatimg results.

Sonus has a single contract manufactueglurié to manage the activities of the manufactacend result in the disruption in the supply af fitroducts and in delays in the
fulfillment of the Company's customer orders.
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Advertising Costs

Advertising costs are expensed as incudkedertising expenses were $0.1 million for theryeraded December 31, 2010, $0.2 million for ther yraled December 31,
2009 and $0.4 million for the year ended Decemkig2808.

Comprehensive Income (Loss)

Comprehensive income (loss) is comprisededfincome (loss), unrealized gains and lossesvaitable-for-sale marketable securities and fareigrrency translation
adjustments for all periods presented. The compsrefraccumulated other comprehensive income (lrgsas follows (in thousands):

Unrealized
gain (loss) Tax impact
on of gain (loss)
Foreign available- on available-
currency for-sale for-sale
translation marketable marketable
adjustment securities securities Total
Balance at January 1, 20 $ 1,26¢ $ — $ — $ 1,26¢
Activity 5,157 1,50z (574 6,08t
Balance at December 31, 20 6,42F 1,50z (5749 7,35:%
Activity 441 (1,087) — (641)
Balance at December 31, 20 6,86¢€ 42C (574 6,712
Activity 502 (319) — 183
Balance at December 31, 20 $ 7368 $ 101 $ (574 $ 6,89¢

Operating Segments

The Company operates in a single segmererdding segments are identified as components ehgerprise about which separate discrete finaindi@mation is available
for evaluation by the chief operating decision nrtdkenaking decisions regarding resource allocatind assessing performance. To date, the chie&tpgrdecision maker has
made such decisions and assessed performancecantipany level, as one segment. The Company's apérhiting decision maker is its President and fGwecutive Officer.

Loss Contingencies and Reserves

Loss Contingencies. Sonus is subject to ongoing business riskénaris the ordinary course of business that affieetestimation process of the carrying value oé&ss
the recording of liabilities and the possibility\wdrious loss contingencies. An estimated lossieganhcy is accrued when it is probable that aliigtias been incurred or an
asset has been impaired and the amount of lossecegasonably estimated. Sonus regularly evaleateent information available to determine whethigch amounts should be
adjusted and records changes in estimates in tiedpbey become known.
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Allowance for Doubtful Accounts. Sonus establishes billing terms at the timegotiates purchase agreements with its custoi@ersis monitors its outstanding
receivables for timely payments and potential atiten issues. An allowance for doubtful accountss8mated based on Sonus' assessment of thetitnliycof specific
customer accounts.

Royalty Accrual. Sonus accrues for royalties for technology ihiatenses from vendors based on establishedtyosates and usage. In certain cases, Sonus less be
contacted by third parties who claim that Sonustpcts infringe on certain intellectual propertytlod third party. Sonus evaluates these claimsaandies for royalties when it
is probable that the obligation has been incurretitte amounts are reasonably estimable.

Reserve for Litigation and Legal Fees.Sonus is subject to various legal claims, idicig securities litigation. Sonus reserves for legatingencies and legal fees whe
is probable that a loss has been incurred andntloeiats are reasonably estimable. Sonus' directboiter liability insurance policies provide orliynited liability protection
relating to the securities class action and deredawsuits against Sonus and certain of its effcand directors. The ultimate outcome of thesastis uncertain and the
potential loss, if any, may be significantly diféet than the amounts Sonus has previously accrued.

Accounting for Income Taxes

Deferred tax assets and liabilities ar@geized for the expected future consequences oftgteat have been reflected in the financial statgs. Deferred tax assets and
liabilities are determined based on the differermetsveen the book and tax bases of assets anlitiésb@nd operating loss carryforwards, usingretes expected to be in effect
for the years in which the differences are expette@verse. Such differences arise primarily fistock-based compensation, depreciation, accrudisemerves, deferred
revenue, tax credits, net operating loss carryfoidwand allowances for accounts receivable. Saenards valuation allowances to reduce deferrednirectax assets to the
amount that is more likely than not to be realiZ8onus has not provided for U.S. income taxes enttdistributed earnings of non-U.S. subsidiadsghe Company plans to
permanently reinvest these amounts. Cumulativestrilolited foreign earnings were $19.0 million atBmber 31, 2010 and $15.5 million at December 8092

The Company determines whether it is mitoelyt than not that a tax position will be sustaingpon examination. If it is not more likely thaotrhat a position will be
sustained, no amount of the benefit attributabliaéoposition is recognized. The tax benefit todmognized of any tax position that meets the rfikedy than not recognition
threshold is calculated as the largest amountishrabre than 50% likely of being realized upon heson of the contingency. The Company accountsrfterest and penalties
related to uncertain tax positions as part of its/sion for income taxes.

Recent Accounting Pronouncements

In October 2009, an update was issuddetdain Arrangements that Include Software Elemefitss update removes tangible products from tlopsof software revenue
guidance and provides guidance on determining venetbftware deliverables in an arrangement thdmdes a tangible product are covered by the scbpeesoftware revenue
guidance. This update will require the

67




Table of Contents

SONUS NETWORKS, INC.
Notes to Consolidated Financial Statements (Contirad)

(2) BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICAN T ACCOUNTING POLICIES (Continued)

Company to account for many of its multiple elemamangements as non-software transactions and @ophct the timing and amounts of revenue recaghiZ his update is
effective for the Company beginning January 1, 20t adoption of this update will affect the Comya multiple-element arrangements that contaigitde products
(hardware) with software elements, which compiiigerhajority of the Company's revenue transactiBnasviously, for arrangements accounted for undateStent of Position
97-2,Software Revenue Recognitiorevenue from transactions for which vendor speoibjective evidence of fair value ("VSOE") didtrexist for each undelivered element of
the transaction would remain deferred until eitM8IOE was established or the undelivered elementdetisered. The new guidance prescribes a methggidtr determining

the fair value, or best estimated selling pricedelfverables on an individual element basis, iditlg elements for which VSOE previously did notstxAlthough each element
will be allocated a best estimated selling pricdamnthe new methodology, the timing of revenue gadion will generally not be affected because réineenue from the majority
of the Company's sales contracts for multiple-eleragrangements is recognized either upon shipwfeiie products or upon customer acceptance. Cestanteptance
generally does not occur until either both shipnargroduct and delivery of professional servicethe expiration date of the contractual acceptaesed. Accordingly, the
Company believes that the adoption of this updallenat have a material effect on its consolidatie@ncial position or results of operations.

(3) EARNINGS (LOSS) PER SHARE

Basic earnings (loss) per share is compiyedividing net income (loss) by the weighted ager number of shares outstanding during the peffiodperiods in which the
Company reports net income, diluted net incomespare is determined by using the weighted averagear of common and dilutive common equivalent shautstanding
during the period unless the effect is antidilutive

The calculations of shares used to compaséc and diluted earnings (loss) per share afellasvs (in thousands):

Year ended December 31

2010 2009 2008
Weighted average shares outstan—basic 275,47 273,73( 271,47
Potential dilutive common shar — — —
Weighted average shares outstan—diluted 275,47 273,73( 271,47

Options to purchase the Company's commmkstnd unvested shares of restricted stock arfdrpeaincebased stock awards aggregating approximately 20li@mshares
for the year ended December 31, 2010, 28.1 mibiveres for the year ended December 31, 2009 aBdillion shares for the year ended December 3Q82tave not been
included in the computation of diluted loss perretzecause their effect would have been antidiutiv
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Cash equivalents and marketable secudtiesnvested in debt and equity instruments, priisnar.S. government-backed, municipal and corpoadikgations, which
management believes to be high quality (investrgeade) credit instruments.

During the year ended December 31, 200Cihmpany sold $8.4 million of available-for-sagesrities and realized approximately $7,000 of gaind no losses as a result
of these sales on a specific identification bd3ising the year ended December 31, 2009, the Coyngald $6.0 million of available-for-sale securitiand realized
approximately $17,000 of gains and no losses asultrof these sales on a specific identificatiapi$. These amounts are included in the Compaog$otidated statement of
operations for the years ended December 31, 204 @@009.

On June 12, 2008, the Company transfetseldeld-to-maturity portfolio of debt securitieggaegating $373.1 million, to the available-foresabtegory. Subsequent to the
transfer of its held-to-maturity portfolio to thealable-for-sale category, the Company sold $96il6on of available-for-sale securities. The Compaealized approximately
$82,000 of gains and $10,000 of losses in the dgdram June 12, 2008 through December 31, 2008rasudt of these sales. These amounts are inclindib@ Company's
consolidated statement of operations for the yedeé December 31, 2008.

Marketable securities and investments withtinuous unrealized losses for one year or great®ecember 31, 2010 were nominal; however, sine€Company does not
intend to sell these securities and does not teelewill be required to sell any securities beftrey recover in value, it does not believe thesgides are other-than-temporary.
The Company had no marketable securities or investsnwith continuous unrealized losses for one gegreater at December 31, 2009.

The amortized cost, gross unrealized gaimslosses and fair value of the Company's marletiht and equity securities and investments aeBéer 31, 2010 and 2009
were comprised of the following (in thousands):

December 31, 201!

Amortized Unrealized Unrealized Fair
cost gains losses value
Cash equivalent $ 1528t $ — 3 — $ 15,28t
Marketable securitie
U.S. government agency not $ 84,95( $ 79 $ (8) $ 85,02:
Foreign government nott 8,781 4 2) 8,78¢
Corporate debt securitit 135,93! 112 (70)  135,97°
Commercial pape 17,98¢ 1 — 17,98¢
Certificates of depos 11,05: 4 — 11,05¢
$ 258,71: $ 20C $ (80) $ 258,83:
Investment:
U.S. government agency not $ 56,37! $ 19 $ (16) $ 56,37¢
Corporate debt securitit 23,18: 13 (33 23,16:¢
Certificates of depos 7,55(C — 2 7,54¢

$ 87,10¢ $ 32 % (51) $ 87,08
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December 31, 200!

Amortized Unrealized Unrealized Fair
cost gains losses value
Cash equivalent $ 9584t $ — 3 (2 $ 95,84:
Marketable securitie
Municipal obligations $ 499 $ — 3 — $  4,99¢
U.S. government agency not 86,53« 231 (11) 86,75«
Corporate debt securitit 77,84% 294 (67) 78,07(
Commercial pape 44,56 15 5) 44,57
Certificates of depos 24.,80: 34 (12 24,82
$ 238,74 $ 574 ¢ (95) $ 239,22
Investment:
U.S. government agency not $ 6,44 $ 13 % 2 $ 6,45¢
Corporate debt securitit 43,20¢ 40 (106 43,14

$ 4965! $ 53 ¢ (108) $ 49,59¢

The Company's available-for-sale debt sgéearthat are classified as Investments in thesobdated balance sheet mature after one year ihitwtwo years or less from
the balance sheet date.

Fair Value Hierarchy

Fair value is the price that would be reedito sell an asset or paid to transfer a lighiifitan orderly transaction between market pariotp. As such, fair value is a market-
based measurement that should be determined basestomptions that market participants would uggiging an asset or a liability. The three-tier fealue hierarchy is based
on the level of independent, objective evidenceasunding the inputs used to measure fair valuanarfial instrument's categorization within the faalue hierarchy is based
upon the lowest level of input that is significamtthe fair value measurement. The fair value hi@mais as follows:

Level 1.Level 1 applies to assets or liabilities for whtblere are quoted prices in active markets for idehaissets or liabilities.

Level 2.Level 2 applies to assets or liabilities for whtblere are inputs that are directly or indirectisetvable in the marketplace, such as quoted pfices
similar assets or liabilities in active marketsqaoted prices for identical assets or liabilitiesriarkets with insufficient volume or infrequerdrisactions (less
active markets).

Level 3. Level 3 applies to assets or liabilities dvhich there are unobservable inputs to the v@mnanethodology that are significant to the meament of the
fair value of the assets or liabilities.

The following table shows the fair valuetloé Company's financial assets at December 310 a6d 2009. These financial assets are compristtedompany's available
for sale debt and equity
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securities and reported under the captions Casleastdequivalents, Marketable securities and Invests in the consolidated balance sheets (in tmols3a

Fair value measurements a
December 31, 2010 using:

Total carrying Quoted prices Significant other Significant
value at in active observable unobservable
December 31, markets inputs inputs
2010 (Level 1) (Level 2) (Level 3)
Cash equivalent $ 15,28: $ 10,287 $ 4,99¢ $ —
Marketable securitie
U.S. government agency not $ 85,02 $ — 3 85,02: $ —
Foreign government not: 8,78¢ — 8,78¢ —
Corporate debt securitit 135,97 — 135,97° —
Commercial pape 17,98¢ — 17,98¢ —
Certificates of depos 11,05 — 11,05¢ —
$ 258,83. $ — $ 258,83. $ —
Investment:
U.S. government agency not $ 56,37¢ $ — $ 56,37¢ $ —
Corporate debt securitit 23,161 — 23,16: —
Certificates of depos 7,54¢ — 7,54¢ —
$ 87,08" $ — 3 87,087 $ —
Fair value measurements a
December 31, 2009 using:
Total carrying Quoted prices Significant other Significant
value at in active observable unobservable
December 31, markets inputs inputs
2009 (Level 1) (Level 2) (Level 3)
Cash equivalent $ 95,84: $ 88,64t $ 7,19¢ $ —
Marketable securitie
Municipal obligations $ 4,99¢ $ — $ 4,99¢ $ —
U.S. government agency not 86,75« — 86,754 —
Corporate debt securitit 78,07( 54,29’ 23,77: —
Commercial pape 44,57 — 44,57 —
Certificates of depos 24,82 — 24,82 —
$ 239,220 $ 54,297 $ 184,92t $ —
Investment:
U.S. government agency not $ 6,455 $ — $ 6,45t $ —
Corporate debt securitit 43,14 21,32¢ 21,81t —
$ 49,59¢ $ 21,32¢ $ 28,27( $ —

At December 31, 2010, the Company's mabitetsecurities and investments have been valugdeobasis of valuations provided by third-partycipry services, as derived
from such services' pricing
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(4) CASH EQUIVALENTS, MARKETABLE SECURITIES AND INV ESTMENTS (Continued)

models. Inputs to the models may include, but atdimited to, reported trades, executable bid askked prices, broker/dealer quotations, priceseddy of securities with
similar characteristics, benchmark curves or infation pertaining to the issuer, as well as induatrgt economic events. The pricing services mayausatrix approach, which
considers information regarding securities withiincharacteristics to determine the valuationdaecurity. At December 31, 2009, certain of tbenfany's corporate debt
securities were valued based on quoted pricehéospecific securities in an active market and weeeefore classified as Level 1.

(5) ACCOUNTS RECEIVABLE
Accounts receivable consist of the follogviin thousands):

December 31

2010 2009
Earned accounts receival $ 20,83! $ 20,75¢
Unearned accounts receival 32,29 27,908
Accounts receivable, gro 53,12¢ 48,66+
Allowance for doubtful accoun (313 (66€)
Accounts receivable, n $ 52,811 $ 47,99¢
The activity in the Company's allowancedoubtful accounts is as follows (in thousands):
Balance at Balance at
beginning Charges end of
Year ended December 31 of year to expense Write -offs year
2010 $ 66€ $ — $ (359 % &g
2009 $ 1,028 $ 50C $ (952 $ 66€
2008 $ 474 $ 812 $ (259 $ 1,02¢
(6) INVENTORY
Inventory consists of the following (in theands):
December 31
2010 2009
Or-hand final assemblies and finished goods inverdt  $ 15,02¢ $ 11,03¢
Deferred cost of goods sc 25,801 20,13:
40,82¢ 31,16¢
Less current portio (22,499 (21,92%)
Noncurrent portion (included in Other asst $ 18,33( $ 9,24:
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(7) PROPERTY AND EQUIPMENT
Property and equipment consists of thefalhg (in thousands):

December 31

Useful Life 2010 2009

Equipment 3 years $ 64,44( $ 61,50«

Software 2 years 12,73 11,40¢

Furniture and fixture 3-5 years 1,06( 86€
Leasehold improvements Shorter of the life of the lease or

estimated useful life -5 years) 9,771 8,09«

88,01( 81,86¢

Less accumulated depreciation and amortize (66,726) (67,227)

Property and equipment, r $ 21,28: $ 14,64¢

The Company recorded depreciation and apabiin expense related to property and equipme$itd.2 million for the year ended December 31,@@10.1 million for
the year ended December 31, 2009 and $11.7 mfttiothe year ended December 31, 2008.

Property and equipment under capital leasgsded in the amounts above are as followsh@usands):

December 31
2010 2009
Cost $ 37C $ 73E
Less accumulated depreciati (270) (592)
Property and equipment under capital leases $ 10C $ 142

In 2010, 2009 and 2008, the Company remaeethin depreciable assets that were no longsegrvice. The gross amount of such assets tota2@ $dillion in 2010,
$3.3 million in 2009 and $7.3 million in 2008. TB®Mpany recorded losses on the disposal of thestsasf $0.1 million in the year ended December2810, $0.2 million in
the year ended December 31, 2009 and $0.3 millighe year ended December 31, 2008.

The net book values of the Company's ptyperd equipment by geographic area is as follawthpusands):

December 31

2010 2009
United State: $ 14,44. $ 11,09:
Asia/Pacific 5,83¢ 2,40¢
Europe 965 1,062
Canade 2 85
Other 37 1

$ 21,28: $ 14,64¢
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(8) INTANGIBLE ASSETS AND GOODWILL

The Company's intangible assets at DeceB®be2010 and 2009 consist of the following (inukands):

December 31, 201!

Intellectual propert

Order backlog

December 31, 200!

Intellectual propert

Order backlog

Accumulated Net
Useful life Cost amortization carrying value
Syears $ 2,99¢ $ 1,39¢ $ 1,60(C
1 year 287 287 —
$ 3,28¢ $ 1,68¢ $ 1,60(
Accumulated Net
Useful life Cost amortization carrying value
Syears $ 99¢ $ 65€ $ 341
1 year 287 287 —
$ 1,28¢ $ 94t $ 341

The Company amortizes its intangible asse¢s the estimated useful lives of the respecissets. Amortization expense related to intangibsets was $0.7 million in the
year ended December 31, 2010, $0.2 million in terynded December 31, 2009 and $1.2 million iryé&ae ended December 31, 20

Estimated future amortization expenselier€ompany's intangible assets at December 31, i2G0follows (in thousands):

Years ending December 31
2011
2012
2013
2014
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Goodwill is recorded when the considerafmman acquisition exceeds the fair value of aegtble and identifiable intangible assets acquitéw changes in the carrying
amount of goodwill during the years ended Decenie2010 and 2009 are as follows (in thousands):

2010 2009

Balance at December 3
Goodwill $ 8,16¢ $ 8,15¢
Accumulated impairment loss (3,10€) (3,10€)

$ 5,06z $ 5,05t
Balance at January

Goodwill $ 8,15¢ $ 8,131
Accumulated impairment loss (3,106  (3,10¢)
5,05: 5,02¢

Foreign currency translation adjustm 9 28

$ 506 $ 5,050
The Company performed its annual testrfigrairment of goodwill at November 30, 2010, andatoded that there was no impairment.
(9) ACCRUED EXPENSES
Accrued expenses consist of the followiimgtifousands):

December 31

— 2010 _ 2009 _
Employee compensation and related ¢ $ 22,26: $ 11,89:
Employee stock purchase pl 652 652
Professional fee 1,64: 863
Royalties 621 1,03¢
Income taxes payab 25C 64¢
Sales taxes payak 1,341 2,27¢
Other taxe: 98 96
Restructuring — 82
Other 3,13( 1,741

$ 29,99¢ $ 19,29:

(10) RESTRUCTURING ACCRUAL

On August 24, 2010, the Company committed testructuring initiative to close its offices@ttawa, Canada and in Darmstadt, Germany, teag&ddts Freehold, New
Jersey facility to a smaller, more cost-effectipace in the same area and to reduce its workforde2lpeople, or approximately 1% of employees weidie (the "2010
restructuring initiative"). The Company recordedI$tillion of restructuring expense in the thirdagter of fiscal 2010, representing severance alatle: expenses for the
headcount reduction component of the 2010 restrincfunitiative. These headcount reduction
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(10) RESTRUCTURING ACCRUAL (Continued)

actions were completed in the three months endpteBder 30, 2010. The Company recorded $0.4 miltiche fourth quarter of fiscal 2010 primarilyagdd to the closing of
the Ottawa, Canada facility. During the fourth derof fiscal 2010, as a result of changing busir@sumstances in certain geographic areas, imgutie availability of
suitable replacement facilities and certain custorkationships, the Company elected not to cltseffice in Darmstadt, Germany, or to relocaté=itsehold, New Jersey

facility. As a result, the Company does not expectcord restructuring expense related to eitfithese facilities. The payments related to the(2@btructuring initiative were
completed in the fourth quarter of fiscal 2010.

In the year ended December 31, 2009, thapamy recorded restructuring expenses aggregafirtgrillion related to three restructuring initisgs implemented as part of
the Company's efforts to right-size the businesditm with market needs and opportunities whilenaging costs to position Sonus for profitable girowithese restructuring
initiatives occurred on January 9, 2009, March@®®and August 12, 2009. As a result of theseuettring initiatives, the Company reduced its worke by approximately
190 employees worldwide. The payments relatedésethnitiatives were completed in fiscal 2009.

In fiscal 2008, the Company recorded $0ilfian of restructuring expense related to a restuting initiative implemented as part of the Comya efforts to right-size the
business to align with market opportunities whilamaging costs to position Sonus for profitable grovpproximately 50 employees, or 5% of the therent workforce, were
affected by such restructuring initiative. The payts related to these initiatives were completefisoal 2009.

The Company reports expense for its reiring initiatives as separately in the consolidat&tements of operations. The table below sunzesthe severance and rele
costs activity related to the Company's restruotumitiatives during the year ended December 8102in thousands):

Initiatives Charges
charged to (reversals) Balance at
expense in for changes Cash Foreign end
Year ended December 31, 201 fiscal 2010 in estimate payments exchange of year
Severanci $ 1,15 % — $ (1,169 $ 10 $ —
Facilities 34¢& — (34¢) — —
$ 1501 $ — $ (1,51) $ 10 $ —
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(11) LONG-TERM LIABILITIES
Long-term liabilities consist of the follavg (in thousands):

December 31

2010 2009
Capital lease obligatior $ 15¢ $§ 28t
Deferred ren 4,317 1,59t

4,47¢ 1,88(
Current portion of lon-term liabilities (33¢) (759)
Long-term liabilities, net of current portic $ 4,13¢ $ 1,127

The future minimum annual payments undeitableases at December 31, 2010 are as follawthusands):

Years ending December 31
2011 $ 79
2012 46
2013 40
2014 5
5
17¢
(16)

2015
Thereaftel

Total minimum lease paymer
Less amount representing inter

Present value of minimum lease payme 15¢
Less current portio (72)
Long-term liabilities portior $ 87

(12) STOCK OPTION EXCHANGE OFFER

At the Company's Annual Meeting of Stocktest held on June 19, 2009 (the "2009 Annual Mggtithe Company's stockholders approved a one-tiohéntary stock
option exchange program (the "Exchange Offer").S@ptember 8, 2009, the Company commenced the Egel@affer. Shares of restricted stock issued urtteEkchange
Offer were completely unvested at the time theyangranted and vest over a period of three yeai®ifislg the exchange date, with 383% of the shares vesting annually.

The Exchange Offer expired on October ®R®ursuant to the Exchange Offer, options tolpase an aggregate of 5,476,701 shares of the Cgtsgammon stock were
tendered in exchange for an aggregate of 1,015Béfes of restricted common stock. The Companygrézed the insignificant incremental expense rasylfirom this
exchange in the fourth quarter of fiscal 2009 anecognizing the unamortized stock-based compiensatpense related to the tendered stock optaggregating $3.5 million,
over the three-year vesting period of the restiictemmon stock issued under the Exchange Offer.
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(13) CANCELLATION AND RETIREMENT OF TREASURY STOCK

On October 26, 2010, the Company's Boaididctors passed a resolution to cancel and rétee,296,910 shares of common stock of the Cognpeld in treasury that
were issued but not outstanding, and that sucteshaould resume the status of authorized and wesshiares of the Company's common stock. Theregineand cancellation
of the treasury shares did not have any effecherCtompany's reported Total stockholders' equifyestember 31, 2010.

(14) STOCK-BASED COMPENSATION PLANS

The Company's 2007 Stock Incentive Plaa (#007 Plan") was approved at the Company's Ankiegting of Stockholders held on November 12, 2@0id, became
effective on that date. The 2007 Plan providegHeraward of options to purchase the Company's ammstock (“"stock options"), stock appreciation tifiSARs"), restricted
common stock ("restricted stock"), performance-Haseare awards, restricted stock units and otlbekdtased awards to employees, officers, dire¢tnctuding those directors
who are not employees or officers of the Compaog)sultants and advisors of the Company and itsidiaies.

At the Company's Annual Meeting of Stocktess held on June 16, 2010 (the "2010 Annual Mgé&tithe Company's stockholders approved an inereathe number of
shares of the Company's common stock availablgrfort under the 2007 Plan by 20 million shares '(#meended 2007 Plan").

At December 31, 2010, there were 20.1 arilhares available for future issuance under theded 2007 Plan, of which approximately 137,0@0es$) or approximately
205,000 shares using the fungible share pool fapare committed for potential future issuanceeitain of the Company's executives in the formesfgrmance-based share
awards. Under the fungible share pool formulanber of total shares available for future awamiger the Amended 2007 Plan would be reduced bfutiggble share pool
multiple of 1.5 for each share of common stockudeld in an award other than a stock option or SARrd. Accordingly, the total number of shares awdrih the future under
the Amended 2007 Plan could be less than the nuoflsrares currently available for issuance.

Chief Executive Officer Awards

On October 8, 2010, Raymond P. Dolan ("Mulan") accepted an offer of employment as Presided Chief Executive Officer of the Company (ti@iployment
Agreement"), effective October 12, 2010 (the "Compement Date"), succeeding Dr. Richard N. NotteglftDr. Nottenburg"), the Company's previous Prestcand Chief
Executive Officer. As of October 12, 2010, Mr. Dolalso joined the Board of Directors by actiontaf Board of Directors.

Pursuant to the terms of the Employmenteggrent, on October 15, 2010, Mr. Dolan was graatedption to purchase 1,000,000 shares of the Coytgpaommon stock at
an exercise price of $3.38 (the "Options"), thesitig price of the Company's common stock on the dhgrant. These options vest over a period of years, with 25% vesting
on the first anniversary of the Commencement Datethe remaining 75% vesting in equal monthly inoeaets thereafter. Mr. Dolan was also granted 7%Dr86tricted shares
of the Company's common stock, which are subjebbth performance and time vesting Requirements"@erformance Shares"). As of December 31, 20k0performance
conditions for the Performance Shares had not bstablished by the Company's Compensation Comnuftéee Board of Directors; therefore this awardds considered
granted for accounting purposes.
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On May 18, 2010, Dr. Nottenburg and the @any entered into a letter agreement (the "Reteigreement") pursuant to which Dr. Nottenburg agre stay with the
Company while assisting the Company with an ordedysition of his duties and responsibilitiesctmnection with the Retention Agreement, on June0%0 Dr. Nottenburg
was granted 750,000 shares of restricted stocK'Re&ention Shares") under the 2007 Plan, whicharadggregate grant date fair value of $1.9 mijlamd he agreed to
relinquish his rights to two performance-basedlsgrants, each in the amount of 250,000 sharesstficted stock. The Company had previously deteethit was not probable
that the performance conditions for these two perémce-based stock grants would be satisfied; diowgly, no stock-based compensation expense hatreeerded. The
Company recognized $1.9 million of stock-based censption expense related to the Retention Shatks year ended December 31, 2010.

Dr. Nottenburg's employment letter of M&; 2008 provided for the acceleration of vestingtotk options and restricted stock on the dateNDttenburg's employment
was terminated, provided that certain conditionseweet. The Company recognized stock-based comflem&xpense related to these awards of $3.9 milliche year ended
December 31, 2010.

Chief Operating Officer Awards

On December 30, 2010, the Company annoutheedsurudutt Pai stepped down as Executive ViesiBent and Chief Operating Officer, effective iedrately, citing
personal reasons. In connection with Mr. Pai's dapa the Company and Mr. Pai entered into afetgeeement dated December 29, 2010 (the "Separdagiter”). Pursuant to
the Separation Letter and his employment agreerttenCompany accelerated the vesting of certairested options to purchase the Company's commoh atatshares of
restricted stock. In addition, the Company paid Rl $66,000 in exchange for his forfeiture of aerbther unvested options to purchase the Compapnyimon stock that
would have vested on his departure. As a resdtCibmpany recognized stock-based compensation sxpeet of forfeitures, aggregating $0.5 milliorthe year ended
December 31, 2010 related to Mr. Pai's departure.

Stock Options

Options are issued to purchase sharesmfram stock of the Company at prices that are emudle fair market value of the shares on the the@ption is granted. Options
generally vest over a period of four years, wit@28f the shares subject to the option vesting erfitbt anniversary of the grant date and the ramgi75% vesting in equal
monthly increments thereafter through the fourthiegrsary of the grant date. Options generally extgn years from the date of grant. The grant f#atealue of options,
adjusted for estimated forfeitures, is recognizeéxpense on a straight-line basis over the raqussrvice period, which is generally the vestiegqul. Forfeitures are estimated
based on historical experience.
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The activity related to the Company's anding stock options during the year ended Decei®bge2010 is as follows:

Weighted
Average
Weighted Remaining Aggregate
Number of Average Contractual Term Intrinsic Value
Shares Exercise Price (years) (in thousands)
Outstanding at January 1, 20 24,081,56 $ 4.9C
Granted 5,091,600 $ 3.07
Exercisec (694,83) $ 1.4C
Forfeited (1,210,61) $ 3.5¢
Expired (9,090,53) $ 5.32
Outstanding at December 31, 2C 18,177,18 $ 4.4C 6.2 $ 1,27¢
Vested or expected to vest at December 31, . 17,487,44 $ 4.4t 6.1C $ 1,212
Exercisable at December 31, 2( 11,944,73 % 5.01 471 % 637

The grant date fair values of options techase common stock granted in the years endednfirere31, 2010, 2009 and 2008, excluding the optipasted to Mr. Dolan in
fiscal 2010, were estimated using the Black-Scheddsation model with the following assumptions:

Year ended December 31

2010 2009 2008
Risk-free interest rat 1.46%-2.65% 1.76%-2.47% 2.18%-3.12%
Expected dividend — — —
Weighted average volatilit 64.50% 64.3% 71.75%
Expected life (years 4.5 4.5 4.5

The grant date fair value of the optioptwchase the Company's common stock granted t@Man on October 15, 2010 was estimated using thekBScholes valuation
model with the following assumptions:

Risk-free interest rat 1.54%
Expected dividend —
Weighted average volatilit 62.26%
Expected life (years 6.C

The risk-free interest rate used is theaye U.S. Treasury Constant Maturities Rate foretgected term of the award. The expected divigeeld of zero is based on the
fact that the Company has never paid dividendshasdho present intention to pay cash dividends.eKipected life for stock options is based on a doatlon of the Company's
historical option patterns and expectations offeemployee actions.

The weighted average grant-date fair vabfesptions granted during the year were $1.65Heryear ended December 31, 2010, $0.97 for theereted December 31,
2009 and $2.23 for the year ended December 31,. 20@8total intrinsic values of options exerciseuiing the year were
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$1.0 million for the year ended December 31, 2@&D01 million for the year ended December 31, 2089 $0.3 million for the year ended December 31,8200

The Company received cash from option egescof $1.0 million in the year ended December2®10, $0.1 million in the year ended December2®09 and $0.4 million
in the year ended December 31, 2008.

Restricted Stock Awards

Recipients of restricted stock awards haténg rights and rights to receive dividends,etcthred. Restricted stock awards generally vest @%he first anniversary of the
grant date, with the remaining 75% vesting in edoualements semi-annually thereafter. Restrictedksawards issued in connection with the Compabaythange Offer, which
was completed on October 6, 2009, vest over a g@fithree years following the exchange date, B8R/ 3% of the shares vesting annually. The grant date/éue of
restricted stock awards, adjusted for estimatefitores, is recognized as expense on a straigatbasis over the requisite service period. Thevidue of restricted stock is
determined based on the market value of the Compahgres on the date of grant.

The activity related to the Company's utegsestricted stock awards for the year ended mbee 31, 2010 is as follows:

Weighted

Average

Grant Date

Shares Fair Value
Unvested balance at January 1, 2 3,444,491 $ 3.2¢
Granted 990,000 $ 2.4¢
Vested* (2,392,78) $ 3.24
Forfeited (500,479 $ 3.01
Unvested balance at December 31, 2 1,541,23. $ 2.9z

* Includes 325,000 shares that were vested at Deee3ib2010, but which will not be issued until fivst quarter of fiscal 2011

The total fair value of restricted stockaad shares vested during the year was $7.8 millidhe year ended December 31, 2010, $4.9 milliothé year ended
December 31, 2009 and $7.0 million in the year dridecember 31, 2008.

Performance-Based Stock Awards

Similar to recipients of restricted stoekaads, recipients of performance-based stock awrams voting rights and rights to dividends, if kkeed. The Company begins to
record stock-based compensation expense for pesfareabased stock awards at the time that it becpnoesible that the respective performance conditwill be achieved.
The Company will continue to recognize the granedair value of performance-based stock awardsuigin the vest date of the respective awards sodsrigremains probable
that the related performance conditions will bés§iad. The Company recorded stock-based comp@mseakipense aggregating $0.8 million in the yeaedrdecember 31, 2010
and $0.1 million in the year ended December 3192@Mated to performance-based stock awards.
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The activity related to the Company's penfance-based stock awards for the year ended Dexe3tih2010 is as follows:

Weighted

Average

Grant Date

Shares Fair Value
Unvested balance at January 1, 2 550,00 $ 4.1¢
Granted 545,38¢ $ 2.5E
Vested* (312,55¢) $ 2.4€
Forfeited (697,000 $ 3.8¢€
Unvested balance at December 31, 2 85,83: $ 2.47

* Represents shares that were vested at Decemb20B1, but which will not be issued until the ficgtarter of fiscal 2011

There are approximately 887,000 sharee@ftompany's common stock that are not includéldriable above (including 750,000 Performance é&hawarded to
Mr. Dolan), as the Company has not yet establishegyerformance conditions for these awards. Thepgamy will begin to record stock-based compensatigense at the time
that the performance conditions are establishedndreh it becomes probable that the respective peeioce conditions will be achieved.

ESPP

The Amended and Restated 2000 Employeek$torchase Plan (the "ESPP") is designed to prasligéole employees of the Company and its parétig subsidiaries an
opportunity to purchase common stock of the Compghrgugh accumulated payroll deductions.

The ESPP provides for six-month consecuiiffering periods commencing with the March 1, 2@@8chase period. The purchase price of the stekjual to 85% of the
market price on the last day of the offering periddder the ESPP, because employees are entitfgar¢base a variable number of shares for a fixedetary amount, future
awards are classified as share-based liabilitidsr@corded at fair value. However, the maximum neindd shares of common stock an employee may psectiaring each
offering period is 2,500, subject to certain adjustts pursuant to the ESPP. The Company reclastifése liabilities to Additional paid-in capitaltae time of the share
purchase, which is the date of the award.

On January 1 of each year, the aggregatiauof shares of common stock available for pusehander the ESPP increases by the lesser of (§f2he outstanding shares
on December 31 of the preceding year or (ii) anamdetermined by the Board of Directors of the @any. At December 31, 2010, 25.0 million sharesavearthorized and
13.8 million shares were available under the ESiPRuture issuance.
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Stock-Based Compensation
The consolidated statements of operatioclside stock-based compensation for the years ebdedmber 31, 2010, 2009 and 2008 as follows @ngands):

Year ended December 31

2010 2009 2008
Product cost of revent $ 36 $ 361 $ 734
Service cost of revent 1,62( 1,78¢ 2,731
Research and developme 2,51¢ 3,34¢ 7,921
Sales and marketir 2,661 4,231 5,662
General and administrati\ 8,121 3,08t 8,07<

$ 15,28t $ 12,81C $ 25,12:

Excluded from the amount above for the ysrated December 31, 2008 is $0.2 million of stoakell compensation expense included in the lossdistontinued
operations. In addition, the Company included stoaked compensation in inventory of $0.1 milliotath December 31, 2010 and 2009.

There is no income tax benefit for emplogexk-based compensation expense for the yeaesiddelcember 31, 2010, 2009 and 2008 due to that@tuallowance
recorded.

At December 31, 2010, there was $12.7 omillnet of expected forfeitures, of unrecognizedlstbased compensation expense related to unvststeki options, restricted
stock awards and performance-based stock awardghich the Company believes it is probable thegenfince conditions will be met. This expense iseeigd to be
recognized over a weighted average period of theaes.

Common Stock Reserved

Common stock reserved for future issuand@egember 31, 2010 consists of the following:

Amended 2007 Pla 20,069,05
ESPP 13,827,10
33,896,16!

The Company's policy is to issue new shapes the exercise of stock options, vesting dfrieted common stock and performance-based stoekdsyand purchase of
shares of common stock under the ESPP.

(15) STOCKHOLDER RIGHTS PLAN

On June 26, 2008, the Company's Board mfdrs adopted a three-year stockholder rights {tfee "Rights Plan"). The Rights Plan is desigtegrotect stockholders, to
the extent possible, from a creeping acquisitioth @her tactics to gain control of the Company withoffering all stockholders an adequate price @mrol premium. The
Rights Plan is intended to protect the interestlidhe
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(15) STOCKHOLDER RIGHTS PLAN (Continued)

Company's stockholders and to provide the Compd@uesd of Directors with the ability to attemptrtmximize long-term stockholder value.

Under the Rights Plan, preferred stock pase rights (the "Rights") were distributed asvédeind at the rate of one Right per share of comsiock of the Company held
by stockholders of record as of the close of bussiren July 7, 2008. Each Right entitles the stolcldrdo purchase from the Company a unit consisiingne one-thousandth of
a share (a "Unit") of preferred stock at a purchasee of $25.00 per Unit, subject to adjustmettite Rights were issued as a non-taxable dividendwéhédxpire on June 26,
2011 unless earlier redeemed or exchanged.

The Rights generally will be exercisabléyaha person or group acquires beneficial owngrg 15% or more of the Company's common stocki¢tvincludes for this
purpose shares of common stock referenced in derévizansactions or securities), or commencesubligly announces a tender or exchange offer upmsemmation of which
they would beneficially own 15% or more of the Canp's common stock. A person or group who bendfjaiavned 15% or more of the outstanding sharethefCompany's
common stock prior to the adoption of the Righ@nRlid not cause the Rights to become exercisatae adoption of the Rights Plan. As a result, tigh® will not be triggere
even though Legatum Capital Limited and certaiitoéffiliates ("Legatum") have reported that thegneficially owned approximately 25% of the outsliag shares of the
Company's common stock prior to the adoption ofRights Plan based on Legatum's public filings wlith Securities and Exchange Commission (the "SB@\vever,
Legatum and its affiliates will cause the Rightbazome exercisable if they (subject to certairitéithexceptions) become the beneficial owner oftamthl shares of the
Company's common stock or their beneficial owngrsleicreases below 15% and subsequently incread&8¢@r more. Should the Rights become exerciséideesffect would
be to dilute the ownership of the beneficial owsgr{ho triggered the Rights, as that beneficial emwor group of owners would not receive the Rights.

(16) EMPLOYEE DEFINED CONTRIBUTION PLAN

The Company provides a matching contributd50% of employee contributions to its 401(kyiags plan, up to a maximum match of $3,500 perleyge per year. The
Company recorded expense related to its 401(khgawlan of $1.1 million in the year ended Decen@igr2010, $1.2 million in the year ended Decendigr2009 and
$1.6 million in the year ended December 31, 2008.

(17) INCOME TAXES
The components of income (loss) from caritig operations before income taxes consist ofdtiewing (in thousands):

Year ended December 31

2010 2009 2008
Income (loss) before income taxi
United State: $ (11,03) $ (8,135 $ (39,259
Foreign 1,03: 744 2,77¢

$ (9,999 $ (7,39) $ (36,479
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(17) INCOME TAXES (Continued)

The Company recorded an income tax befefitiscontinued operations of $1.0 million for $ear ended December 31, 2008.

The provision (benefit) for income taxesnfr continuing operations consists of the follow{imgthousands):

Provision (benefit) for income taxe
Current:
Federal
State
Foreign
Total curreni

Deferred:
Federal
State
Foreign

Change in valuation allowan:

Total deferrec
Total

Year ended December 31
2010 2009 2008

$ (80 $ (1,389 $ (401)
152 (15) 125
1,027 (1,508  2,15¢
1,00¢ ~ (2,909  1,88¢

13,36: 5156 (8,176

1,34¢ (706 (2,179
(40€) 44¢ (24€)
(14,705 (4,450 88,38
(406) 44~ 77,79

$ 692 $ (2,459 $ 79,67:

A reconciliation of the Company's effecttea rate for continuing operations to the statyfederal rate is as follows:

U.S. Statutory income tax ra

State income taxes, net of federal ber
Foreign income taxe

Foreign dividend:

Stocl-based compensatic

Tax credits

Uncertain tax position

Valuation allowanct

Other, ne

Effective income tax rat

Year ended December 31
2010 2009 2008

(35.0% (35.0% (35.0%
688 (98 (5.6
(5 179 2.4
— — 1.1
4¢ 148 14
(6.2 (226 (3.9
(0.9 0.2 0.1
53.C 332 242
2.2 3.7 2.8
6.5% (33.9% 218.5%
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(17) INCOME TAXES (Continued)

The following is a summary of the signifit@omponents of deferred income tax assets abiitiies (in thousands):

December 31
2010 2009
Assets:

Net operating loss carryforwar $ 46,820 $ 38,46¢
Capital loss carryforwar 5,42 5,16¢
Research and development tax cre 19,04¢ 18,00¢
Other tax credit: 1,01z 57¢&
Intangible asset 76¢ 907
Deferred revenu 7,991 13,63
Accrued expense 6,94( 7,001
Inventory 4,96¢ 4,03%
Stocl-based compensatic 7,37¢ 27,04
Other temporary differenct 5,017 4,927
105,36 119,76:
Valuation allowanct (103,119  (117,81)
Total deferred tax asse 2,25 1,94¢

Liabilities:
Purchased intangible ass — (99)
Unrealized gain on availal-for-sale securitie (574) (574
Total deferred tax liabilitie (574) (673
Total net deferred tax asst $  167¢ $ 1,27t
Deferred tax ass—current $ 40€ $ 562
Deferred tax ass—noncurren 1,271 711
Total net deferred tax asst $ 1,67¢ $ 1,272

At December 31, 2010, the Company had catival net operating losses ("NOL") of $154.6 miflifor federal income tax purposes and $40.2 milf@rstate income tax
purposes. The federal NOL carryforwards expireagious dates from 2020 through 2029. The state Ex}ires at various dates from 2010 through 2028h&federal NOL,
$111.8 million is attributable to stock option detlans. The Company's federal NOL carryforwardtéor return purposes is $25.7 million greater thamacognized federal
NOL for financial reporting purposes, as excesshmefits (stock compensation deductions in exaEbsok compensation costs) are not recognized naatiized. The ta
benefit of this loss would be recognized for finahstatement purposes in the period in which #xebenefit reduces income taxes payable, whichnetllbe recognized until tt
Company recognizes a reduction in taxes payabita &ib other NOL carryforwards. In addition, the Goamy has $7.4 million of deferred tax assets d3azfember 31, 2010
related to compensation expenses recognized fandial reporting purposes that are not deductitméax purposes until options are exercised oreshaest. As employees will
not exercise the underlying options unless theecuinmarket price exceeds the option exercise picethe Company's tax deduction for restrictedeshi&r determined as the
shares vest, the ultimate realization of the bénelffated to stock options is directly
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(17) INCOME TAXES (Continued)

associated with the price of the Company's comnacksAt December 31, 2010, the Company's stoatepof $2.67 was well below the weighted averageaise price of the
Company's stock options of $4.40.

The Company also has available federalstaig research and development credit carryforwafr§25.0 million that expire at various dates fr@fi5 through 2029.

The Company has available $14.0 millioca&pital loss carryover resulting from the sale pfi€ix on November 26, 2008. The capital loss iy awailable to offset capiti
gains. Because it is not more likely than not thatCompany will realize a benefit prior to the ieapon of the capital loss carryforward in 2013p# valuation allowance has
been established against the $5.4 million tax beas$ociated with this capital loss.

Deferred tax assets are required to becemtiby a valuation allowance, if based on all a@éd evidence, it is considered more likely thahthat some portion or all of the
recorded deferred tax assets will not be realinealfuture period. As a result of the Company'duatan, the Company concluded that there was fitseifit positive evidence t
overcome the more objective negative evidenceaeltt its cumulative losses and other factors. Adiogly, during the fourth quarter of fiscal 20@Be Company recorded an
increase to its valuation allowance of $88.4 millan substantially all of its domestic net defert@xiassets after considering all positive and tregéactors as to the
recoverability of these assets. This determinatiaa based on many factors, including the sevefitii@current and prior year losses, three yearsiofulative losses, the
current severe economic recession, a significatrtedse to taxable income forecasted in future geriand other relevant factors.

During fiscal 2010 and fiscal 2009, the Qxamy performed an analysis to determine if, basedllcavailable evidence, it considered it moreljkthan not that some porti
or all of the recorded deferred tax assets willbetealized in a future period. As a result of @npany's evaluation, the Company concluded taetwas insufficient positiy
evidence to overcome the more objective negatiideace related to its cumulative losses and othetofs. Accordingly, the Company has maintainedlaation allowance
against its domestic deferred tax asset amounti$d®3.1 million at December 31, 2010 and $11718aniat December 31, 2009. During the preparatibthe 2010 financial
statements, the Company determined that in priarsy¢he Company had overstated the balance ofrddfeax assets relating to stock-based compemsatid, since 2008, had
overstated the valuation allowance related to tlassets by an equal and offsetting amount. At Deéeerd1, 2009, the deferred tax assets and relatieaton allowance were
overstated by $11.0 million. The Company has céectthis error in the above deferred income tartasand liabilities components table as of DecerBthe010. Because the
deferred tax assets carry a full valuation alloveartice correction of this error had no effect om 2010 tax provision, consolidated balance sheebwsolidated statement of ci
flows.

The Company operates under a tax holidagdra, which has been extended through March 2011.
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A reconciliation of the Company's unrecagui tax benefits is as follows (in thousands):

2010 2009 2008
Unrecognized tax benefits at Januai $ 10,07C $ 7,52¢ $ 6,167
Increases related to current year tax posit 23 2,562 1,561
Settlement: (203 (18) (202)
Unrecognized tax benefits at Decembel $ 9,99C $ 10,07C $ 7,52¢

As of the date of adoption of the guidance reldatedncertain tax positions, the Company electdddtude any applicable interest and penalties edl&d uncertain tax positions
in its income tax provision in its consolidatedtetaent of operations. The Company recorded ligdslitor potential penalties and interest of $23,fi#Qhe year ended
December 31, 2010, and $18,000 for the years ebdedmber 31, 2009 and 2008. The Company does peteits unrecognized tax benefits to change nadlgover the next
12 months. Due to the Company's valuation allowatd@ecember 31, 2010, none of the Company's ugréoed tax benefits, if recognized, would affe@ #ffective tax rate.

The Company and its subsidiaries file inedax returns in the U.S. federal jurisdictionwagdl as various state and foreign jurisdictionsn&ally, the tax years 2006
through 2010 remain open to examination by the ntaxing jurisdictions to which the Company is ®dij The Company's federal NOLs generated pri@0@8 could be
adjusted on examination even though the year irchvtiie loss was generated is otherwise closedégttitute of limitations. The Company's primaryesjarisdiction,
Massachusetts, has open periods from 2006 throdg. 2

(18) MAJOR CUSTOMERS

The Company had one customer, AT&T, thaitGbuted approximately 21% of the Company's cadstéd revenue in the year ended December 31, 2040
approximately 29% of the Company's consolidateémere in the year ended December 31, 2008. The Guoniad no customers that contributed 10% or mortsof
consolidated revenue in the year ended Decembe&0®B, and no other customers that contributed @0#bore of consolidated revenue in the years efe@mber 31, 2010
and 2008.

At December 31, 2010, one customer accauiote1l0% or more of the Company's accounts rebddvialance, representing approximately 14% ofdbmpany's accounts
receivable balance. At December 31, 2009 there nestomers that accounted for 10% or more o€mapany's accounts receivable balance. The Compenfigrms
ongoing credit evaluations of its customers andegadty does not require collateral on accountsivetde. The Company maintains an allowance for diolibccounts and such
losses have been within management's expectations.
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(19) GEOGRAPHIC AND OPERATING SEGMENT INFORMATION

The Company's classification of revenugybggraphic area is determined by the location @Qbmpany's customers. The following table sumreanevenue by
geographic area as a percentage of total revenue:

Year ended December 31

2010 2009 2008
United State! 68% 70% 70%
Europe, Middle East and Afric 15 18 15
Japar 12 9 10
Other Asia Pacific 2 1 3
Other 3 2 2

10C% 10C% 10C%

International revenue, both as a percentdgetal revenue and absolute dollars, may vasynfone period to the next, and accordingly, curdaté may not be indicative of
future periods.

The Company's product revenue is compri$ede following (in thousands):

Year ended December 31

2010 2009 2008
Trunking and access produr $ 122,24: $ 112,41. $ 188,79¢
Peering (NBS) produc 24,33¢ 23,86+ 14,59:

$ 146,58 $ 136,27¢ $ 203,38

The Company's service revenue is compia$eie following (in thousands):

Year ended December 31

2010 2009 2008
Maintenance $ 78,37¢ $ 69,13. $ 78,99¢
Professional service 24,34 22,08¢ 30,76:

$ 102,72: $ 91,22( $ 109,75¢

(20) LITIGATION SETTLEMENTS
2002 Securities Litigation

On January 6, 2006, a purchaser of the @oiylp common stock filed a complaint in the Unigdtes District Court for the District of Massao#is that was essentially
identical to an Amended Consolidated Complaint jpresly filed against the defendants and dismisse@atober 5, 2005 alleging that Sonus made faldengsleading
statements about its products and business. Thé appointed the Public Employees’ Retirement SysiEMississippi as lead plaintiff. The lead pléfinfiled an Amended
Consolidated Complaint (the "2002 Securities Litig@a"). On April 19, 2007, the defendants filed ation to dismiss the 2002 Securities Litigation. September 23, 2008,
Sonus agreed to settle the litigation and, on Gut8hH 2008, entered into a Memorandum of Underatgndith the plaintiffs setting forth the termstbe settlement. Pursuant to
the settlement, subject to
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(20) LITIGATION SETTLEMENTS (Continued)

confirmatory discovery and final court approvak tiompany agreed to pay $9.5 million to the shddehne@lass in the case, as well as $0.1 millionaahthe cost of the class
notice process. In addition, the Company incurr@d $nillion in incremental legal fees in connectisith the confirmatory discovery and settlementrappl process. Of these
amounts, $9.6 million is included as a componeirititijation settlements, net of insurance recovand $0.4 million is included as a component of &ahand administrative
expense in the Company's consolidated statemegerhtions for the year ended December 31, 200&eébruary 4, 2009, the Court issued an order irchvhicertified a
settlement class, preliminarily approved the settlet, and ordered that notice be sent to the sedtieclass. The hearing on final court approvahefsettlement was held on
June 16, 2009, and the court entered its Ordea#lffinpproving the settlement and the requestaihfiffs' counsel for attorneys' fees on June ZBR There were no class
member objections to the settlement. At DecembegRB@8, the Company had accrued $10.0 million eelléb this settlement which was paid to the plé#in fiscal 2009. The
Company did not have any insurance available fierdlaim.

C2 Patent Litigation

On June 14, 2006, C2 Communications ("GR8d AT&T, Inc., Verizon Communications, Inc., Qiveellsouth Corporation, Sprint Nextel Corporati@lobal Crossing
and Level 3 in the Eastern District of Texas, MatkBivision. C2 alleged that each of the defendanfringed U.S. Patent No. 6,243,373 entitled "wet and Apparatus for
Implementing a Computer Network Internet Teleph8gstem." Sonus agreed, subject to certain conditimnassume the defense of Qwest, Global Crossidd-evel 3 in this
litigation to the extent the claim resulted froneithuse of products purchased from Sonus. Duriegrhl, on September 16, 2008, Sonus reachedr@emgnt to settle this
litigation. The parties entered into a settlememtt Bcense agreement that provided for the payrg#i9.5 million in full settlement of all claims aipst Qwest, Global Crossing
and Level 3 as well as fully paid licenses to tlmmpany, Qwest, Global Crossing and Level 3. Théeseént was paid on September 24, 2008. The sedtieexpense is
included as a component of Litigation settlememés,of insurance recovery, in the Company's codated statements of operations for the year enaéeefber 31, 2008.

(21) RELATED PARTIES

Dr. Nottenburg, the Company's former Preisicand Chief Executive Officer, serves on the BadrDirectors of Comverse Technology ("Comversa'\vorldwide provide
of software and systems. Comverse has several ityajovned subsidiaries, including Ulticom, Inc. (iwh Comverse sold in the fourth quarter of fisdal@) and Verint
Systems. All three companies are vendors of thegaom The Company had well-established and ondoirsgness relationships with these vendors pridhécappointment of
Dr. Nottenburg as the Company's President and Ehxietutive Officer effective June 13, 2008. Costauired for purchases from these companies, iadlgeegate, were
$3.9 million for the period from January 1, 201éoilgh October 12, 2010, $6.5 million for the yeaded December 31, 2009 and $3.5 million for theéopefrom June 13, 2008
through December 31, 2008. The Company had an gg@greutstanding accounts payable balance to tmespanies of $0.2 million at December 31, 2009. CThenpany did
not have an outstanding accounts payable balartbeGomverse or its Verint Systems subsidiary atdbawer 31, 2010.
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Leases

The Company leases its facilities undenrafieg leases, which expire at various times thro2@18. The Company is responsible for certain estdte taxes, utilities and
maintenance costs under these leases. The Companytsate headquarters is located in a leaselityaoi Westford, Massachusetts, consisting of 80,5quare feet under a
lease that expires in August 2018. Sonus movedtligdfacility in December 2010. Escalation claysese rent and other lease concessions are rexajon a straight-line basis
over the minimum lease term. Rent expense wasrsBlibn in the year ended December 31, 2010, $5l6am in the year ended December 31, 2009 and #&lon in the year
ended December 31, 2008.

Future minimum payments under operatingdestrangements as of December 31, 2010 are aw$o(in thousands):

Years ending December &

2011 $ 3,48t
2012 2,97
2013 2,79¢
2014 2,772
2015 2,63(
Thereaftel 3,52¢

$ 18,18¢

2001 IPO Litigation

In November 2001, a purchaser of the Comgazommon stock filed a complaint in the Unitedt8s District Court for the Southern District ofiN¥ork (the "District
Court") against the Company, two of its officersiahe lead underwriters alleging violations of tederal securities laws in connection with the Camyps initial public offering
("IPO") and seeking unspecified monetary damagks.plurchaser seeks to represent a class of pesunpurchased the Company's common stock betweedztte of the IPO
on May 24, 2000 and December 6, 2000. The ameraieglaint, filed in April 2002, alleges that the Cpamy's registration statement contained false stemiling information
or omitted to state material facts concerning tflegad receipt of undisclosed compensation by ti@eowriters and the existence of undisclosed aewggts between the
underwriters and certain purchasers to make additipurchases in the after market. The claims ag#ie Company are asserted under Section 10¢the®@ecurities Exchange
Act of 1934, as amended (the "Exchange Act"), aectiBn 11 of the Securities Act of 1933, as amer(thesl"Securities Act"), and against the individdafendants under
Sections 11 and 15 of the Securities Act and Sesti®(b) and 20(a) of the Exchange Act. Other gfésrhave filed substantially similar class acticaises against approximat
300 other publicly-traded companies and their IP@enwriters which, along with the actions agaihst Company, have been transferred to a singledéplefge for purposes of
coordinated case management.

On July 15, 2002, the Company, collectiwelth the other issuers named as defendants ie tt@srdinated proceedings, filed a collective motim dismiss the consolidal
amended complaints on various legal grounds contmaii or most of the issuer defendants. The plésntoluntarily
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(22) COMMITMENTS AND CONTINGENCIES (Continued)

dismissed the claims against many of the individiggendants, including the Company's officers namealtle complaint. On February 19, 2003, the Dis@ourt granted a
portion of the motion to dismiss by dismissing 8ection 10(b) claims against certain defendantsidiieg the Company, but denied the remainder oftleéion as to the
defendants.

In October 2004, the District Court cedtfithe class in a case against certain defendantdugust 31, 2005, the District Court approvedtérens of the proposed
settlement.

On December 5, 2006, the United States tGifukppeals for the Second Circuit (the "Seconct@it") reversed the District Court's October 2@0der certifying a class. C
August 25, 2009, the plaintiffs filed a motion faral approval of the proposed settlement, appro¥dhe plan of distribution of the settlement fuamt certification of the
settlement classes. A settlement fairness hearaggheld on September 10, 2009. On October 5, 208Pistrict Court issued an opinion granting piidis’ motion for final
approval of the settlement, approval of the pladisfribution of a new settlement fund and ceréfion of the settlement classes. An Order and Rindgment was entered on
January 14, 2010.

On October 7, 2010, all but two parties vilaal filed a notice of appeal filed a stipulatioithithe Second Circuit withdrawing their appealshwirejudice, and one of the
remaining objectors filed a brief in support of hjgpeal. On December 8, 2010, plaintiffs movedisméss with prejudice the appeal filed by one & tvo appellants based on
alleged violations of the Second Circuit's rulesjuding failure to serve, falsifying proofs of gee, and failure to include citations to the retorhe motion was fully briefed as
of December 30, 2010, but the Second Circuit hagetoruled on the motion. The filing of plaintifisiotion tolled the deadline for appellees to &ifesswering briefs on both
appeals. If the District Court's order is upheldappeal, the Company would have no material lighifi connection with this litigation, and thisigjation would be resolved.

On October 5, 2007, Vanessa Simmonds, gopied shareholder, filed a complaint in the Unigdtes District Court for the Western DistricMd&shington (the "Western
District Court") for recovery of short-swing prafitinder Section 16(b) of the Exchange Act agaimstinderwriters in the IPO in 2000. On February22®8, the plaintiff filed
an amended complaint asserting substantially siroifams as set forth in the initial complaint. Tmended complaint seeks recovery against the wnitkens for profits they
received from the sale of the Company's commorkstoconnection with the IPO. The Company was naaged nominal defendant but has no liability f& #isserted claims.
No Sonus officers or directors were named in theraded complaint. On March 12, 2009, the Westertribisourt entered its judgment in the case arahtgd the movin
issuers' motion to dismiss, finding plaintiff's demad letters were insufficient to put the issuersotice of the claims asserted against them. Thst&¥te District Court also
granted the underwriters' motion to dismiss asiéodaims arising from the non-moving issuers' IPdsling plaintiff's claims were time-barred undke applicable statute of
limitations.

Following an appeal to the United Statesr€of Appeals for the Ninth Circuit (the "Ninth I€uit"), on December 2, 2010, the Ninth Circuitiaffed the Western District
Court's decision to dismiss the moving issuergsdimcluding the Company's) on the grounds thainpff's demand letters were insufficient to pl issuers on notice of the
claims asserted against them and further ordegdlie dismissals be made with prejudice. The N@ithuit, however, reversed and remanded the We8strict Court's
decision on the underwriter's motion to dismisgoahe claims arising from the non-moving issul®®s, finding plaintiff's claims were not time-bagdrunder the
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(22) COMMITMENTS AND CONTINGENCIES (Continued)

applicable statute of limitations. In remanding thinth Circuit advised the non-moving issuers anderwriters to file in the Western District Cotlre same challenges to
plaintiff's demand letters that moving issuers filedl.

On January 18, 2011, the Ninth Circuit eerall petitions for rehearing and petitions fdrearing en banc. On January 25, 2011, the Ninttu@igranted the underwriters'
motion to stay the issuance of mandate and ordeetdhe mandate in the cases involving the noningpigsuers is stayed for ninety days pending ithrggfof a petition for writ
of certiorari in the United States Supreme Court.January 26, 2011, the Ninth Circuit granted thge#lant's motion and ruled that the mandate icades (including the
Company's and other moving issuers) is stayedifaaty days pending the appellant's filing of a teti for writ of certiorari in the United Statesame Court. The Company
currently believes that the outcome of this litigatwill not have a material adverse impact orfiftancial position or results of operations.

Other

In addition, we are often a party to digsuand legal proceedings that we consider routiderecidental to our business. Management doesxpct the results of any of
these actions to have a material adverse effeotiobusiness, results of operations or financiadition.

(23) QUARTERLY RESULTS (UNAUDITED)

The following tables present the Companguarterly operating results for the years endeceBer 31, 2010 and 2009. The information for edd¢hese quarters is
unaudited and has been prepared on the same bdhis audited consolidated financial statementthdropinion of management, all necessary adjugsneansisting only of
normal recurring adjustments, have been includgdésent fairly the unaudited consolidated quartessults when read in conjunction with the Compaaydited consolidated
financial statements and related notes.

First Second Third Fourth
Quarter Quarter Quarter Quarter
(In thousands, except per share date
Fiscal 2010
Revenue $ 62,406 $ 61,18 $ 42,73¢ $ 82,97¢
Cost of revenu 24,23( 22,66¢ 18,96: 30,29¢
Gross profit $ 38,17¢ $ 3851 $ 23,77¢ $ 52,68
Income (loss) from operatiol $ (500) $ 44 $ (22,55%) $ 11,45:
Net income (loss $ (134 $ 311 $ (22,279 $ 11,41(
Earnings (loss) per share(
Basic $ — $ — $ (0.0 $ 0.04
Diluted $ — — $ (0.0¢ $ 0.04
Shares used in computing earnings (loss) per s
Basic 274,70: 275,05: 275,41: 276,65¢
Diluted 274,70: 276,31 275,41 278,09¢
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(23) QUARTERLY RESULTS (UNAUDITED) (Continued)

First Second Third Fourth
Quarter Quarter Quarter Quarter
(In thousands, except per share date
Fiscal 2009
Revenue $ 41,01 $ 61,607 $ 56,16t $ 68,71:
Cost of revenui 17,791 21,31¢ 20,91t 23,33¢
Gross profit $ 2321f $ 40,297 $ 3525( $ 4537¢
Income (loss) from operatiol $ (17,769 $ 2,26¢ $ (3,529 $ 7,641
Net income (loss $ (16,227 $ 4,382 $ (3,397 $ 10,30¢
Earnings (loss) per share(
Basic $ (0.06 $ 0.0z $ (0.0)) % 0.04
Diluted $ (0.06 $ 00z $ (001 $ 0.04
Shares used in computing earnings (loss) per s
Basic 273,09t 273,54: 273,90 274,35¢
Diluted 273,09t 273,76¢ 273,90 275,15:

(1) Net income (loss) per share is calculated indepethdér each of the quarters presented; accorglirthe sum of the quarterly net income (loss) per
share may not equal the total calculated for tree.)
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Iltem 9. Changes In and Disagreements With Accotants on Accounting and Financial Disclosure
None.

Iltem 9A. Controls and Procedures

Disclosure Controls and Procedures

Our management, with the participation of principal executive officer and principal finaalcofficer, evaluated the effectiveness of theigiesnd operation of our
disclosure controls and procedures (as definediiedRL3a-15(e) and 15d-15(e) under the Exchangea&adf the end of the period covered by this AhReport on Form 10x.
Based on this evaluation, our principal executiffeeer and principal financial officer concludedattour disclosure controls and procedures wereg@fgeas of December 31,
2010.

Management's Annual Report on Internal Control overFinancial Reporting

Our management, with the participation of principal executive officer and principal finaalcofficer, is responsible for establishing andim&ining adequate internal
control over financial reporting as defined in RulBa-15(f) and 15d5(f) under the Exchange Act. Our internal congysdtem is designed to provide reasonable assutarme
management and Board of Directors regarding thpgpegion and fair presentation of published finahsiatements.

Our management assessed the effectivefess mternal control over financial reporting @sDecember 31, 2010. In making its assessmemttefrial control over
financial reporting, our management used the daitget forth by the Committee of Sponsoring Orgatiins of the Treadway Commissionlitiernal Control—Integrated
Framework. Based on this assessment, management concluatedsiof December 31, 2010, our internal contver dinancial reporting is effective.

Deloitte & Touche LLP, an independent reggisd public accounting firm that audited our fio@h statements included in this Annual Report,isaged an attestation report
on management's internal control over financiabrépg, which is included in this Item 9A under tteption "Report of Independent Registered PubticcAinting Firm."

Changes in Internal Control over Financial Reporting

There have been no changes in our intearatol over financial reporting (as defined in RaBa-15(f) under the Securities Exchange Act 84) @luring the fiscal quarter
ended December 31, 2010 that have materially &fectr are reasonably likely to materially affexty internal control over financial reporting.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Sonus Networks, Inc.
Westford, Massachusetts

We have audited the internal control owearficial reporting of Sonus Networks, Inc. and gdibsies (the "Company") as of December 31, 20H3€l on criteria
established innternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatadriee Treadway Commission. The Company's manageise
responsible for maintaining effective internal gohbver financial reporting and for its assessnudrihe effectiveness of internal control over fioal reporting, included in the
accompanying Management's Annual Report on Inté@oatrol over Financial Reporting. Our responsipiis to express an opinion on the Company's irtlezantrol over
financial reporting based on our audit.

We conducted our audit in accordance withdtandards of the Public Company Accounting Qglet8oard (United States). Those standards redbaewe plan and
perform the audit to obtain reasonable assurancetathether effective internal control over finaalagieporting was maintained in all material respe@ur audit included
obtaining an understanding of internal control dirgancial reporting, assessing the risk that aemaltweakness exists, testing and evaluating éséggd and operating
effectiveness of internal control based on thesseskrisk, and performing such other proceduregeasonsidered necessary in the circumstances. Weybehat our audit
provides a reasonable basis for our opinion.

A company's internal control over finanaigborting is a process designed by, or underupersision of, the company's principal executive principal financial officers,
or persons performing similar functions, and efeldby the company's board of directors, manageraedtpther personnel to provide reasonable asseiragarding the
reliability of financial reporting and the prepacat of financial statements for external purposeadcordance with generally accepted accountingcipiies. A company's interr
control over financial reporting includes thoseigieks and procedures that (1) pertain to the maartee of records that, in reasonable detail, atelyrand fairly reflect the
transactions and dispositions of the assets ofdhgpany; (2) provide reasonable assurance thatacions are recorded as necessary to permit @teganof financial statemer
in accordance with generally accepted accountiimciples, and that receipts and expenditures ottmpany are being made only in accordance withaaiziations of
management and directors of the company; and (Bjiger reasonable assurance regarding preventibmely detection of unauthorized acquisition, usedisposition of the
company's assets that could have a material effetite financial statements.

Because of the inherent limitations of intd control over financial reporting, includingetpossibility of collusion or improper managemevermide of controls, material
misstatements due to error or fraud may not begmiend or detected on a timely basis. Also, prajastiof any evaluation of the effectiveness of titerhal control over financi
reporting to future periods are subject to the ikt the controls may become inadequate becauseaofjes in conditions, or that the degree of c@mpé with the policies or
procedures may deteriorate.

In our opinion, the Company maintainedalimaterial respects, effective internal contre¢ofinancial reporting as of December 31, 201@ebleon the criteria established
in Internal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatgdriee Treadway Commission.

We have also audited, in accordance withstandards of the Public Company Accounting OgatBoard (United States), the consolidated finalrgtiatements as of and
for the year ended December 31, 2010 of the Compadyour report dated March 10, 2011 expressedqualified opinion on those financial statements.

/sl Deloitte & Touche LLP

Boston, Massachusetts
March 10, 2011
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Item 9B. Other Information

Not applicable.

PART IlI
Item 10. Directors, Executive Officers and Corprate Governance

The information required by this Item 10risluded under the caption "Executive Officershe Registrant,” "Election of Directors," "Sectib@(a) Beneficial Ownership
Reporting Compliance," "Code of Business Condudtthics" and "Board Meetings and Committees" inagfinitive Proxy Statement with respect to out 2&nnual
Meeting of Stockholders to be filed with the SEClaier than 120 days after the end of the fiscal yd is incorporated herein by reference.

Iltem 11. Executive Compensation

The information required by this Item 1insluded under the captions "Director CompensatitBummary of Executive Compensation," "Plan-Ba&adhrds," "Option
Holdings," "Severance and Change-in-Control Arranegets," "Compensation Committee Report" and "Corspgon Committee Interlocks and Insider Particigatiin our
definitive Proxy Statement with respect to our 2@tthual Meeting of Stockholders to be filed witletSEC not later than 120 days after the end ofisbal year and is
incorporated herein by reference.

Iltem 12. Security Ownership of Certain BeneficibOwners and Management and Related Stockholder M&trs

The information required by this Item 12risluded under the captions "Beneficial Ownergifigecurities" and "Equity Compensation Plan Infation" in our definitive
Proxy Statement with respect to our 2011 Annual tMegeof Stockholders to be filed with the SEC rater than 120 days after the end of the fiscal gedris incorporated
herein by reference.

Iltem 13. Certain Relationships and Related Trarections, and Director Independence

The information required by this Item 13risluded, as applicable, under the captions "Sews and Change-in-Control Agreements," "Indemaiiicn Agreements,”
"Director Independence" and "Transactions with Reldersons" in our definitive Proxy Statement witbpect to our 2011 Annual Meeting of Stockholderse filed with the
SEC not later than 120 days after the end of gefiyear and is incorporated herein by reference.

Iltem 14. Principal Accounting Fees and Services

The information required by this Item 14risluded under the captions "Fees for IndepenBewgistered Public Accounting Firm during the yeended December 31, 2010
and 2009" and "Policy on Audit Committee Pre-appi@f Audit and Non-audit Services" in our defiméiProxy Statement with respect to our 2011 AniMexting of
Stockholders to be filed with the SEC not latemti0 days after the end of the fiscal year anddgrporated herein by reference.
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PART IV
Item 15. Exhibits and Financial Statement Schedes
1) Financial Statements
The consolidated financial statements ef@mpany are listed in the index under Partémi8, of this Annual Report on Form 10-K.
2) Financial Statement Schedules

None. All schedules are omitted becausg éine not applicable, not required under the imsitons or the information is contained in the cditlsded financial statements,
notes thereto, included herein.

3) List of Exhibits

The Exhibits filed as part of this Annuadrt on Form 10k are listed in the Exhibit Index immediately prdioey such Exhibits, which Exhibit Index is incorpted hereil
by reference.
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SIGNATURES

Pursuant to the requirements of SectionrlB5(d) of the Securities Exchange Act of 1934, rgistrant has duly caused this report to beesigm its behalf by the

undersigned, thereunto duly authorized.

March 10, 2011

SONUS NETWORKS, INC

By:

/sl RAYMOND P. DOLAN

Raymond P. Dolan
President, Chief Executive Officer and Direc

Pursuant to the requirements of the SeeariExchange Act of 1934, this report has beenesidrelow by the following persons on behalf of tbgistrant and in the

capacities and on the dates indicated:

Signature
/sl RAYMOND P. DOLAN

Raymond P. Dola

/sl WAYNE PASTORE

Wayne Pastor

/sl ELMER LAl

Elmer Lai

/sl HOWARD E. JANZEN

Howard E. Janze

/s/ JAMES K. BREWINGTON

James K. Brewingto

/s/ JOHN P. CUNNINGHAM

John P. Cunninghai

/s BEATRIZ INFANTE

Beatriz Infante

/s/ JOHN A. SCHOFIELD

John A. Schofielc

/s/ SCOTT E. SCHUBERT

Scott E. Schube

/sl PAUL J. SEVERINO

Paul J. Severin

/s/ H. BRIAN THOMPSON

H. Brian Thompsol
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Title

President, Chief Executive Officer and DirectoriijBipal
Executive Officer)

Senior Vice President and Chief Financial Offiderificipal
Financial Officer)

Vice President, Finance, Corporate Controller ahefC
Accounting Officer (Principal Accounting Officer)

Chairman

Director

Director

Director

Director

Director

Director

Director

Date

March 10, 201:

March 10, 201:

March 10, 201:

March 10, 201:

March 10, 201:

March 10, 201:

March 10, 201:

March 10, 201:

March 10, 201:

March 10, 201:

March 10, 201:
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Exhibit No.

EXHIBIT INDEX

Description

3.1

10.1

10.2+

10.%+

10.4+

10.5+

10.6+

10.7+

10.&+

10.¢+

10.1(+

10.1M+

Fourth Amended and Restated Certificate of Ineafion of Sonus Networks, Inc., as amended
(incorporated by reference to the Registrant's €@urReport on Form 8-K, filed June 22, 2009 with th
SEC).

Certificate of Designation specifying the termglw# Series A Junior Participating Preferred Stpek,value
$0.01 per share (incorporated by reference to ggidRant's Current Report on Form 8-K, filed Jaiie
2008 with the SEC]

Amended and Restated By Laws of Registrant (mo@ted by reference to the Registrant's CurrepbRe
on Form &K, filed June 22, 2009 with the SE(

Form of Stock Certificate representing shareSafius Networks, Inc. Common Stock (incorporated by
reference to the Registrant's Registration Stateowfrorm -1).

Rights Agreement, dated June 26, 2008, betweeR@#gistrant and American Stock Transfer & Trust
Company, LLC, which includes as Exhibit A theretfmem of Certificate of Designation for the Serigs
Junior Participating Preferred Stock, as ExhibihBreto the Form of Rights Certificate and Exhibitheret
a Summary of Rights to Purchase Shares of Pref&teek (incorporated by reference to the Regissant
Current Report on Forir-K, filed June 27, 2008 with the SE(

Registration Rights Agreement, dated as of Nowan2h 2000, by and among Sonus Networks, Inc. laad t
Stockholder parties thereto (incorporated by refeecto the Registrant's Registration StatementasmFS-
4).

Amended and Restated 1997 Stock Incentive Praoifporated by reference to the Registrant's Redjist
Statement on Form-1)

Form of Notice of Grant of Stock Options and &t@ption Agreement under the 1997 Stock Incentive
Plan—Additional Terms and Conditions (incorporabgdreference to the Registrant's Quarterly Report o
Form 1(-Q, filed August 20, 2004 with the SE(

Form of Indemnity Agreement for Officers and Riters (incorporated by reference to the Regissant'
Quarterly Report on Form -Q, filed August 20, 2004 with the SE(

Form of Resale Restriction Agreement (incorpatdtg reference to the Registrant's Current Report o
Form ¢-K, filed December 28, 2005 with the SE!

Form of Consent to Stock Option Amendment (inocoaped by reference to the Registrant's CurrenbRep
on Form &K, filed December 29, 2006 with the SE!

Amended and Restated 2000 Employee Stock Puréiasgincorporated by reference to the Regissant'
Annual Report on Form -K, filed March 6, 2008 with the SEC

Form of Nonstatutory Stock Option Agreement Gedrivnder the 2007 Stock Incentive Plan (incorparate
by reference to the Registrant's Quarterly Repoffarm 1(-Q, filed May 8, 2008 with the SEC

Form of Award of Restricted Stock and Restrickdck Agreement Under the 2007 Stock incentive Plan
(incorporated by Reference to the Registrant's @dgrReport on Form 10-Q, filed May 8, 2008 wiltet
SEC).

Employment Agreement between the Registrant aodaRd N. Nottenburg accepted on May 16, 2008
(incorporated by reference to the Registrant's &@urReport on Form 8-K, filed May 20, 2008 with the
SEC).

Executive Severance and Arbitration Agreementben the Registrant and Matthew Dillon accepted on
October 7, 2008 (incorporated by reference to thgi®rant's Current Report on Form 8-K, filed O&to8,
2008 with the SEC]
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Exhibit No.

Description

10.12+

10.1¢

10.14+

10.15+

10.16+

10.1%+

10.1&+

10.1¢+
10.2(+

10.2H+

10.2z+

10.2:+

10.24+

10.2¢

10.2¢

10.2%

Employment Letter between the Registrant and @GuttlPai accepted on December 11, 2008 (incorparate
by reference to the Registrant's Current Repof@am ¢-K, filed on December 15, 2008 with the SE
Letter Agreement dated January 9, 2009 by anchgrtite Registrant and Legatum Capital Limited and
certain of its affiliates (incorporated by refererto the Registrant's Current Report on Form 8iHid f
January 12, 2009 with the SE(

2007 Stock Incentive Plan, as amenc

Senior Management Cash Incentive Plan (incorpdrhy reference to the Registrant's Current Report
Form ¢-K, filed February 24, 2010 with the SE(

Amendment to Employment Letter between the Reggistand Gurudutt Pai accepted on February 18, 2010
(incorporated by reference to the Registrant's AhReport on Form 10-K, filed February 25, 2010nwitie
SEC).

Executive Severance and Arbitration Agreementben the Registrant and Wayne Pastore accepted on
October 2, 2008 (incorporated by reference to thgi®rant's Annual Report on Form 10-K, filed
February 25, 2010 with the SE(

Amendment to Employment Letter between the Remjistand Wayne Pastore accepted on February 19,
2010 (incorporated by reference to the Registraémitsual Report on Form 10-K, filed February 25, @01
with the SEC)

Amendment to Employment Letter between the Reggisiand Wayne Pastore accepted on April 29, 2010
(incorporated by reference to the Registrant's €@urReport on Form-K, filed May 3, 2010 with the SEC
Retention Letter between the Registrant and RécNa Nottenburg accepted on May 18, 2010 (incoapeut
by reference to the Registrant's Current Repoftam ¢-K, filed May 20, 2010 with the SEC

Employment Agreement between the Registrant affcey M. Snider accepted on June 1, 2009
(incorporated by reference to the Registrant's @dgrReport on Form 10-Q, filed August 3, 2010htite
SEC).

Employment Agreement between the Registrant andd¢ Vishwanathan accepted on July 6, 2009
(incorporated by reference to the Registrant's @dgrReport on Form 10-Q, filed August 3, 2010htite
SEC).

Amendment to Employment Agreement between thedRagt and Kumar Vishwanathan accepted on
July 29, 2010 (incorporated by reference to theifemt's Quarterly Report on Form 10-Q, filed Asg8,
2010 with the SEC,

Employment Agreement between the Registrant andr®nd P. Dolan accepted on October 8, 2010
(incorporated by reference to the Registrant's &urReport on Form 8-K, filed October 12, 2010 viite
SEC).

Lease, dated August 11, 2010, between MichelssmFfNestford Technology Park IV Limited Partnership
and the Registrant with respect to the propertgtied at 4 Technology Park Drive, Westford, Massaetis
(incorporated by reference to the Registrant's @dgrReport on Form 10-Q, filed November 2, 201ithw
the SEC)

First Amendment to Lease, dated October 27, 26dlyeen Michelson Farm-Westford Technology Park IV
Limited Partnership and the Registrant with respethe property located at 4 Technology Park Drive
Westford, Massachusetts (incorporated by referémtee Registrant's Quarterly Report on Form 16H€q
November 2, 2010 with the SEC

Lease and Sublease Termination Agreement, datgd# 11, 2010, by and among Michelson Farm-
Westford Technology Park V and VIII Limited Partskip, Teradyne, inc. and the Registrant with respmec
the properties located at 7 and 9 Technology PainkeDWestford, Massachusetts (incorporated byregiee
to the Registrant's Quarterly Report on Forr-Q, filed November 2, 2010 with the SE(
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Exhibit No. Description
10.2&+  Separation Letter between the Registrant and @utrPai accepted on December 29, 2010 (incorpdiate
reference to the Registrant's Current Report omFRe-K, filed December 30, 2010 with the SE!
10.2¢%*+ Employment Agreement between the Registrant andnié&/&astore accepted on December 28, Z
10.3(+ Employment Agreement between the Registrant ajiy Raroia accepted on February 11, 2011
(incorporated by reference to the Registrant's &@urReport on Form 8-K, filed February 16, 2011hvite
SEC).
10.3+  Amendment to Employment Agreement between thedagt and Raymond P. Dolan, accepted on
February 14, 2011 (incorporated by reference tdRbgistrant's Current Report on Form 8-K, filed
February 16, 2011 with the SE(
14.1 Corporate Code of Conduct and Ethics (incorparatereference to the Registrant's Current Report o
Form ¢-K, filed April 1, 2009 with the SEC
21.1* Subsidiaries of the Registra
23.1* Consent of Independent Registered Public Accourfing, Deloitte & Touche LLF
31.17*  Certificate of Sonus Networks, Inc. Chief ExeeetiOfficer Pursuant to Section 302 of the Sarbahdsy

31.2* égtrt%{cza?gzolf Sonus Networks, Inc. Chief FinaaldDfficer Pursuant to Section 302 of the SarbaDeley
32.1* égtrt(i)f]i(czact)gzo.f Sonus Networks, Inc. Chief ExeeetiOfficer Pursuant to Section 906 of the Sarbaesy
32.2* égtrt(i)f]i(czact)gzo.f Sonus Networks, Inc. Chief FinaaddDfficer Pursuant to Section 906 of the SarbaDeley
Act of 2002.
* Filed herewith.
+ Management contract or compensatory plan or arraegefiled in response to Item 15(a)(3) of thednstions to the Annual Report on Form-K.
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Exhibit 10.14
SONUS NETWORKS, INC.
2007 STOCK INCENTIVE PLAN, AS AMENDED
1. Purpose.

The purpose of this 2007 Stock Incentive Plan {(Blan”) of Sonus Networks, Inc., a Delaware corpiora(the “Company”), is to advance the interedtthe
Company'’s stockholders by enhancing the Comparbilgtyato attract, retain and motivate persons velne expected to make important contributions taGbmpany and by
providing such persons with equity ownership opyaittes and performance-based incentives thatraeaded to align their interests with those of@menpany’s stockholders.
Except where the context otherwise requires, tira t€ompany” shall include any of the Company’sg@et or future parent or subsidiary corporationdedmed in
Sections 424(e) or (f) of the Internal Revenue CaoidE986, as amended, and any regulations promadghereunder (the “Code”) and any other businessuve (including,
without limitation, joint venture or limited liabily company) in which the Company has a controliimgrest, as determined by the Board of Directdthe Company (the
“Board”).

2. Eligibility .

All of the Company’s employees, officers, directarsnsultants and advisors are eligible to receptéons, stock appreciation rights (“SARs”), rested stock,
restricted stock units and other stock-based aw@altsh, an “Award”) under the Plan. Each person relteives an Award under the Plan is deemed aitieamt”.

3. Administration and Delegation

(@) Administration by Board of Directors.The Plan will be administered by the Board. Tleail shall have authority to grant Awards and topadamend and
repeal such administrative rules, guidelines ardtares relating to the Plan as it shall deem adhés The Board may construe and interpret thegerithe Plan and any Award
agreements entered into under the Plan. The Boaydcarrect any defect, supply any omission or reterany inconsistency in the Plan or any Awardhi@ manner and to the
extent it shall deem expedient to carry the Plam é@ffect and it shall be the sole and final judfisuch expediency. All decisions by the Board Idh@imade in the Board’s sole
discretion and shall be final and binding on aliso&s having or claiming any interest in the Plama@any Award. No director or person acting purgua the authority delegate
by the Board shall be liable for any action or deieation relating to or under the Plan made indyfaoth.

(b) Appointment of CommitteesTo the extent permitted by applicable law, theaBomay delegate any or all of its powers undeiPta® to one or more
committees or subcommittees of the Board (a “Conemi}. All references in the Plan to the “Boardalh
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mean the Board or a Committee of the Board or ffieens referred to in Section 3(c) to the extdrdtithe Boards powers or authority under the Plan have beergdtdd to suc
Committee or officers.

(c) Delegation to Officers. To the extent permitted by applicable law, theBlomay delegate to one or more officers of the @amy the power to grant Awards
(subject to any limitations under the Plan) to ewgpks or officers of the Company or any of its pre®r future subsidiary corporations and to exersuch other powers under
the Plan as the Board may determine, providedttizaBoard shall fix the terms of the Awards to benged by such officers (including the exercise@of such Awards, which
may include a formula by which the exercise pridklve determined) and the maximum number of shatdsgect to Awards that the officers may grantvied further,
however, that no officer shall be authorized tongrawards to any “executive officer” of the Compafag defined by Rule 3b-7 under the Securities Brgk Act of 1934, as
amended (the “Exchange Act”")) or to any “officef'tbe Company (as defined by Rule 16a-1 under tteh&nge Act).

4. Stock Available for Awards

[E)) Number of Shares.Subject to adjustment under Section 9, the aggeegumber of shares of common stock, $0.001 daeyzer share, of the Company (the
“Common Stock”) reserved for Awards under the R&aB4,902,701. Shares issued under the Plan masystam whole or in part of authorized but unissgbdres or treasury
shares.

(b) Share Count. Shares issued pursuant to Awards of RestricteckSir Restricted Stock Units or Other Stock Unitakds will count against the shares of
Common Stock available for issuance under the 8aone and one-half (1.5) shares for every onsh@je issued in connection with the Award. Sharssed pursuant to the
exercise of Options will count against the shareslable for issuance under the Plan as one (Ipsioaevery one (1) share to which such exer@tases. The total number of
shares subject to SARs that are settled in shasdkt® counted in full against the number of shareailable for issuance under the Plan, regardiesee number of shares
actually issued upon settlement of the SARs. If Alsaare settled in cash, the shares that would bege delivered had there been no cash settlemalhnst be counted agair
the shares available for issuance under the FlanylAward expires or is terminated, surrendenedamceled without having been fully exercisedoigeited in whole or in part
(including as the result of shares of Common Stdiject to such Award being repurchased by the Gompt the original issuance price pursuant tordgraotual repurchase
right), then the shares of Common Stock coveresluzjn Award shall again become available for thatgpd Awards under the Plan; provided that any @eshare issued as
Restricted Stock or subject to a Restricted Stook Mward or Other Stock Unit Award that is forfedt or terminated shall be credited as one and ali€ih5) shares when
determining the number of shares that shall agatmine available for Awards under the Plan. Shéasare exchanged by a Participant or withheldheyGompany as full or
partial payment in connection with any Award untter Plan, as well as any shares exchanged by igipant or withheld by the Company to satisfy tae withholding
obligations related to any Award, shall not be Elde for subsequent Awards under the Plan. Irctse of Incentive Stock Options (as hereinafteinddj, the foregoing
provisions shall be subject to any limitations unithe Code.




(c) Sub-limits. Subject to adjustment under Section 9, the falgvsub-limits on the number of shares subjectwaAls shall apply:

Q) Section 162(m) Per-Participant LimitThe maximum number of shares of Common Stock meispect to which Awards may be granted to any
Participant under the Plan shall be 2,000,000 plemclar year. For purposes of the foregoing lithi, combination of an Option in tandem with a S&R €ach is hereafter
defined) shall be treated as a single Award. ThiePaeticipant limit described in this Section 4@)éhall be construed and applied consistently Sehbtion 162(m) of the Code
or any successor provision thereto, and the reiguthereunder (“Section 162(m)”).

2) Limit on Awards to Directors.The maximum number of shares with respect to whiwards may be granted to any director who isamoémployee
of the Company at the time of grant shall be 100,06r calendar year.

(d) Substitute Awards.In connection with a merger or consolidation ofeatity with the Company or the acquisition by @@mpany of property or stock of an
entity, the Board may grant Awards in substitutionany options or other stock or stock-based awgrdnted by such entity or an affiliate thereefoSitute Awards may be
granted on such terms as the Board deems appmpritite circumstances, notwithstanding any linoteg on Awards contained in the Plan. Substitutea/ls shall not count
against the overall share limit set forth in Sat#ida) or any sublimits contained in the Plan, pkes may be required by reason of Section 422elatkd provisions of the
Code.

5. Stock Options

(€) General. The Board may grant options to purchase CommookSeach, an “Option"and determine the number of shares of Common Stobk covered t
each Option, the exercise price of each Optiontaadonditions and limitations applicable to thereise of each Option, including conditions relgtio applicable federal or
state securities laws, as it considers necessaghasable. An Option that is not an Incentive &t@ption (as hereinafter defined) shall be desigthat “Nonstatutory Stock
Option.”

(b) Incentive Stock OptionsAn Option that the Board intends to be an “inoenstock option” as defined in Section 422 of @ade (an “Incentive Stock
Option”) shall only be granted to employees of SoNetworks, Inc., any of Sonus Networks, Inc.’sspr& or future parent or subsidiary corporationdedged in Sections 424
(e) or (f) of the Code, and any other entitiesehgloyees of which are eligible to receive IncemtBtock Options under the Code, and shall be sutgjend shall be construed
consistently with the requirements of Section 42the Code. The Company shall have no liabilitatBarticipant, or any other party, if an Optionday part thereof) that is
intended to be an Incentive Stock Option is notnaentive Stock Option or for any action taken bg Board, including without limitation the convensiof an Incentive Stock
Option to a Nonstatutory Stock Option.

(c) Exercise Price. The Board shall establish the exercise priceachéDption and specify such exercise price in fiieable option agreement. The exercise
price shall be not less than 100% of the Fair M¥i@ue (as defined below) on the date the Optiogranted;
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provided that if the Board approves the grant oOqiion with an exercise price to be determinecduture date, the exercise price shall be nottless 100% of the Fair Mark
Value on such future date.

(d) Duration of Options. Each Option shall be exercisable at such timessabject to such terms and conditions as the Boay specify in the applicable option
agreement, provided, however, that no Option vélbanted for a term in excess of 10 years.

(e) Exercise of Option. Options may be exercised by delivery to the Camypzf a written notice of exercise signed by thepger person or by any other form of
notice (including electronic notice) approved bg Board, together with payment in full as specifie@ection 5(f) for the number of shares for whilsl Option is exercised.
Shares of Common Stock subject to the Option veltilivered by the Company as soon as practicabteving exercise.

(0] Payment Upon ExerciseCommon Stock purchased upon the exercise of dioi©granted under the Plan shall be paid for Hevis:
Q) in cash or by check, payable to the order of then@any;
2) except as may otherwise be provided in the apgicaption agreement, by (i) delivery of an irrevbleaand unconditional undertaking by a

creditworthy broker to deliver promptly to the Coamy sufficient funds to pay the exercise price ang required tax withholding or (ii) delivery byettrarticipant to the
Company of a copy of irrevocable and unconditiansiructions to a creditworthy broker to deliveopptly to the Company cash or a check sufficiergay the exercise price
and any required tax withholding;

3) to the extent provided for in the applicable optamreement or approved by the Board, in its saerdtion, by delivery (either by actual delivery or
attestation) of shares of Common Stock owned byPtiréicipant valued at their fair market value atedmined by (or in a manner approved by) the B¢drdir Market Value”),
provided (i) such method of payment is then peeditinder applicable law, (ii) such Common Stockcifuired directly from the Company, was ownedHhgyRarticipant for
such minimum period of time, if any, as may be leisthed by the Board in its discretion and (iiceulCommon Stock is not subject to any repurchaségifure, unfulfilled
vesting or other similar requirements;

4) to the extent permitted by applicable law and ptedifor in the applicable option agreement or apgudoy the Board, in its sole discretion, by
(i) delivery of a promissory note of the Participemthe Company on terms determined by the Boa(d)gayment of such other lawful consideratianthe Board may
determine; or

5) by any combination of the above permitted formpafment.
(9) Fair Market Value. Fair Market Value of a share of Common Stockferposes of the Plan will be determined as follows:
(1) if the Common Stock trades on a national securéiehange, the closing sale price (for the printeagling session) on the date of grant; or
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2) if the Common Stock does not trade on any suchangd, the average of the closing bid and askeégé&is reported by the National Association of
Securities Dealers, Inc. Automated Quotation Sygt&asdaq”) for the date of grant; or

) if no such closing sale price information is aviaidg the average of bids and asked prices thatatpsgports for the date of grant; or

(4) if there are no such closing bid and asked pritesaverage of the bid and asked prices as repbytady other commercial service for the date of
grant.

For any date that is not a trading day, the FairkdiaValue of a share of Common Stock for such dallebe determined by using the closing sale pocaverage of th
bid and asked prices, as appropriate, for the inmelgt following trading day and with the timing fthe formulas above adjusted accordingly. The Beardsubstitute a
particular time of day or other measure of “clos@ade price” or “bid and asked prices” if appropgibecause of exchange or market procedures oircés sole discretion, use
weighted averages either on a daily basis or suroyer period as complies with Code Section 409A.

(h) Limitation on Repricing. Unless such action is approved by the Compangtkkolders: (1) no outstanding Option granted uride Plan may be amended to
provide an exercise price per share that is lotvan the then-current exercise price per sharedf sutstanding Option (other than adjustments @untsto Section 9), (2) the
Board may not cancel any outstanding option (wheth@ot granted under the Plan) and grant in $ultish therefore new Awards under the Plan covgthre same or a
different number of share of Common Stock and hgein exercise price per share lower than the thereat exercise price per share of the cancell¢éidmpand (3) no
outstanding Option granted under the Plan may behased by the Company for cash.

6. Stock Appreciation Rights

(€) General. The Board may grant Awards consisting of a SARey the holder, upon exercise, to receive amant in Common Stock or cash or a
combination thereof (such form to be determinedhgyBoard) determined in whole or in part by refereto appreciation, from and after the date ofigria the Fair Market
Value of a share of Common Stock over the exemige established pursuant to Section 6(c). The datof which such appreciation or other measuletesrmined shall be the
exercise date.

(b) Grants. SARs may be granted in tandem with, or indepethglefi Options granted under the Plan.

(1) Tandem Awards.When SARs are expressly granted in tandem witto®g, (i) the SAR will be exercisable only at sdithe or times, and to the
extent, that the related Option is exercisablegpkto the extent designated by the Board in cdiorewith a Reorganization Event) and will be exsaible in accordance with
the procedure required for exercise of the rel@pton; (ii) the SAR will terminate and no longes bxercisable upon the termination or exercisé@féelated Option, except to
the extent designated by the Board in connectidh aReorganization Event and except that a SARtgdawith respect to less than the full numberhafres covered by an
Option will not be reduced until the number of ssaas




to which the related Option has been exercisedsitérminated exceeds the number of shares notexblg the SAR; (iii) the Option will terminate and longer be exercisak
upon the exercise of the related SAR; and (iv)SAR will be transferable only with the related @pti

2) Independent SARsSA SAR not expressly granted in tandem with ani@ptvill become exercisable at such time or tingeg] on such conditions, as
the Board may specify in the SAR Award.

(c) Exercise Price. The Board shall establish the exercise priceacheSAR and specify it in the applicable SAR agreetmThe exercise price shall not be less
than 100% of the Fair Market Value on the dateSAR is granted; provided that if the Board apprabesgrant of a SAR with an exercise price to bereined on a future
date, the exercise price shall be not less thaf6l®the Fair Market Value on such future date.

(d) Term. The term of a SAR shall not be more than 10 y&rara the date of grant.

(e) Exercise. SARs may be exercised by delivery to the Compraywritten notice of exercise signed by the prqmrson or by any other form of notice
(including electronic notice) approved by the Bodogdjether with any other documents required byBibard.

() Limitation of Repricing. Unless such action is approved by the Comparngtkbolders: (1) no outstanding SAR granted unkderRlan may be amended to
provide an exercise price per share that is lohan the then-current exercise price per sharedf sutstanding SAR (other than adjustments pursise®éction 9), (2) the
Board may not cancel any outstanding SAR (wheth@obgranted under the Plan) and grant in sultistittherefor new Awards under the Plan coverirggghme or a different
number of shares of Common Stock and having arciseeprice per share lower than the then-curreataise price per share of the cancelled SAR, apdddutstanding SAR
granted under the Plan may be purchased by the &uwyrfpr cash.

7. Restricted Stock; Restricted Stock Units

(@) General. The Board may grant Awards entitling recipiemtsitquire shares of Common Stock (“Restricted Sjpskibject to the right of the Company to
repurchase all or part of such shares at theieipsice or other stated or formula price (or touiegforfeiture of such shares if issued at no)csetn the recipient in the event
that conditions specified by the Board in the aggilie Award are not satisfied prior to the endhefapplicable restriction period or periods essdigld by the Board for such
Award. Instead of granting Awards for Restrictedckt the Board may grant Awards entitling the remipto receive shares of Common Stock or caske todhivered at the time
such Award vests (“Restricted Stock Units”) (Res&d Stock and Restricted Stock Units are eachiregféo herein as a “Restricted Stock Award”).

(b) Terms and Conditions for all Restricted Stock Award’he Board shall determine the terms and conditafra Restricted Stock Award, including the
conditions for vesting and repurchase (or forfa@jwand the issue price, if any.




(c) Additional Provisions Relating to Restricted Stock

Q) Dividends. Participants holding shares of Restricted Stoitkb& entitled to all ordinary cash dividends paidh respect to such shares, unless
otherwise provided by the Board; provided, howetreat dividends on Restricted Stock that are sltgeperformance conditions will either be accuntedbor reinvested and
paid upon vesting of the underlying Restricted Btdnless otherwise provided by the Board, if aiyd#nds or distributions are paid in shares, orsist of a dividend or
distribution to holders of Common Stock other tla@nordinary cash dividend, the shares, cash or ptioperty will be subject to the same restrictiongransferability and
forfeitability as the shares of Restricted Stockwespect to which they were paid. Each divideaghpent will be made no later than the end of thenziar year in which the
dividends are paid to stockholders of that classtadk or, if later, the 15th day of the third mofdllowing the date the dividends are paid to khmdders of that class of stock.

2) Stock Certificates. The Company may require that any stock certiéisassued in respect of shares of Restricted Stioak be deposited in escrow
the Participant, together with a stock power enelbia blank, with the Company (or its designee)th&t expiration of the applicable restriction pdepthe Company (or such
designee) shall deliver the certificates no lorséject to such restrictions to the Participant tire Participant has died, to the beneficiaryigieated, in a manner determined
the Board, by a Participant to receive amountsaifiexercise rights of the Participant in the ewarthe Participant’s death (the “Designated Bernafic). In the absence of an
effective designation by a Participant, “DesignaBeheficiary” shall mean the Participant’s estate.

(d) Additional Provisions Relating to Restricted Stabkits .

(1) Settlement. Upon the vesting of and/or lapsing of any otlestrictions (i.e., settlement) with respect to eBeltricted Stock Unit, the Participant
shall be entitled to receive from the Company drere of Common Stock or an amount of cash equihleté-air Market Value of one share of Common Staskprovided in the
applicable Award agreement. The Board may, inigsrétion, provide that settlement of Restricteoc&tUnits shall be deferred, on a mandatory basé the election of the
Participant.

2) Voting Rights. A Participant shall have no voting rights witlspect to any Restricted Stock Units.

) Dividend Equivalents. To the extent provided by the Board, in its stikeretion, a grant of Restricted Stock Units meyvjgle Participants with the
right to receive an amount equal to any dividendstber distributions declared and paid on an equedber of outstanding shares of Common Stock (t2ind Equivalents”);
provided, however, that Dividend Equivalents ontReted Stock Units that are subject to performacmeditions will either we accumulated or reinvelséed paid upon vesting
of the underlying Restricted Stock Unit. Dividenguivalents may be paid currently or credited t@ecount for the Participants, may be settled i eel/or shares of Comm
Stock and may be subject to the same restrictiartsamsfer and forfeitability as the RestrictedcRttnits with respect to which paid, as determibgdhe Board in its sole
discretion, subject in each case to such terms and




conditions as the Board shall establish, in eacle ¢ta be set forth in the applicable Award agregmen
8. Other Stock Unit Awards

Other Awards of shares of Common Stock, and othveards that are valued in whole or in part by refeeeto, or are otherwise based on, shares of Con8tamk or
other property, may be granted hereunder to Ppatits (“Other Stock Unit Awards”)ncluding without limitation Awards entitling redgnts to receive shares of Common St
to be delivered in the future. Such Other Stockt Bmiards shall also be available as a form of paynmethe settlement of other Awards granted urderPlan or as payment in
lieu of compensation to which a Participant is otlise entitled. Other Stock Unit Awards may be paidhares of Common Stock or cash, as the Boal détermine. Subject
to the provisions of the Plan, the Board shall aeiee the terms and conditions of each Other Stémik Award, including any purchase price applicathlereto.

9. Adjustments for Changes in Common Stock and Ce@tier Events

(@) Changes in Capitalization.In the event of any stock split, reverse stodk,sgiock dividend, recapitalization, combinatiohshares, reclassification of shares,
spin-off or other similar change in capitalizationevent, or any dividend or distribution to holslef Common Stock other than an ordinary cash diwl (i) the number and
class of securities available under this Plantf(i) sub-limits set forth in Section 4(b), (iiijetmumber and class of securities and exercise pecshare of each outstanding
Option, (iv) the share- and per-share provisiortsthe exercise price of each SAR, (v) the numbehafes subject to and the repurchase price pex shhject to each
outstanding Restricted Stock Award and (vi) thershand per-share-related provisions and the psechéce, if any, of each outstanding Other Stonk Bward, shall be
equitably adjusted by the Company (or substitutadils may be made, if applicable) in the mannegrdghed by the Board. Without limiting the genesabf the foregoing, in
the event the Company effects a split of the Com@imek by means of a stock dividend and the exeqmice of and the number of shares subject taugstanding Option are
adjusted as of the date of the distribution ofdhédend (rather than as of the record date fohdligidend), then an optionee who exercises anddgietween the record date
and the distribution date for such stock dividehdlisbe entitled to receive, on the distributiortiedaéhe stock dividend with respect to the shaféSomnmon Stock acquired upon
such Option exercise, notwithstanding the fact iah shares were not outstanding as of the cloisesiness on the record date for such stock dndde

(b) Reorganization Events
Q) Definition. A “Reorganization Event” shall mean: (a) any negrgr consolidation of the Company with or into e entity as a result of which all
of the Common Stock of the Company is converted antexchanged for the right to receive cash, seéesior other property or is cancelled, (b) angtenge of all of the
Common Stock of the Company for cash, securitiestioer property pursuant to a share exchange wasar (c) any liquidation or dissolution of t@®mpany.
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2) Consequences of a Reorganization Event on Awardsr@tan Restricted Stock Awards$n connection with a Reorganization Event, thaBlomay
take any one or more of the following actions aalt@r any (or any portion of) outstanding Awantker than Restricted Stock Awards on such ternteeaBoard determines:
(i) provide that Awards shall be assumed, or suttistidy equivalent Awards shall be substituted thg acquiring or succeeding corporation (or ariafé thereof), (i) upon
written notice to a Participant, provide that tretRipant’'s unexercised Awards will terminate indiaely prior to the consummation of such Reorgatidn Event unless
exercised by the Participant within a specifiedquefollowing the date of such notice, (iii) pro@idhat outstanding Awards shall become exercisadédizable, or deliverable,
restrictions applicable to an Award shall lapsewfrole or in part prior to or upon such ReorganimaEvent, (iv) in the event of a ReorganizatioreBvunder the terms of which
holders of Common Stock will receive upon consuniomethereof a cash payment for each share surreddethe Reorganization Event (the “AcquisitioficBft), make or
provide for a cash payment to a Participant equifi¢ excess, if any, of (A) the Acquisition Pricaes the number of shares of Common Stock subjettte Participant’s
Awards (to the extent the exercise price does xceed the Acquisition Price) over (B) the aggregatercise price of all such outstanding Awards amyl applicable tax
withholdings, in exchange for the termination oflsiAwards, (v) provide that, in connection withguidation or dissolution of the Company, Awardslshonvert into the right
to receive liquidation proceeds (if applicable, okthe exercise price thereof and any applicaistenithholdings) and (vi) any combination of thedigoing. In taking any of the
actions permitted under this Section 9(b), the Badwall not be obligated by the Plan to treat aliafds, all Awards held by a Participant, or all Adsof the same type,
identically.

For purposes of clause (i) above, an Option sleddnsidered assumed if, following consummatiothefReorganization Event, the Option confers thbtrio
purchase, for each share of Common Stock subjebet@ption immediately prior to the consummatiéthe Reorganization Event, the consideration (Wwaetash, securities
other property) received as a result of the Redrgdion Event by holders of Common Stock for edtére of Common Stock held immediately prior to¢basummation of the
Reorganization Event (and if holders were offer@th@ice of consideration, the type of consideratbasen by the holders of a majority of the outditagn shares of Common
Stock); provided, however, that if the considenatieceived as a result of the Reorganization Eisembt solely common stock of the acquiring or sexting corporation (or an
affiliate thereof), the Company may, with the cartsaf the acquiring or succeeding corporation, tevfor the consideration to be received upon #ezase of Options to
consist solely of common stock of the acquiringucceeding corporation (or an affiliate thereof)ieglent in value (as determined by the Boardhtper share consideration
received by holders of outstanding shares of Com8tonk as a result of the Reorganization Event.

) Consequences of a Reorganization Event on Resti@tteck Awards.Upon the occurrence of a Reorganization Everdratiian a liquidation or
dissolution of the Company, the repurchase and oitets of the Company under each outstandingriRéstl Stock Award shall inure to the benefit o thompany’s successor
and shall, unless the Board determines otherwjggly do the cash, securities or other property White Common Stock was converted into or exchafgggursuant to such
Reorganization Event in the same manner and teahee extent as they applied to the Common Stogkatuio such Restricted Stock
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Award. Upon the occurrence of a Reorganization Eirerolving the liquidation or dissolution of theo@pany, except to the extent specifically provitethe contrary in the
instrument evidencing any Restricted Stock Awardmy other agreement between a Participant an@dhgpany, all restrictions and conditions on alltReted Stock Awards
then outstanding shall automatically be deemeditext®d or satisfied.

(c) Acquisition. An “Acquisition” shall mean any (i) merger or cmiidation in which the Company is a constituentyar a subsidiary of the Company is a
constituent party and the Company issues sharés edpital stock pursuant to such merger or cadatibn, which results in the voting securitieslod Company outstanding
immediately prior thereto representing immediatabreafter (either by remaining outstanding or bing converted into voting securities of the suingvor acquiring entity (the
“Acquiror”)) less than a majority of the combinedting power of the voting securities of the Companyhe Acquiror outstanding immediately after suaérger or
consolidation or (ii) sale, transfer or other disition of all or substantially all of the assetslod Company. The effect of an Acquisition on anwaid granted under the Plan
shall be specified in the agreement evidencing $wehrd.

10. General Provisions Applicable to Awards

(@) Transferability of Awards. Awards (other than vested Restricted Stock Awestall not be sold, assigned, transferred, pleadgedherwise encumbered by
the person to whom they are granted, either votiyntar by operation of law, except by will or thews of descent and distribution or, other thathimcase of an Incentive Stock
Option, pursuant to a qualified domestic relatiorder, and, during the life of the Participant,lsha exercisable only by the Participant; providedwever, that the Board may
permit or provide in an Award for the gratuitouartsfer of the Award by the Participant to or fag tienefit of any immediate family member, familystror other entity
established for the benefit of the Participant andh immediate family member thereof if, with respto such proposed transferee, the Company wimikligible to use a
Form S-8 for the registration of the sale of themwon Stock subject to such Award under the Seesraict of 1933, as amended; provided, further, ti@Company shall not
be required to recognize any such transfer unthgime as the Participant and such permitted teaes shall, as a condition to such transfer, delio the Company a written
instrument in form and substance satisfactory @o0@bmpany confirming that such transferee shalidaend by all of the terms and conditions of the Adv&eferences to a
Participant, to the extent relevant in the contehgll include references to authorized transferees

(b) Documentation. Each Award shall be evidenced in such form (emittelectronic or otherwise) as the Board shatmeihe. Each Award may contain terms
and conditions in addition to those set forth ia Fan.

(c) Board Discretion. Except as otherwise provided by the Plan, eachrdwnay be made alone or in addition or in relatimany other Award. The terms of
each Award need not be identical, and the Board neétreat Participants uniformly.

(d) Termination of Status.The Board shall determine the effect on an Awadrthe disability, death, termination of employmeaithorized leave of absence or
other change in the
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employment or other status of a Participant ance#tient to which, and the period during which, freeticipant, or the Participant’s legal represemaiconservator, guardian or
Designated Beneficiary, may exercise rights underAward.

(e) Withholding. The Participant must satisfy all applicable fedestate, and local or other income and employrteatvithholding obligations before the
Company will deliver stock certificates or othera/i®cognize ownership of Common Stock under an AwEne Company may decide to satisfy the withh@dbligations
through additional withholding on salary or wagéshe Company elects not to or cannot withholdvrother compensation, the Participant must payCimpany the full
amount, if any, required for withholding or haveraker tender to the Company cash equal to thehwitling obligations. Payment of withholding obligets is due before the
Company will issue any shares on exercise or relgasn forfeiture of an Award or, if the Companyreguires, at the same time as is payment of teecise price unless the
Company determines otherwise. If provided for inAavaerd or approved by the Board in its sole disoreta Participant may satisfy such tax obligatione/hole or in part by
delivery of shares of Common Stock, including skaegained from the Award creating the tax obligrativalued at their Fair Market Value; providedwewoer, except as
otherwise provided by the Board, that the totalvékholding where stock is being used to satisfghstax obligations cannot exceed the Company’srmim statutory
withholding obligations (based on minimum statutesithholding rates for federal and state tax pugso$ncluding payroll taxes, that are applicablsuoh supplemental taxable
income). Shares surrendered to satisfy tax withhgldequirements cannot be subject to any repuesHadeiture, unfulfilled vesting or other similegquirements.

(0] Amendment of AwardThe Board may amend, modify or terminate anytantiing Award, including but not limited to, sultsting therefor another Award
the same or a different type, changing the datxefcise or realization, and converting an Incen8tock Option to a Nonstatutory Stock Option, pded either (i) that the
Participant’s consent to such action shall be meguinless the Board determines that the acti@imganto account any related action, would notenially and adversely affect
the Participant or (ii) that the change is pernditte@der Section 9 hereof.

(9) Conditions on Delivery of StockThe Company will not be obligated to deliver afmares of Common Stock pursuant to the Plan artmve restrictions
from shares previously delivered under the Plail (ipgll conditions of the Award have been metremoved to the satisfaction of the Company, fiijhie opinion of the
Company’s counsel, all other legal matters in catina with the issuance and delivery of such shhee® been satisfied, including any applicable sées laws and any
applicable stock exchange or stock market rulesregdlations, and (iii) the Participant has exedwted delivered to the Company such representativagreements as the
Company may consider appropriate to satisfy thairements of any applicable laws, rules or regofeti

(h) Acceleration. The Board may at any time provide that any Awgrdll become immediately exercisable in full opart, free of some or all restrictions or
conditions, or otherwise realizable in full or iarp as the case may be.
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0] Performance Awards

Q) Grants. Restricted Stock Awards and Other Stock Unit Adgaunder the Plan may be made subject to the aahient of performance goals purst
to this Section 10(i) (“Performance Awards”), sudbjo the limit in Section 4(b)(1) on shares codeog such grants.

2) Committee. Grants of Performance Awards to any Covered Eygddntended to qualify as “performance-based casgton” under Section 162
(m) (“Performance-Based Compensation”) shall beemady by a Committee (or subcommittee of a Comamjtcomprised solely of two or more directors éligito serve on a
committee making Awards qualifying as “performam@esed compensation” under Section 162(m). In tBe oasuch Awards granted to Covered Employeesrartes to the
Board or to a Committee shall be deemed to beerbas to such Committee or subcommittee. “Coveregl&ee” shall mean any person who is a “coveredleyee” under
Section 162(m)(3) of the Code.

) Performance MeasuresFor any Award that is intended to qualify as Berfance-Based Compensation, the Committee shalifgpieat the degree
of granting, vesting and/or payout shall be sukje¢he achievement of one or more objective peréorce measures established by the Committee, whiadhbe based on the
relative or absolute attainment of specified lewdlsne or any combination of the following: (a) mcome, (b) earnings before or after discontinapdrations, interest, taxes,
depreciation and/or amortization, (c) operatindiptmefore or after discontinued operations andéxes, (d) sales, (e) sales growth, (f) earningsvtr, (g) cash flow or cash
position, (h) gross margins, (i) stock price, (et share, (k) return on sales, assets, equitywestment, (I) improvement of financial ratingsy) achievement of balance sheet
or income statement objectives or (n) total stodddworeturn, and may be absolute in their termseasured against or in relationship to other conigsatomparably, similarly
or otherwise situated. The Committee may speciy sluch performance measures shall be adjustecthode any one or more of (i) extraordinary iteii$,gains or losses on
the dispositions of discontinued operations, g cumulative effects of changes in accountinggipies, (iv) the writedown of any asset, and (varges for restructuring and
rationalization programs. Such performance meas(@janay vary by Participant and may be differéortdifferent Awards; (i) may be particular to arficipant or the
department, branch, line of business, subsidiagtioer unit in which the Participant works and neayer such period as may be specified by the Cotaeyiaind (jii) shall be set
by the Committee within the time period prescribgdand shall otherwise comply with the requirerseaft Section 162(m). Awards that are not inteniegualify as
Performance-Based Compensation may be based andhesch other performance measures as the Baardietermine.

4) Adjustments. Notwithstanding any provision of the Plan, widspect to any Performance Award that is intendegi&dify as Performance-Based
Compensation, the Committee may adjust downwands)dt upwards, the cash or number of Shares payabkuant to such Award, and the Committee mayvaote the
achievement of the applicable performance measxespt in the case of the death or disability efBarticipant or a change in control of the Company
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(5) Other. The Committee shall have the power to impose stioér restrictions on Performance Awards as it degm necessary or appropriate to
ensure that such Awards satisfy all requirement®é&formance-Based Compensation.

11. Miscellaneous

(a) No Right To Employment or Other Statullo person shall have any claim or right to benggd an Award, and the grant of an Award shallbetonstrued as
giving a Participant the right to continued empl@mor any other relationship with the Company. Teenpany expressly reserves the right at any tomsmiss or otherwise
terminate its relationship with a Participant ffe@m any liability or claim under the Plan, excegtexpressly provided in the applicable Award.

(b) No Rights As StockholderSubject to the provisions of the applicable Awaral Participant or Designated Beneficiary shallehany rights as a stockholder
with respect to any shares of Common Stock to beibluted with respect to an Award until becoming tecord holder of such shares.

(c) Effective Date and Term of PlanThe Plan shall become effective on the date the B approved by the Company’s stockholders ‘{#fgective Date”). No
Awards shall be granted under the Plan after tineptetion of 10 years from the Effective Date, butakds previously granted may extend beyond thag. dat

(d) Amendment of Plan.The Board may amend, suspend or terminate thed?lany portion thereof at any time provided ffijtio the extent required by
Section 162(m), no Award granted to a Participhat ts intended to comply with Section 162(m) after date of such amendment shall become exereisaallizable or vested,
as applicable to such Award, unless and until smmbndment shall have been approved by the Compatgckholders if required by Section 162(m) (idahg the vote require
under Section 162(m)); (i) no amendment that waelguire stockholder approval under the rules af RRSDAQ Stock Market (“NASDAQ") may be made effieetunless
and until such amendment shall have been approyédebCompany’s stockholders; and (iii) if the NASDQ amends its corporate governance rules so tluht istes no longer
require stockholder approval of “material amendraétu equity compensation plans, then, from andrdfie effective date of such amendment to the NAQBules, no
amendment to the Plan (A) materially increasingrthmber of shares authorized under the Plan (dtlagr pursuant to Section 9), (B) expanding thesygfeAwards that may be
granted under the Plan, or (C) materially expandimgclass of participants eligible to participat¢he Plan shall be effective unless stockholggraval is obtained. In additio
if at any time the approval of the Company'’s stadllbrs is required as to any other modificatiommendment under Section 422 of the Code or anyessoc provision with
respect to Incentive Stock Options, the Board matyeffect such modification or amendment withouttsapproval. Unless otherwise specified in the aimeant, any
amendment to the Plan adopted in accordance wglStrction 11(d) shall apply to, and be bindingtmnholders of, all Awards outstanding under thenRit the time the
amendment is adopted, provided the Board deterntive@such amendment does not materially and aelyea$fect the rights of Participants under thenPMo Award shall be
made that is conditioned upon stockholder approffahy amendment to the Plan.
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(e) Provisions for Foreign Participants.The Board may modify Awards or Options grante®#oticipants who are foreign nationals or employetside the
United States or establish subplans or proceduréerutthe Plan to recognize differences in lawgsulegulations or customs of such foreign jurisolis with respect to tax,

securities, currency, employee benefit or othertensit

() Compliance With Code Section 409Alo Award shall provide for deferral of compensatthat does not comply with Section 409A of thel€aunless the
Board, at the time of grant, specifically provideat the Award is not intended to comply with Sewt409A of the Code. The Company shall have ndliiato a Participant, or
any other party, if an Award that is intended toeliempt from, or compliant with, Section 409A i4 Bo exempt or compliant or for any action takertt®y/Board.

(9) Governing Law. The provisions of the Plan and all Awards madetneder shall be governed by and interpreted inrdence with the laws of the State of
Delaware, excluding choice-of-law principles of the of such state that would require the applaratf the laws of a jurisdiction other than suctest
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Exhibit 10.29
Sonus Networks, Inc.
7 Technology Park Drive, Westford MA 01¢
December 28, 2007
Mr. Wayne Pastore
Dear Wayne:

| am pleased to provide you with the terms and tmmd of our offer of employment to you by SonustiNorks, Inc. (the “Company”). This offer is corgent upon the
satisfactory completion of a background check afdrences.

1. Position Your initial position will be Director, Busine$&ocess Improvement, reporting to Rick Gaynor.dditon to performing duties and responsibilities
associated with the position of Director, Businesscess Improvement from time to time the Compaay assign you other duties and responsibilities.

As a full-time employee of the Company, you will &eected to devote your full business time andges to the business and affairs of the Company.

2. Starting Date/Nature of Relationshipis expected that your employment will start@rwithin 1 week from February 4, 2008. No proeisof this letter shall be
construed to create an express or implied employemntract for a specific period of time. EmployrhahSonus Networks, Inc. is considered “at wilitleeither you or the
Company may terminate the employment relationshgng time and for any reason.

3. Compensation

(@) Your initial salary will be at the rate of $8,750.paid twice monthly, annualized at $210,000.00u Vil be eligible to participate in a Bonus Progrfor
2008 with a target of 20% of annual base salarye@ives will be agreed upon between you and yoamager within the first ninety days of your emplayrh

(b) You will be granted an option to purchase 100,0t¥ras of common stock under the Company'’s Incer8teek Plan, subject to the terms of the Plan and
requisite corporate approval. The stock optionsvélpriced on the first 18 of the month followipgur start date.

4. Employment Eligibility In compliance with the Immigration Reform and @ohAct of 1986, you are required to establishiymientity and employment eligibility.
Therefore, on your first day of employment you vl required to fill out an Employment Verificati&iorm and present documents in accordance wittfdhis.

5. Benefits You will be entitled as an employee of the Comyptanreceive such benefits as are generally pravitleemployees in accordance with Company polgcina
effect from time to time. Company benefits incligteup health, life and dental insurance, and libeoéidays, vacation and 401K programs. All empley®egin accruing three
(3) weeks of vacation upon date of hire. The Comgparrommitted to providing a healthy work envirogmh for every employee. Therefore, we provide alanfeee
environment and require all employees to comply.

The Company retains the right to change, add asecaay particular benefit.




6. Confidentiality The Company considers the protection of its aerftial information and proprietary materials tovieey important. Therefore, as a condition of your
employment, you and the Company will become pattesNoncompetition and Confidentiality Agreeméhto copies of this agreement are sent with thiisrdétter. Both
copies must be signed and returned to the Compaoiytp the first day of employment.

7. _General
[€) This letter will constitute our entire agreementagour employment by the Company and will supgesany prior agreements or understandings, whether
writing or oral.
(b) This letter shall be governed by the law of the Ganwealth of Massachusetts.
(c) Sonus Networks is an equal opportunity employer.

You may accept this offer of employment and thengeand conditions thereof by confirming your acaepe by December 28, 2007. Please send your sigttedto the
company, or via enail to Nancy Forte at nforte@sonusnet.com whiakceakion will evidence your agreement with the teand conditions set forth herein and therein. Yay
retain the enclosed copy of this letter for yoworels. We are enthusiastic about you joining ud,talieve that our technical and business goalsprolide every opportunity
for you to achieve your personal and professiobg@daives.

Very truly yours,

/sl Kathleen Harri:
Kathleen Harris
Vice President, Human Resour
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SONUS NETWORKS, INC.
SUBSIDIARIES OF THE REGISTRANT

Name Jurisdiction of Incorporation
Sonus International, Inc Delaware
Sonus Securities Cory Massachusett
Sonus Networks Limite United Kingdom
Sonus Networks Pte. Ltc Singapore
Nihon Sonus Networks K.K Japar

Westford Networks Mexico, S. de R.L. de C. Mexico

Sonus Networks Gmb Germany
Sonus Networks EUR France

Sonus Networks Espafia, S.R. Spain

Sonus Networks India Private Limit India

Sonus Networks Trading Private Limit India

Sonus Networks (HK) Limite: Hong Kong
Sonus Networks s.r.c Czech Republi
Sonus Networks Malaysia Sdn. Bh Malaysia
Sonus Networks Corg Canade

Sonus Networks At Sweder

EXHIBIT 21.1
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EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by refeeeincRegistration Statement Nos. 333-61940 and6&3®B2 on Form S-3 and Registration Statement N&&-43334, 333-53970,
333-54932, 333-105215, 333-124777, 333-150022,1%38%84 and 333-170285 on Form S-8 of our repotsddslarch 10, 2011, relating to the consolidatedrcial
statements of Sonus Networks, Inc., and the effectiss of Sonus Networks, Inc.'s internal contverdinancial reporting, appearing in this Annuart on Form 10-K of
Sonus Networks, Inc. for the year ended DecembgP@10.

/sl Deloitte & Touche LLP

Boston, Massachusetts
March 10, 2011
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EXHIBIT 31.1

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

I, Raymond P. Dolan, certify that:
1. I have reviewed this Annual Reportfmrm 10-K of Sonus Networks, Inc.;

2. Based on my knowledge, this repogsinot contain any untrue statement of a matigalor omit to state a material fact necessamade the statements
made, in light of the circumstances under whichhsstatements were made, not misleading with regpebe period covered by this report;

3. Based on my knowledge, the finansiatements, and other financial information ineldiéh this report, fairly present in all materiaspects the financial
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;

4. The registrant's other certifyingicgr and | are responsible for establishing anéhta@ing disclosure controls and procedures (dimee in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal cowtvel financial reporting (as defined in Exchang# Rules 13a-15(f) and 15d-15(f)) for the registramnd have:

(a) Designed such disclosure controlsgnoededures, or caused such disclosure controlparmddures to be designed under our supervisioengure that
material information relating to the registrantlirding its consolidated subsidiaries, is made km¢ovus by others within those entities, partidylduring the
period in which this report is being prepared;

(b) Designed such internal control oveaficial reporting or caused such internal cordk@r financial reporting to be designed under apesvision, to

provide reasonable assurance regarding the réfyabflfinancial reporting and the preparation fancial statements for external purposes in aeouare with
generally accepted accounting principles;

(c) Evaluated the effectiveness of thggsteant's disclosure controls and procedures aesiepted in this report our conclusions about ffeetveness of the
disclosure controls and procedures, as of the étfteqoeriod covered by this report based on sweltuation; and

(d) Disclosed in this report any chanyéhie registrant's internal control over finanegporting that occurred during the registrant's tmesent fiscal quart
(the registrant's fourth fiscal quarter in the caan annual report) that has materially affec@ds reasonably likely to materially affect, tregistrant's internal
control over financial reporting; and

5. The registrant's other certifyinfiadr and | have disclosed, based on our most temaiuation of internal control over financial cgfing, to the registrant's
auditors and the audit committee of the registsamdard of directors (or persons performing eqeivefunctions):

(a) All significant deficiencies and maa weaknesses in the design or operation of ir@lecontrol over financial reporting which are reaably likely to
adversely affect the registrant's ability to re¢cgnaibcess, summarize and report financial infororgtand

(b) Any fraud, whether or not materiadlt involves management or other employees who aaignificant role in the registrant's internahtrol over
financial reporting.

Date: March 10, 2011

/s/ RAYMOND P. DOLAN

Raymond P. Dolan
President and Chief Executive Offic
(Principal Executive Officer
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EXHIBIT 31.2

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

I, Wayne Pastore, certify that:
1. I have reviewed this Annual Reportfmrm 10-K of Sonus Networks, Inc.;

2. Based on my knowledge, this repogsinot contain any untrue statement of a matigalor omit to state a material fact necessamade the statements
made, in light of the circumstances under whichhsstatements were made, not misleading with regpebe period covered by this report;

3. Based on my knowledge, the finansiatements, and other financial information ineldiéh this report, fairly present in all materiaspects the financial
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report;

4. The registrant's other certifyingicgr and | are responsible for establishing anéhta@ing disclosure controls and procedures (dimee in Exchange Act
Rules 13a-15(e) and 15d-15(e)) and internal cowtvel financial reporting (as defined in Exchang# Rules 13a-15(f) and 15d-15(f)) for the registramnd have:

(a) Designed such disclosure controlsgnoededures, or caused such disclosure controlparmddures to be designed under our supervisioengure that
material information relating to the registrantlirding its consolidated subsidiaries, is made km¢ovus by others within those entities, partidylduring the
period in which this report is being prepared;

(b) Designed such internal control oveaficial reporting or caused such internal cordk@r financial reporting to be designed under apesvision, to
provide reasonable assurance regarding the réfyabflfinancial reporting and the preparation fancial statements for external purposes in aeouare with
generally accepted accounting principles;

(c) Evaluated the effectiveness of thggsteant's disclosure controls and procedures aesiepted in this report our conclusions about ffeetveness of the
disclosure controls and procedures, as of the étfteqoeriod covered by this report based on sweltuation; and

(d) Disclosed in this report any chanyéhie registrant's internal control over finanegporting that occurred during the registrant's tmesent fiscal quart
(the registrant's fourth fiscal quarter in the caan annual report) that has materially affec@ds reasonably likely to materially affect, tregistrant's internal
control over financial reporting; and

5. The registrant's other certifyinfiadr and | have disclosed, based on our most temaiuation of internal control over financial cgfing, to the registrant's
auditors and the audit committee of the registsamdard of directors (or persons performing eqeivefunctions):

(a) All significant deficiencies and maa weaknesses in the design or operation of ir@lecontrol over financial reporting which are reaably likely to
adversely affect the registrant's ability to re¢cgnaibcess, summarize and report financial infororgtand

(b) Any fraud, whether or not materiadlt involves management or other employees who aaignificant role in the registrant's internahtrol over
financial reporting.

Date: March 10, 2011

/sl WAYNE PASTORE

Wayne Pastore
Senior Vice President and Chief Financial OfficBriicipal
Financial Officer)
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EXHIBIT 32.1

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 Annual Report oniAdt0-K of Sonus Networks, Inc. (the "Company") flee period ended December 31, 2010 as filed wighScurities and
Exchange Commission on the date hereof (the "R§ptire undersigned, Raymond P. Dolan, PresidesitCirief Executive Officer of the Company, herebstities, pursuant to
18 U.S.C. Section 1350, as adopted pursuant tadBe@®6 of the Sarbanes-Oxley Act of 2002, thatisoknowledge:

(1) the Report fully complies with thegtérements of Section 13(a) or 15(d) of the SemsiExchange Act of 1934; and
(2) the information contained in the Refairly presents, in all material respects, timaficial condition and results of operations of @@mpany.
Date: March 10, 2011

/sl RAYMOND P. DOLAN

Raymond P. Dola
President and Chief Executive Officer
(Principal Executive Officer
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EXHIBIT 32.2

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 Annual Report oniAdt0-K of Sonus Networks, Inc. (the "Company") flee period ended December 31, 2010 as filed wighScurities and
Exchange Commission on the date hereof (the "R§ptre undersigned, Wayne Pastore, Senior Vicei@eat and Chief Financial Officer of the Compalmgreby certifies,
pursuant to 18 U.S.C. Section 1350, as adoptedipntdo Section 906 of the Sarbanes-Oxley Act @2@hat to his knowledge:

(1) the Report fully complies with thegtérements of Section 13(a) or 15(d) of the SemsiExchange Act of 1934; and
(2) the information contained in the Refairly presents, in all material respects, timaficial condition and results of operations of @@mpany.
Date: March 10, 2011

/sl WAYNE PASTORE

Wayne Pastor
Senior Vice President and Chief Financial OfficBriicipal
Financial Officer)
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