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o  Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)
o  Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))
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Item 5.02.  Departure of Directors or Principal Officers; Election of Directors; Appointment of Principal Officers; Compensatory Arrangements of
Certain Officers.

Section 409A of Internal Revenue Code (“Section 409A”) imposes significant penalties on individual income taxpayers who were granted stock
options that have an exercise price of less than the fair market value of the stock on the date of grant.  In addition, the issuer of such options must comply with
certain reporting and withholding obligations under Section 409A.

As previously disclosed, in connection with the voluntary review by Sonus Networks, Inc. (the “Company”) of its historical stock option grant
practices with respect to options granted since its initial public offering, the Company concluded that the appropriate measurement dates for financial
accounting purposes of certain stock option grants differ from the recorded measurement dates of those awards.  The Company is still in the process of
determining the appropriate measurement dates for such options.  If certain options are determined to have a measurement date different from the original
measurement date, and the exercise price of such option is less than the fair market value of the Company’s stock on the re-determined measurement date, the
option recipient will be subject to the adverse tax consequences, and the Company will be subject to the reporting and withholding obligations, imposed by
Section 409A.

In order to address the adverse tax consequences under Section 409A, each of the Company’s executive officers and directors (the “Section 16
Persons”) has executed a consent (the “Consents”), pursuant to which each Section 16 Person has irrevocably agreed that the exercise price of any of the
Section 16 Person’s stock options that become subject to Section 409A will be increased so as to be equal to the fair market value of the Company’s stock on
the re-determined measurement date.

The Consents relate to the following options:

Name and Position  Grant Date  Number of Unexercised Shares  Exercise Price  

Hassan M. Ahmed, Chief Executive Officer and Chairman of the Board
 

03/15/00
 

813,000
 

$ 3.33
 

 

04/03/01
 

640,000
 

13.87
 

 

06/16/03
 

2,000,000
 

4.47
 

 

09/20/04
 

550,000
 

5.79
 

Albert A. Notini, President and Chief Operating Officer
 

03/26/03
 

50,000
 

2.13
 

 

 

04/06/04
 

2,450,000
 

3.99
 



Ellen B. Richstone, Chief Financial Officer
 

01/10/05
 

600,000
 

5.49
 

 

03/15/06
 

100,000
 

5.12
 

James Collier III, Vice President, Worldwide Sales
 

04/24/06
 

650,000
 

4.82
 

Steven Edwards, Chief Marketing Officer
 

07/19/06
 

500,000
 

4.10
 

 

09/09/05
 

150,000
 

4.91
 

Paul K. McDermott, Vice President and Controller
 

09/09/05
 

150,000
 

4.91
 

Edward T. Anderson, Director
 

05/11/01
 

10,000
 

29.00
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05/02/02
 

10,000
 

2.51
 

  
 

05/07/03
 

10,000
 

3.31
 

 

12/29/04
 

10,000
 

5.52
 

 

10/12/05
 

20,000
 

4.95
 

John P. Cunningham, Director
 

09/09/04
 

50,000
 

5.37
 

 

 

10/12/05
 

20,000
 

4.95
 

Howard E. Janzen, Director
 

01/20/06
 

50,000
 

4.77
 

Paul J. Severino, Director
 

05/11/01
 

10,000
 

29.00
 

 

 

05/02/02
 

10,000
 

2.51
 

 

 

05/07/03
 

10,000
 

3.31
 

 

 

12/29/04
 

10,000
 

5.52
 

 

 

10/12/05
 

20,000
 

4.95
 

H. Brian Thompson, Director
 

10/24/03
 

50,000
 

7.65
 

 

12/29/04
 

10,000
 

5.52
 

 

10/12/05
 

20,000
 

4.95
 

  

The Company has agreed to compensate the Section 16 Persons for any increases in the exercise price of their options that are subject to Section
409A with cash or shares of restricted stock as set forth in the Consents.  The Section 16 Persons have agreed not to exercise such options prior to notification
from the Company as to whether there has been a re-determination of the measurement date with respect to the options.

The foregoing description of the Consents is not complete and is qualified in its entirety by reference to the form of consent to amendment, which is
filed as Exhibit 10.1 hereto and is incorporated herein by reference.

Item 9.01. Financial Statements and Exhibits.

(d)                                 Exhibits

10.1                           Form of Consent to Amendment.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.

 
Date: December  29, 2006 SONUS NETWORKS, INC.
  
   
 

By: /s/ Charles J. Gray
 

  

Charles J. Gray
  

Vice President and General Counsel
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Exhibit Index

10.1         Form of Consent to Amendment



Exhibit 10.1

December 26, 2006

[Name and Address of Officer/Director]

 
Dear [Name of Officer/Director]:

As you are aware, Sonus is reviewing its option grant practices to determine whether the Company properly calculated the stock compensation
expense charges associated with those option grants.  Although our review is not yet complete, we have determined that it appears likely that for certain
options, the measurement date used to prepare its historical financial statements will be found to differ from the appropriate measurement date as determined
for accounting purposes.  While those options had an exercise price that was equal to the fair market value of the Company’s stock on the originally used
measurement date, the exercise price may be less than the fair market value of the stock on the re-determined measurement date.  As a result, the Company
would be required to record compensation expense related to such stock option grants.  We do not expect to complete our review of these issues until after
December 31, 2006.

Sonus is also considering the federal income tax consequences that may arise should we conclude that the previously used measurement date for
certain options is not the appropriate measurement date.  Recent changes to the U.S. tax laws related to deferred compensation may result in adverse tax
consequences to you with respect to certain of your options listed on Schedule A attached hereto or other options you have received that are not included on
Schedule A (the “Options”) unless you consent by December 31, 2006 to the amendment of those Options to increase the exercise price to the fair market
value on the re-determined measurement date, in the manner and to the extent described below.  You should read this letter thoroughly and discuss the issues
with your tax advisor.

Why may my Options need to be amended?

In October 2004, Congress enacted Section 409A of the Internal Revenue Code, which implements rigorous documentary and operational rules
related to nonqualified deferred compensation and imposes steep penalties on U.S. individual income taxpayers for failure to comply with the new law.  Stock
options that have an exercise price that is less than the fair market value of the stock on the date of grant are subject to Section 409A.

If any of your Options are determined to have a different measurement date than we originally used, and the exercise price of the Option is less than
the fair market value

of our stock on the re-determined date, you may be subject to adverse tax consequences unless you agree to amend those Options as described below. 
Pursuant to transition rules established by the Internal Revenue Service, such amendment must take place no later than December 31, 2006.  Because the
results of our review may not be complete by December 31 of this year, we are offering you the opportunity to irrevocably agree now that the exercise price
of your Options will be increased to the extent that it is less than the fair market value of our stock on a re-determined measurement date.

What amendment will be made to my Options?

We are offering you the opportunity to irrevocably agree that if the restated financial statements of Sonus included as part of any amended Form 10-
K filed with the Securities and Exchange Commission (or any similar periodic SEC filing) after the date hereof include an adjustment to the Company’s
compensation expense with respect to any of your Options, and such adjustment results from the fair market value of our common stock on a re-determined
measurement date being greater than your exercise price, then with respect to any such Option, the exercise price will be increased to be equal to the fair
market value of our stock on the re-determined date.

By agreeing to the amendment, you must agree that you will not exercise your Options prior to the time that Sonus notifies you whether there has
been a re-determination of the measurement date with respect to your Options.

When will Sonus tell me whether the measurement date with respect to any of my Options has been re-determined?

The Company will inform you of any re-determination of the measurement date of any of your Options promptly after its filing an amended Form
10-K (or similar periodic SEC filing) with the Securities and Exchange Commission that reflects compensation expense with respect to any such Option.

Will all of my options need to be amended?

No, although it may be determined that some of your options were granted at a discount from the original measurement date value, they could be
“grandfathered” from the new tax rules under Section 409A.  The effective date of the new tax rules is January 1, 2005; therefore, options that vested prior to
January 1, 2005 do not need to be amended. All of the Options you have received could be affected by the amendment.

Does my election need to be completed by December 31, 2006 or 2007?

The Internal Revenue Service issued transition rules governing the implementation of the new tax rules that extended the opportunity for compliance
from 2005 to 2006.  This transition relief was again extended until December 31, 2007 for some taxpayers.  However, the 2007 extension specifically
precludes its use for
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discounted options for certain persons.  Although IRS Notice 2006-79 will give most of our employees until the end of 2007 to amend their options if
necessary, it specifically precludes “Section 16” persons from taking advantage of this extended compliance date.  Therefore, you will need to amend your
Options by December 31, 2006, or you may be subject to adverse tax consequences under Section 409A.

Are you proposing to make any other amendments to my Options?

No.  Your Options will continue to be governed by the Sonus stock plan under which they were granted and your applicable option agreements.  All
of your rights, and Sonus’ rights, with respect to the Options will continue to be as set forth in the plan and agreement, except as provided in this letter and the
attached consent form.

Are there any negative consequences to me of agreeing to the amendment?

If you agree to the amendment, the exercise price of some or all of your Options may be increased.  Moreover, the exercise price will be increased
even if the value of our common stock is currently, or subsequently falls below, that value.

In addition, even if you agree to an amendment to your Options, there can be no assurance that the Internal Revenue Service (i) will agree that the
amendment set forth herein is sufficient to comply with the transition rules under Section 409A and (ii) will not assert that the measurement date is different
than the date as we determine it.  As a result, the adverse tax consequences of Section 409A may nevertheless apply to your Options. However, if you do not
agree to amend your Options, you may be subject to the adverse tax treatment under Section 409A described below in the event of a re-determined
measurement date with respect to any of such Options.

Will Sonus compensate me for the increase in the exercise price on my Options?

Yes. Sonus will either pay you in cash in 2008 (or later, as and when the underlying Options vest that have had an increase in exercise price), or pay
you in restricted stock in 2007, with the choice of payment remaining in the Company’s discretion.  The payment for an impacted Option, whether in cash or
stock, will be calculated based on the difference between the original exercise price of the Option and the increased exercise price based on the change in
measurement date multiplied by the number of shares in the Option. A payment will only be made if you agree to amend your Options in the manner set forth
above. Your right to the cash or the restricted stock, as the case may be, will vest on January 1, 2008, if it is paid with respect to Options that have vested in
2007 or earlier.  If such cash or restricted stock is paid to you with respect to Options that have not vested by January 1, 2008, then these rights will vest as
and when the underlying Options vest, and the cash, if any, will be paid at such time. Whether we pay you in cash or stock, the amount of the cash or the fair
market value of any stock paid to you, as the case may be, will be income to you for tax purposes when we pay the cash or when the stock vests.  Sonus will
comply with all applicable wage withholding and reporting obligations with respect to such amounts that are paid to you.  Please note
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that the delay in payment or vesting until 2008 is necessary to comply with IRS transition rules under Section 409A.

What happens if I do not agree to amend my Options?

If you do not agree to amend your Options in the manner set forth above, then your Options will remain outstanding and will be subject to the same
terms and conditions as are currently in effect.  If you do not agree to amend your Options pursuant to this offer, you will not be compensated as set forth
above. Also, if you do not agree to amend your Options pursuant to this offer, you may be subject to adverse taxation under Section 409A in the event of a re-
determined measurement date with respect to any of such Options.  On November 30, 2006, IRS issued Notice 2006-100, which set forth the following
interim guidance concerning Section 409A consequences:

·                  For discounted options that vested in 2005 and that continued to be held on December 31, 2005, you would be required to include in income for 2005
an amount equal to the excess of the fair market value of the underlying stock on December 31, 2005 over (i) the exercise price and (ii) any amount
paid for the option.  This option spread is subject to regular income and employment taxes, plus a 20 percent penalty tax and interest under Section
409A.

·                  For discounted options that vested in 2005 or 2006 and that continue to be held on December 31, 2006, you would be required to include in income
for 2006 an amount equal to the excess of the fair market value of the underlying stock on December 31, 2006 over (i) the exercise price, (ii) any
amount paid for the option and (iii) any amount previously included in income with respect to such discounted option (for example, any option
spread with respect to the option required to be included in income in 2005).  This option spread is subject to regular income and employment taxes,
plus a 20 percent penalty tax and interest under Section 409A.

Please note that for discounted options that vest on or after January 1, 2005 similar inclusions and Section 409A penalties and interest will be required in
all future years in which vested options are outstanding at the end of the year, until the time of exercise or expiration of the discounted option, unless the IRS
adopts a different approach in final guidance with respect to these rules.

Please further note that Sonus intends to comply with all reporting and withholding requirements under Section 409A, including any such requirements
established by the Internal Revenue Service after the date hereof.  Sonus will require you to satisfy any of your tax liabilities as a result of these withholding
rules.

The Section 409A transition rules that permit the proposed amendment expire on December 31, 2006.  As a result, there will be no future opportunity to
amend your Options to avoid the application of Section 409A.
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What do I need to do to amend my Options?

If you want to irrevocably amend your Options, you need to sign the attached consent form, acknowledging your understanding of, and agreement
with, the amendment to your Options.  The consent form must be signed and returned to Charles Gray, Vice President and General Counsel no later than
December 27, 2006.  Your agreement will be effective upon our receipt of your signed consent.  You may not revoke your consent.

If I agree to amend my options, am I free from any negative tax consequence due to Section 409A?

As noted above, Sonus cannot guarantee the ultimate outcome of this issue nor can it provide you with personal tax advice.  You should consult with
your personal tax advisor.

In addition, the transition rules of Section 409A require your non-grandfathered options be corrected in a permissible manner.  As such, if you have
already exercised some non-grandfathered options since December 31, 2004, you may have already subjected yourself to a violation and you may be subject
to Section 409A’s penalties.  You should consult your tax advisor.

What if I have more questions?

If you have additional questions, you can contact Chris Colonero, or our tax counsel Bob Stack of WilmerHale at 202-663-6272.  However, the
amendment is being made for tax reasons and tax matters are very complicated.  We therefore encourage you to talk to your personal tax advisor regarding
whether you should consent to the proposed amendment of your Options.

Sincerely,

 
Charles J. Gray
Vice President and General Counsel
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CONSENT FORM
PLEASE CHECK ONE BOX ONLY AND SIGN BELOW

o   Consent to Amendment.  I have read the memorandum dated December 26, 2006 to me from Sonus.  I hereby irrevocably agree as of the date hereof that if
the restated financial statements of Sonus included as part of any amended Form 10K filed with the Securities and Exchange Commission (or any similar
periodic SEC filing) after the date hereof include an adjustment to Sonus’ compensation expense with respect to any of my Options, and such adjustment
results from the fair market value of our common stock on a re-determined measurement date being greater than my exercise price, then with respect to any
such option, the exercise price of the option will be increased to be equal to the fair market value of our stock on the re-determined measurement date.

I understand and agree that:

·                  the amendment is effective regardless of how high the fair market value of the stock is on the re-determined measurement date;

·                  the amendment to the stock options in no way provides me with any additional rights with respect to my options;

·                  I may not exercise any of the Options prior to the time that Sonus notifies me whether there has been a re-determination of the measurement date
with respect to any of such options;

·                  my stock options will remain subject to the terms of the plan under which they were granted and my option agreements, except as provided in
this Consent Form;

·                  Sonus shall have no liability to me or any other party for any tax obligations arising with respect to my stock options, whether imposed under
Section 409A of the Internal Revenue Code or otherwise;

·                  Sonus will either make cash payment to me in 2008 (or later, as and when the underlying options vest that have had an increase in exercise
price), or pay me in restricted stock in 2007, with the choice of payment remaining in the Company’s discretion. The payment for an impacted
Option, whether in cash or stock, will be calculated based on the difference between the original exercise price of the Option and the increased
exercise price based on the change in measurement date multiplied by the number of shares in the Option. My right to the cash or the restricted
stock, as the case may be, will vest on January 1, 2008, if it is paid with respect to options that have vested in 2007 or earlier.  If such cash or
restricted stock is paid to me with respect to options that have not vested by January 1, 2008, then these rights will vest as and when the
underlying options vest, and the cash, if any, will be paid at such time.
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o   No Consent to Amendment.  I have read the memorandum dated December 26, 2006 to me from Sonus.  I do NOT agree to any adjustment to the exercise
price of my stock options.  My election is effective regardless of whether the restated financial statements of Sonus included as part of any amended Form



10K filed with the Securities and Exchange Commission (or any similar periodic SEC filing) after the date hereof include an adjustment to Sonus’
compensation expense with respect to any of my Options

I understand and agree that:

·                  the exercise prices of my stock options will remain as is;

·                  my stock options will remain subject to the terms of the plan under which they were granted and my option agreements;

·                  Sonus may be required to withhold income and employment taxes as my stock options vest or otherwise in accordance with Section 409A of the
Internal Revenue Code and other applicable tax laws, and that Sonus intends to comply with all reporting and withholding requirements under
Section 409A, including any such requirements established by the Internal Revenue Service after the date hereof.  I understand that Sonus will
require me to satisfy any of my tax obligations under these withholding rules;

·                  I may be subject to the 20% penalty tax and interest imposed under Section 409A as and when my options vest on the amount of income
determined under Section 409A; and

·                  Sonus shall have no liability to me or any other party for any tax obligations arising with respect to my stock options, whether imposed under
Section 409A or otherwise.

·                  If I do not agree to amend my Options pursuant to this offer, I understand that I will not be compensated as set forth above.

 
 

Very truly yours
  
  
 

Sign Name
  
  
 

Print Name
  
  
 

Date
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