ﬂ Corrected Transcript

23-0Oct-2014

Sonus Networks, Inc. sons)
Q3 2014 Earnings Call

FACTSET: callstreet Total Pages: 22
1-877-FACTSET www.callstreet.com Copyright © 2001-2014 FactSet CallStreet, LLC



Sonus Networks, Inc. (sons) @ corrected Transcript
Q3 2014 Earnings Call 23-Oct-2014

CORPORATE PARTICIPANTS

Patti Leahy Raymond P. Dolan

Vice President, Investor Relations President, Chief Executive Officer & Director

Mark T. Greenquist
Chief Financial Officer

OTHER PARTICIPANTS

Natarajan Subrahmanyan Paul J. Silverstein
The Juda Group Cowen and Company
James M. Kisner Mike Latimore
Jefferies LLC Northland Capital Markets
Theodore Joseph Moreau Dmitry G. Netis
Barrington Research Associates, Inc. William Blair & Co. LLC

MANAGEMENT DISCUSSION SECTION

Operator: Ladies and gentlemen, thankyoufor standing by and welcome to the Third Quarter2014 Results
Conference Call. During the presentation, all participants will be in alisten-only mode. Afterwards, we will
conducta question-and-answer session.[Operator Instructions] As areminder, this conference is being recorded
today, Thursday, October 23,2014.

I would nowlike to turn the conference over to Patti Leahy, VP, Investor Relations Sonus Networks. Please go
ahead.

Patii Leahy

Vice President, Investor Relations

Thank you and good morning. Welcome to Sonus Networks'third quarter2014 financial results conference call.
Joining me on the calltoday are Ray Dolan, President and Chie f Executive Officer; and Mark Greenquist, Chief
Financial Officer.

Today's press release and supplementary data have been posted to our IR website at sonus.net and submitted to
the SEC. A recording ofthis call and atranscript will be availableon our IR website after the call. During our
prepared remarks, we will be referring to a presentation with supporting information. Please take a moment to
locate this on our IR website.

Asshownonslide 2, please note that during this call we will make forward -looking statements regarding items
such as future market opportunities and the company's financial outlook. Actual events or financial results may
differ materially from these forward-looking statements and are subject to various risks and uncertainties
including without limitation, economic conditions, market acceptanceofour products and services, the timing of
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revenuerecognition,difficulties leveraging marketopportunities, the impact of restructuring activities and our
ability to realizethe benefits ofacquisitions.

A discussion ofthese and other factorsthat may affectfuture resultsis contained in our most recent Form 10-Q
filed with the SEC and in today's earnings release, both of which are available on our website. While we may elect
to update or revise forward-looking statements at some point, we specifically disclaim any obligation to do so.

During our call, we will be referring to certain GAAP and non-GA AP financial measures. A reconciliation ofthe
non-GAAPto comparable GAAP financial measuresisincluded in our pressreleaseissued today as well asin the
IR section ofour website.

So with that, it's now my pleasure to introduce Mark Greenquist, Chief Financial Officer of Sonus.

Mark T. Greenquist

Chief Financial Officer

Thanks Patti and good morning everybody. Let me turn to slide four for the framework of our prepared remark
today.I'llreview the highlights from the quarter, including our financial results and outlook before handing offto
Ray to discuss our commercial traction and our continued focus on shareholder friendly initiatives. Then we'll
openitup for your questions.

Turning to slide 5, Sonus delivered another strong set ofresults this quarter. My comments are onanon-GAAP
basis, which, as Pattisaid have been reconciled for you in today's press release.

Total revenue was up almost 8% compared to the third quarter oflast year, and our growth -related revenue was
up 41%year-over-year. We had two 10% customers this quarter, both at approximately 17%ofrevenue; they are
CenturyLinkand AT&T.

The channel was a strong contributor to our revenuethis quarter, up 50%compared to the third quarter oflast
year. Channel product revenue represented 38% of our total product revenue this quarter, which was another
record high. There were anumberoflarge channel deals in backlog being scored this quarter, so we do expect the
Q4 number to move backtoward our year-to-dateaverage ofabout28%.

So we are very happy to see our continued focus on growing ourchannel revenueis p aying off this quarter.
Contributing to this successis excellent traction we are seeing with the business services arms oflarge Telco's
around the world. In fact AT&T business services which isincluded in our channel revenue, comprise 30% of
AT&T's total revenue for the quarter, or around $ 3.7 million.

The business services arm ofalarge Western European service provider also recently selected Sonus over oneof
our competitors to support the Microsoft Lync managed service deployment for a global company with over
90,000 employees. Gross margins continued theirupward trajectory this quarter, up over400 basis points
compared to the third quarter of2013, and I'll discuss gross margin progress further in just amoment.

Operating income was up 10% year-over-yearand net income was up 26%year-over-year, which represents the
sixth straight quarter of profitability for the company.

Now I'll turnto slide 6.I've just covered most ofthisinformation, but here you also have ourresults compared to
our guidance. The takeaway here is that we have been consistently meeting or exceeding our topand bottom line
guidance, and this would be a good time to mention that going into 2015 when we provide our annual guidance on
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the February call, we will most likely move away from providing growth revenue guidance as a subset oftotal
revenueand will simply provide total revenue and EPS guidance for the full year, as well as total revenue, gross
margin, OpEx, and EPS for the next quarterout. And ofcourse, we will continueto provide color on product,
geographicand sales channel trends in our actual results that drive our growth so that you know where the
businessis gaining the most traction.

Let's turnto slide 7 for adeeper dive on gross margins which are our core part ofwhat's driving ouroperating
leverage. Here you can see a very niceimprovement of 940 basis points overthe past two years. Services margins
expansion hasbeen akey driverofthisimprovementand we've made a concerted effort to reduce costs in this
area while simultaneously moving the organization from a US-centricsupportmodel to a truly global organization
that now followsthe sun24/7, 365 days ayear. Another key driverofour gross margin expansion hasbeen a
productmix shift towards moresoftware and license sales. Now today, this is primarily being driven by
incremental licenses orcards on existing chassis deployments. Y ou can think ofthis like the classic razor/razor
blade model.

Inthe future though, as NFV becomes a bigger partofour customers'networks, we should also see highermargin
software contentincreasing. And the last majorgross margin driver is that we are moving to more standards -
based products which are much less complex in the old Sonus model, which customized far more often and for far
fewer customers. Intoday's model, we are betterable to scalewith a channel and customer base that's growing
rapidly.

Let me turnto slide 8. Slide 8 lays out our guidance for Q4 and the full year. And please note that my comme nts
will now pertain to fourth quarter onanon-GAAP basis. Total Q4 revenue is expected to be between $76 million
and $82 million. Asnoted intoday's press release, the fourth quarterhistorically is the biggest revenue quarter for
Sonus, duein large part to service providerspending cycles and the yearendbudget flush.

We are very pleased thatour revenuelinearity has improved thisyear,and I'll showyou some data on —behind
thatin a moment. And as we have improved oursystems and forecasting tools, our sales visibility has also
improved compared to prior years. However,based on the current market environmentand what many ofour
peershave already suggested, we believe it is prudent to consider the possibility oflimited to no budget flush from
our North American service provider customers this quarter.

Nowto be clear, we believe that we actually haveareasonableline ofsight to reach the top end of our guidance,
but we want to be conservative to the downsidein this current environment. Still, we remain confident in our
ability to achieve our fourth quarter EPS outlook of $0.03 and our full year EPSoutlookof$0.07, given strong
year-to-date performance, the continued expansion of gross margins and ongoing disciplined cost control.

To fill in the other pieces ofguidance for Q4, gross margins are expected to be inthe range of65.5%to 66%, and
OpEx is expected to between $43 million and $46 million. We also forecast 249 million diluted shares outstanding
at theend of Q4 and 255 million diluted shares outstanding for the full year. The difference between those
numbersis due to the fact that these are weighted average calculations over different periods oftime.

And then one final comment on our outlook, based on the visibility we havenow, we are also comfortable with the
current consensus estimates for the first quarterofnext yearof $74 millioninrevenueand $0.01 ofnon-GAAP
EPS. I wanted to mention this sincethereis understandably a fairly wide range of expectations out there right
now. And ofcourse this viewis — can change, and ifit does, we'll update it when we provide our annual guidance
for 2015 onour February Q4 earnings call.
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Slide 9 provides the revenuelinearity trends I mentioneda moment ago. You can see that 2014 isshaping up to be
the mostlinear or most evenly distributed yearthat we've had in atleast the last five years.

The midpoint of our guidance assumes $79 million ofrevenuewhichisabout 26%ofthe full year'srevenue. The
incremental revenuewe need to deliver from Q3 to Q4 to achieve thatmidpoint is also less than what we have
needed to deliveroverthe past few years. The average over the past three years, excluding the fourth quarterof
2010 which was abnormally high, hasbeen about$11 million. This quarter we will need to deliver approximately
$6 million ofincremental revenue over Q3 in order to achieve the midpointofour Q4 guidance.

The main point I want to make here is that the hill this fourth quarterisnot as steep in prior years, and the ran ge
we have provided derisks it furtherin order to account for potential reduced budget flush which we estimate could
be as much as a few million dollars. So, in short, we feel quite confident that we can achievethe bottom end ofour
revenuerange which we see as a conservativenumber. But let me tell you, we are targeting, and haveareasonable
line of sight to deliver the topend.

Letme turnto slide 10. This next slide provides a good view ofour year-over-year growth-related revenue trends.
This progressis at the heart ofwhatis driving our top-line growth and you can see good year-over-year progress
onthe nextslide. You can see the sequential progress that we're making.

On slide 11, you cansee thatour growth-related revenuefor 2014 is now well over halfofour total company
revenue, and we expect this to further strengthenin2015.

I'd nowlike to hand it off to Ray for his prepared remarks. Ray?

Raymond P. Dolan

President, Chief Executive Officer & Director

Thanks, Mark and good morning, everyone. Let's turn to our third quarter commercial highlights on slide 13, and
let's begin with a market perspective. A key leading indicator for our growth business is SIP trunking adoption.
We continue to seerobust growth in SIP trunking which analysts projectto grow about 35%in 2014.

North Americaistheleading market with about 20%, and we're seeing the markets in Asia-Pacand Europe
developing nicely as well. Robust SIP trunking adoption leads to robust demand for UCapplications in IP
Services, all of which is good for Sonus. The migration to SIP trunking is still in its early days and we see no sign of
it slowing down. We made several announcements recently regarding enhancements to ourpartner ecosystem, in
particularwith Genesys, Microsoft, and BroadSoft.

Let me describeeach ofthose in turn. Our entire portfolio of SBC's is now certified for interoperability by Genesys,
aleading provider ofcustomer experience and contactcenter solutions. Sonusis also recognized as a Genesys
Silver Technology Partner. Our SBC solution secureand enable real-time communications across different PBXs,
contactcenterplatforms and end points to help deliver an exceptional customer experience.

We help protect voice, video and other forms ofonline collaboration from interception and fraud so that customer
conversations and sensitive information are secure. This partnership is also a good indication ofour strong
position across the broader call center market.

In additionto Genesys,we announced thatthe Sonus SBC software edition or what we call the SBC SWe achieved
Microsoft Lync 2013 qualification for SBC deployments. The ability to deploy a Lync -qualified software SBC via
virtual servers already supporting Lync environments enables enterprises to rapidly deploy new networking
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resources. With the software SBC, enterprises can quickly turn up SBC functionality within existing virtual
environments to deliver built-in media transcoding, network security such as encryption, authentication and
denial-of-service protection, SIP interworking, intelligent call routing and multi-vendorinteroperability with Lync
deployments.

Sonus SBCs are installed at the border between the internal Lync enterprise voice network and SIP trunking
services at the networkborder to enable a more seamless flow of SIP-based media for UC. Integrating these
powerful network devices into Lync deployments protects, secures, simplifies and standardizes real -time
communications such asvoiceand video.

This month we also announced that our entire portfolio of SBCs has completed interoperability testing with
BroadSoft's BroadWorks platform. This integrated solution from Sonus and BroadSoft will accelerate the
deployment ofsecure, hosted cloud based communication services by decreasing installation challenges.

BroadSoft's service provider customers now have access to ourcomplete portfolio ofhardware and virtualized
SBCs, scaling from low session count densities serving the enterprise branch offices to the industry's highest
density requirements to serve large service provider core infrastructures.

BroadSoftis deploying Sonus SBCs for access and peering as part ofits BroadCloud managed service offering,
giving BroadSoft the flexibility to deploy the SBCs virtually or as appliances as well as the ability to easily scale
with business needs.

The traction we are seeing with our partners and our results this quarterspeakto the fact that our competitive
moat is widening. I believewe are withoutquestionleading the marketin virtualization.

Ijust mentioned the software-based SBC. It recently received the 2014 Unified Communications Product ofthe
Year Award. And earlier this month, we introduced software versions ofour centralized policy and routing engine,
we callthat our PSX, and our Diameter Signaling Controller, or our DSC. These are the logical next stepsinour
overall virtualization strategy as we widen our leadership in virtualization.

Sonusis the only brand in the market to leverage acommon, hardened code base across ourhardware and
software portfolios for corecommunications networks, which gives our customers a holisticinvestment
protection. These virtualized offerings address service providerand enterprise requirements for NFE, NFC and
enabled technology in order to scale cloud based delivery platforms for real-time communications.

One very exciting and new development is that we are now working on deploying our SBC in the Amazon Cloud in
order to provide SIP trunking termination, security, and policy for hosted UCservices. The commercial
opportunity here wasbrought to us by arecognized Lync partner and systems integrator. Based on our customer
interest, we are working quickly to bring this solution to market.

Movingto large-scale SBC deployments, we continueto see strong marketinterest with the Sonus SBC7000.As
we discussed on the calllast quarter, this was the fastest time to revenue for any new product in our history. Q3
was astrong quarterfor the 7000 and we expect Q4 to be even stronger. We are seeing very broad interest for this
productfrom all types of service providers, cable operators, and even large enterprises. Diameter remains a very
exciting market opportunity for Sonus with a market that analysts now project will grow at a CAGR north of50%,
from about $200millionin2013to nearly $2billionin2018.

We have seen some good early indications ofsuccess, having recently won a nice pieceof Diameter business
together with Kapsch, a distributor in Europe at BICS, which is Belgacom International Carrie r Services. This is
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for the deploymentand maintenanceofthe signaling networkto carry BICS' international wholesale traffic to
more than 500 carriers worldwide.

This quarter we scored another new Tier 1 customerwin in Asia-Pac. This win was for SS7 signaling with licenses
to purchase Diameterin the future. Sonusin fact beat the incumbent signaling vendor for this business based on
the strength of our productroadmap. This brings usto seven new Tier 1 winsin the last five quarters with five of
those outside North America. To those tracking it, we are now selling growth -related products to 44%ofthe top
50 SPs around the globe. This is solid progress, but we stillhavealot of opportunity to penetrate more top service
providers, particularly outside North America.

Let's turn to slide 14. Sonus has a very strong balance sheet with more than %150 million in cash and virtually no
debt. We are also now consistently generating positive cash from operations and this positions us with total
flexibility to build organically, continue to make opportunistic growth acquisitions and fund our ongoing stock
buyback program.

We haverepurchased approximately 44 million shares to-date, which represents about 16 % oftotal shares
outstanding sincethe buybackbegan. We bought theseshares at an average price per share of $3.38 and we have
approximately $26 million available for futurerepurchases under the current plan.

I'd like to spend a minute now on the topic of shareholder feedback because we have taken some recent actions
that I want to highlight for youtoday.Y ou've heard me say before that I believe I have the best commercial hand
andI'veeverbeendealtin my roughly 30 yearsin the business world. AsI stand heretoday, I feel strongerabout
that statement than everbefore. I base this onthe fact that we are not just relevant, but we are increasingly
strategic to some ofthe biggest service providersinthe world. I love our odds and I am incredibly proudofour
team for getting us to this point. That said, I am fully aware that it can be disheartening to ourteam and ofcourse
to our shareholders to see ourvaluation not yet fully reflect the progress we are making.

We move forward with the perspectiveyou wouldexpect us to have, which isto ensure that the decisions we make
today are also the right decisions for our business tomorrow. We've worked hard over the past couple of proxy
cyclesto solicitshareholder feedback. Some ofthe things we have done recently in response to that feedback are to
eliminate our shareholder rightsplan or poison pill which had been in effect since 2008. We have also enhanced
our pay-for-performance practices for example by providing the specific financial metrics for our cash bonus
program, instituting share ownership guidelines for myself, direct reports, and the board and adopting a formal
clawbackpolicy.

Mostrecently you may haveseen that we filed a definitive proxy to approve two proposals on December2, one of
whichisto give our board the authority to do areverse stock split. | want to be clearthat we believewe are doing
thisfrom a position ofstrength.Infact we had the approvalto do areversesplit about four years ago, but we
concluded that was not the right time when we stillhad so much ofour operational turnaround in front ofus.

Over the past six to 12 months we have heard many currentand potential investors tell us that Sonusis amuch
different and much better company today, but it still has too many shares outstanding and that we should correct
it. So we are also listening to this feedback. While it wouldn't change anything fundamental with the business,
there are anumber ofbenefitsto doing areverse stock split,one of which is that we can shine a brighter light on
our earnings performance.

Slide 15 shows a good illustration ofthis. This data shows that while we met our guidance this quarter, when
rounded to the nearest penny and using our currentshare count, a smaller and arguably more appropriate share
count would have uncovered a significant EPS outperformance depending on the split ratio.
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AsMark said earlier, Sonus has now delivered six consecutive quarters of positive non-GAAP earnings and met or
beatour guidancein everyone ofthose quarters.

Our valuationisincreasingly underpinned by the fundamentalsofour operation and performance, yet this
progressis arguably overshadowed by the high number ofshares we have outstanding. So among other potential
benefits ofreducedtrading volatility and lower transaction costs,doing areverse split would better portray our
earnings performance. We encourage you to read the definitive proxy filed with the SEC on October 15 for more
detailsinadvanceofour Special Shareholder Meeting on December 2.

So let's tie all this together back to our performance on slide 16. The transformation that's taking place at Sonus is
clear. Ourrevenueis growing and our margins are expanding. We are generating positive earnings. In fact, we
raised our earnings guidanceearlier this yearbased on that strong pe rformance.

Turningto slide 17, thesetrends all point to strong operating leveragewhich I believe is one of the most exciting
aspects ofourinvestment thesis. Our strong execution allows us to confirm the 10-10 financial framework for
2015 that we firstlaid out for you at our Investor Day in March.

And turning to the final slide, slide 18, we will be attending a couple ofinvestor conferences in New York and
gettingontheroadinother parts ofthe country this quarter. We hope to see as many ofyou as possibleduring
this next outreach period.

And with that we'd nowlike to open the call up for questions. Operator?

QUESTION AND ANSWER SECTION

Operator: Thankyou very much.[Operator Instructions] And ourfirst question comes from the line of Subu
Subrahmanyan with The Juda Group. Go ahead.

Natarajan Subrahmanyan

The Juda Group

Thank you. Two questions, first on the guidance for the nextquarter, Mark as you mentioned that there is some
variablesinterms ofyear-end CapEx budget flush, can you talk about which product segments have specifically
impacted it?Isit fairly broad based? Doesitimpact the growth products more versus kind oflegacy? And thinking
aboutyour guidancefor nextyear,the 10%revenue growth, canyou talkabout —I know you are not breaking it
outtoo much, butisthe trajectory similar where the legacyproducts are declining somewherenorth of20%and
growth products are offsetting that?

Mark T. Greenquist

Chief Financial Officer

Sure. With regard to guidance, I didn't mention it in the remarks, butif — youknow on the chart you can see that
we also have a pretty wide range for the growth products as well. So it's maybe a little bit less wide than the total,
so specifically to your question I think we are mainly, as we look and contemplate like what we think the budget
for us in the fourth quarteris, we're thinking it has more to do, or probably the majority ofit has to do with growth
products versuslegacy.
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And then with regard to the question about next year and revenue growth, I thinklargely we believe that the
trendsthat we've been seeing in growth versuslegacy are pretty much stillintact. And by that  mean —we had
talked about the market growing probably in the 20s for SBC and certainly Diameter combin ed with that. And
then with legacy productrevenue, we continue to thinkthat that is also —declines pretty rapidly, probably inline
with what we've seen thisyear, whichisinthe 20s, but that the maintenance declines at a slower rate, probably
high single digits, maybe 10%. So we've been talking about those sort of percentages consistently with regard to
the various components ofrevenue. Andthe assumptions pretty much stay the same for what we are thinking
about nextyear.

Natarajan Subrahmanyan

The Juda Group

Andjusta quickfollow-up on gross margin; you know strong gross margin number this quarter. You are guiding it
down a little bit for next quarter. Isit just mix and canyou just kind oftalk about trends for gross margin going
into nextyear, what are the variables?

Raymond P. Dolan

President, Chief Executive Officer & Director

Yeah, it's exactly that;it's mix. And asyou've seen thisyear in fact on the chart that we've gotin the presentation,
quarter-to-quarter gross margins can jump around a little bit but the trend is pretty steady. And we thinkbased on
our guidance we are looking at as much as a 300 basis point improvement year-over-year, which would follow a
300 basis pointimprovementin'13 versus '12. And while next year —not goingto run ahead ofmyselfand be
talking about guidancein 20151 think we are still on the page ofwhat we talked about before, which is, we think
we can continueto make good incremental improvement in gross margins on a going forward basis.

Natarajan Subrahmanyan
The Juda Group

Got it. Thank you very much.
Operator: And our nextquestion comes from the line of James Kisner with Jefferies. Please go ahead.

James M. Kisner
Jefferies LLC

Thanks guys. Congrats on the strong Q3.

Mark T. Greenquist
Chief Financial Officer

Hi, James.

James M. Kisner

Jefferies LLC

Y eah. Hey there. Congrats on the strong Q3 and thanks for giving us some visibility into Q1. So just wanted to
understand the guidance. I mean justlimited to no budget flush, I meanisthere really something that you're
getting? Isthere some kind ofimpact you're seeing in your bookings? Is it conversation with customers or areyou
reading the headlines? Like just what's the overall kind ofdriver here to your conservatism in Q4?
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Mark T. Greenquist

Chief Financial Officer

Yeah. So James, aswe've tried to say in our prepared comments, it is more macroenvironment looking at just
limited budget flush as a potential option. And so what we try to do isjust open arange to that. But, no, I wouldn't
callit any weakness from the standpoint of Q3 bookings. To the contrary, what I would say is that we just have to
— wehaveto be aware ofthe macroeconomic environment out there and some ofthe spending trends that we see
from some ofthe largest service providers. Okay ?

James M. Kisner

Jefferies LLC

Okay. So one thingthat — particularly on the test side we've seen some folks say that therehasbeen alittle bit of
some pausing here and there around just SDN, architectural decisions that—certainly at least one major large
carrierin North America.I mean, do you thinkyou are seeing any ofthat at all? Is there any potential impact from
that?

Mark T. Greenquist

Chief Financial Officer

So I have said on prior calls, James, here'showI'd try to answer that question, because I want to put thisin
context; I don't want to be justasimple yesor no there,although that tends to be the easiest to answer to quote.
These transitions to SDN are choppy by theirnaturebecause, remember, there was a Domain 1.0 beforethere was
a Domain 2.0 and who knows, maybetherewill be a 3.0. People try to figure out —the basic thing that's
happening here is the transition from dedicated networks with dedicated end points running dedicated
applications, voice, video, data, et cetera, to an application suitedriven mostly in the cloud running across an IP
architecture. So that cloudarchitecture is working really well in IT, but most of the revenueis still living in those
old MPLS architectures and nailed-up architectures.

The transition ofthat revenue is what people are kind ofon again, off again, so to speak with, becausethey can't
breakthatrevenue. Allright? So what they —and all that revenue is real-time stuff. The majority ofthe volume is
best efforts; the majority ofthe revenueisin the real-time suite. And that transition across that chasm is what I
think you're seeing some false starts on, and I would expect those false starts to continue.I thinkthey are in the
runrate ofthe industry today. I don't think that suggests or implies any slowdown or speedup, but when we get
acrossthat chasmIthinkyou'll see afairly large secular growth up as that new cloud architecture takes hold.
That's the transformation that Sonusis going through as well, and it's a very healthy thing for us.

That's — whenI indicated that we are increasingly strategic to those Tier 1sit's because we're in increasingly senior
and strategic discussions with all of those Tier 1s around the world, discussing how to move their revenue into that
cloud architecture without breaking it. It's the simplest way I could describe it to y ou.

James M. Kisner

Jefferies LLC

Okay. Just onelast quick — thank you, and just one quick one. So obviously you've had pretty strong data pointsin
the iPhone 6 launch. It's the first major phone, or atleast the —very significant phoneto supportvoice over LTE, I
mean, is there any visibility for youin the interconnect side? Do you kind ofsee a pick-up there? I mean, could
you potentially have someaccelerating capacity additions as a result ofthe iPhone 6? Just any kind of initial
anecdotesorjust data points around that from where you sit?
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Mark T. Greenquist

Chief Financial Officer

The simplest answer is, no. James, I don't think that the iPhone 6 by itselfdrives this. I do thinkthat the
transition to areal-timesuite, not just voice, but the entire real-time suite,and I thinkvideo is going to be the
bigger driver. We said that for a number ofquartersnow, ifnotlonger.It'sdriving up to video. Why? Because it
unlocks anewrevenuesource, and a new revenue source justifies expansion in capital budgets.

To me — I justboil this down to really simple metrics. Ifwe can get behind driving revenue for service providers,
they canlet out additional capital. Until they do —until someone helps them do that it's going to be ameasured
CapEx environment for all service providers. Right?I don't thinkiPhone 6 has yet,and I don't expect it will for
another coupleofquartersreally unleash VoLTEor video. But it certainly sets the table for it.

James M. Kisner
Jefferies LLC

Allright. Thankyouvery much.

Mark T. Greenquist
Chief Financial Officer

Sure.

Raymond P. Dolan

President, Chief Executive Officer & Director

Thank you.
Operator: Our next question comes from the line 0of Ted Moreau with Barrington Research.

Mark T. Greenquist
Chief Financial Officer

Hi Ted.

Theodore Joseph Moreau

Barrington Research Assocites, Inc.

Good quarter guys. Just kind of curious, you talk a little bit of — some backlog helping to drive Q3. So just
wondering howyou are thinking about backlog going into Q4 and how much could come outofbacklog?

Mark T. Greenquist

Chief Financial Officer

So overthelast couple ofyears, I mean —and we've talked about this before, I mean the business has changed
whereit's not asmuch ofa backlogbusiness asitused to be and it's more ofa turns business. I wouldn't callit a
turns business, butit's — with those two bookends we've moved towardbeing moreofa turns business. So I guess
in Q4, I meanIexpectkind ofthe samethat we've seenover the past couple of quarters this year with regard to
howmuch ofthe revenueis goingto be generated onbacklog and how much is going to be booked, shifting
revenueinthe quarter. I'm not — so my goingon and on here, I'm sorry,butI meanI'm not seeing any different
trend or any big movement or changes with regardto thosesortsofmetrics.
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Theodore Joseph Moreau

Barrington Research Assocites, Inc.

Okay.Sounds good, and then during the preparedremarks you guys weretaking about the various partners. Could
yourate those as far aswhat youbelieve may be the mostcontributors to revenue growth over the, say 2015? And
thenInoticed Juniperwasn'tlisted onthat slide and I thought I sawa pressrelease about your interaction with
Juniper fairly recently. So could youprovide an update on Juniper?

Raymond P. Dolan

President, Chief Executive Officer & Director

Sure, Ted. This is Ray. Those three partners that we dealt with there, Genesys, Microsoft Lyncand BroadSoft,
BroadCloud, thosewere all, ifyou will application suites and what I was trying to describe there is the opportunity
for us strategically to embrace those strategies as they all drive, ifyou will, the transformation ofthe edge ofthe
networkin the access partofthe network, call centers as well as the enterprise and to a certain extent the small,
medium businessin ahosted environment for service providers.

Juniper would be more ofa core infrastructure player down the stackin Layer 3. And we maintain a vibrant
technology partnership with Juniper, but it wasn't as much a go to market strategy that's why we just didn't bring
them up in this call. But it remains a good strategy, asolid strategy;in effectis consistent with all ofthe higher
layer strategiesin all ofthose cases because Juniperserves all ofthose environments as well, all right?

So — and I wouldn't necessarily stack —rankthem. I do think the call centerenvironment in general is an
important category for us to penetrate, and penetrating one ofthe industryleadersis animportant datapoint for
us. We've moved beyond that. In factlast quarter we mentioned that we had penetrated —we had scored a call
center environmentoffshore, and that was not Genesys.

So just — I just use it as a large name so that you could understand the significance of our adoption into that space;
because SIPtrunking and call center developmentare running in parallel on global basis. The moveinto
BroadWorks and BroadCloud is a bigdeal for us on the service provider side and the interoperability between the
BroadCloud environment and the Microsoft Lync environment is another very important thing for us to help both
of those environments work in the multi-vendor marketplace that we have today.

So that's — I hope that'senough colorand background on that Ted. Do you haveany follow-upthat you wanted to
explore?

Theodore Joseph Moreau
Barrington Research Assocites, Inc.

No, thanks for the clarity on that. Appreciate it. Thankyou.

Raymond P. Dolan

President, Chief Executive Officer & Director

Sure. Thank you.

Operator: Our next question comes from the line of Paul Silverstein with Cowen. Go ahead.

Paul J. Silverstein

Cowen and Company

FACTSET: callstreet 12

1-877-FACTSET www.callstreet.com Copyright © 2001-2014 FactSet CallStreet, LLC



Sonus Networks, Inc. (sons) @ corrected Transcript
Q3 2014 Earnings Call 23-Oct-2014

Ray,Iapologizeifyou —hey, Ray, I apologize ifyou all gavethis during the call, butcanyou give usthe number of
Tier 1 serviceproviders for SBC. And I trust from the commentary it sounds like you now have DICs in this Asia-
Pacific Tier-1. Doesthat mean you now have two Tier-1s outofthe gate for Diameter or isit more than that? And I
have gotacouple offollow-ups.

Raymond P. Dolan

President, Chief Executive Officer & Director

Yeah, I thinkit's safe to say thatit'sthose two.I don't want to go beyond thatjust now, Paul. And then with regard
to — we quoted the entire...

Paul J. Silverstein
Cowen and Company

I heard that.

Raymond P. Dolan

President, Chief Executive Officer & Director

[indiscernible] (36:47), ifyou will. Yeah, and it was 22 of the top 50.

Paul J. Silverstein
Cowen and Company

So youhave22 ofthe top 50 for growth. Does that mean you got two for Diameter, then you have 20 or 22 ofthe
top 50 for SBC by definition?

Raymond P. Dolan

President, Chief Executive Officer & Director

Yes.

Paul J. Silverstein
Cowen and Company

Okay.And so make sure that'sin there. All right. And then interms ofyour revenue, putting aside the customer
number, canyou give us a split — and again I apologize ifyou did during the call, can you giveus a split between
enterpriseand service provideronthe SBC piece?

Raymond P. Dolan

President, Chief Executive Officer & Director

Sure. Ifyoulookat the —if welookat the product revenue, enterprise as a percentageoftotal process revenue is
like 24%. And if you only looked at it on the growth-related product side it's like 277 %.

Paul J. Silverstein
Cowen and Company

So its 27 % ofgrowth products?

Raymond P. Dolan

President, Chief Executive Officer & Director

Yeah, yeah.
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Paul J. Silverstein

Cowen and Company

Great. And then finally onthat —onthe73%comingout ofserviceprovider,canyou give us asplit or atleast a
rough splitbetween how much ofthat nowis Tier-1s versus non Tier-1s of that service providerpiece? I apologize,
there'sonelast question I've got.

Mark T. Greenquist
Chief Financial Officer

Approximate, it's at least three quarters Tier-1, I would say.

Raymond P. Dolan

President, Chief Executive Officer & Director

Well, and it's — yes, so it needs to be and definitely is pretty high, Paul, because —I meanyouhad a couple of10%
customers this quarterwho were verylarge, and so those two in and ofthemselves are going to be a significant
percentage ofthat.

Paul J. Silverstein

Cowen and Company

Got it. Andyou said that each of AT&T and Century were 17, so thosetwo were 34 and then the balance ofyour
Tier 1s was somewhere in the 40'ish, 45 percentage.

Mark T. Greenquist
Chief Financial Officer

Y eah [indiscernible] (38:45).

Raymond P. Dolan

President, Chief Executive Officer & Director

Yeah.

Paul J. Silverstein

Cowen and Company

Allright. Ray, one final question from me. Asyoulook forward in terms ofdriving your SBC revenuethereby
driving your total revenue, those 20, 22 Tier-1s that youre now in with SBC, how many ofthose have you —be
probably the, The Strategicor one or twoor threestrategicsuppliers as opposed to the old dayswhen I thinkwas
one-off projects.Isitnow most ofthose 20, 22, where you are eitherthe sole or one oftwo or three? Canyou give
us some sense for how many ofthose?

Raymond P. Dolan

President, Chief Executive Officer & Director

Yeah. Ifyouopenituptooneoftwo orthree Paul, I'd say it's the majority —the vast majority ofthem. We've
gottenvery strategic with the majority ofthose Tier-1s.The virtualization roadmap and our achievements to-date
onvirtualization hasbeen abigpart ofthat. The fact that in many cases we grew out ofthe gateway business into
an SBC architectureand protected them on their old TDM sites definitely has helped us. So alot of them got
comfortablewithuson9oo00 and have evolved into 5000,7000 customers. So that's — I would say we'rein a
really good position with them and its helping us.
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The fact that we grew out ofa peering application and now we are starting to proliferateinto access also helps
because youpeer with somebody else, and alot oftimes one peering side brings us anotherpeering side as that
market evolves. So, all of those I would say werein that bucket.

Paul J. Silverstein

Cowen and Company

And I trust, by definition that's reflected in the Tier-1 for 20, 22s you're SBC'ing. They are comingbackto you
again and again and again, right, otherwiseyou wouldn't be one on the strategics.

Raymond P. Dolan

President, Chief Executive Officer & Director

Yeah, someofthem we have just early —penetratedthem so I don't want to overstate my —again and again and
again or be misunderstood, butyes, I think we are very strategic with these Tier-1s around the world.

Paul J. Silverstein

Cowen and Company

And again, I'm goingto apologizefor thoseon the call. One last question.IfI took those 20 to 22 Tier-1s, how
many ofthose —to yourlast statement, how many ofthosehavebeen securedin the last handful of quarters?

Mark T. Greenquist
Chief Financial Officer

Well we said we had seveninthe last — we said we had seveninthe last five quartersI don'thavea number offthe
top of my head beyond those last five quarters. But that's 7 to 22, Paul; I hope that'senough to give you a sense of
[indiscernible] (41:15).

Paul J. Silverstein

Cowen and Company

No, no, that's fine. So, you've gone roughly in the last year from?7 to 22,isthat what you are saying?

Mark T. Greenquist
Chief Financial Officer

15to 22.

Paul J. Silverstein
Cowen and Company

15to 22, excuse me. Allright, I'll passiton. I appreciate it. Thanks guys.

Mark T. Greenquist
Chief Financial Officer

Thank you.

Operator: Our next question comes from the line of[ph] Steve Cohen with Provo Partners (41:32). Please go
ahead.
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Hi, a couple of questions; first, what was the head countas of quarter end?

Mark T. Greenquist
Chief Financial Officer

It was about 1,200 people.

1,200? Okay, great. Ray, morestrategically,you've made tremendous progress in building the indirect channel
and by my numbersit'sup — revenue is up, product revenue, morethan 50%year-on-year. By contrast the direct
revenues I haveisroughly flat year-on-year for the nine months ofthe year. Canyou talkalittle bit about what's
goingonthe direct sales, which I guessimplies sales intoservice providers and when we might anticipate some
accelerationin that business?

Raymond P. Dolan

President, Chief Executive Officer & Director

Sure, Steve. Probably the flat side ofthat business is most likely SBC growth and alittle decline on the gateway
side. So that side's actually drawn down because it was ex clusively —the gateway side was exclusively service
provider. So whenyoulookat the mathematics ofour top-line, ourservice provider sector is far more influenced
by thelegacy businesses trajectory than the enterprise, which is frankly a pure play because there was virtually no
gateway businessin the enterprise side, okay? So I would assume that as that math changes, it will see some
aggregate growth because it's seeing some growth on the growth side now. Makes sense?

Just a follow up.

Raymond P. Dolan

President, Chief Executive Officer & Director

Sorry.

Mark T. Greenquist
Chief Financial Officer

Okay.Yeah, go ahead please.

Just to followup onthatis then — if youlooked at the carrier business, exclusively the growthproducts, what kind
of year-on-yearrevenue growthwould I expectto see?

Mark T. Greenquist

Chief Financial Officer
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I don't have that numberhandy Steve. We may be able to come backto youonthat.I don'tknow —I haven't
brokenthatout per se.

Without getting quantitative, would you expectto see growth in that area?

Mark T. Greenquist
Chief Financial Officer

Oh, sure.

Consistent with how the market is growing 30 kind of percent?

Mark T. Greenquist
Chief Financial Officer

Yeah,it'sin parallel, becauseasyou said the gateway business trajectory on the product side is exclusively on the
service provider side. So, as it runs off, it's going to exposewhat's already a growth business on the service
provider side. So we can do the math for you, but I thinkyou can probably do it as well, because all you have to do
is burden the service providerside with the entire downward trajectory ofthe gateway business and let that start
to decline.

Great.

Mark T. Greenquist
Chief Financial Officer

But our service providerbusiness is growing in line with the market if not slightly above, asis our enterpriseside.

Throughboth channels?

Mark T. Greenquist
Chief Financial Officer

Throughboth the enterprise —yes, the enterprisethrough the channel and the service provider into the core
networks, yes.

Great. Thanks for the explanation.
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Mark T. Greenquist

Chief Financial Officer

Sure. I had also highlighted —we did onthe call — Steve, just for the purposes ofeveryone else that may or may
nothave made their early part ofthe call, the service providers as a channel is a very healthy strategy that's
playing out for us right now. We exposed one piece ofdata, which was AT&T. Business services as a channel was a
third oftheir total business which is why they popped to a10%customer, or one ofthe reasons why they popped
toa 10%customer again thisyear —this quarter.

We had another Western-European channel which is a service provider drive alarge multinational win in the Lync
environment for us. So as the service providers explore SIP trunking and get into that asahosted oran on -prem
solutionin either Lyncor otherenvironments like BroadCloud, that's a very healthy growth strategy for us as well.

Operator: And we do have one final question that comes from the line of Mike Latimore with Northland Capital
Markets. Please go ahead.

Mark T. Greenquist
Chief Financial Officer

Y eah, thanks alot.

Mike Latimore

Northland Capital Markets

Hello.Iam curious, onthe enterpriseside, has youroutlook for that segmentchanged at all; better, worse, same
as before?

Raymond P. Dolan

President, Chief Executive Officer & Director

Yeah, thisis Ray. Hi, Mike. I would say same as before; I thinkthe enterprise side is continuing to grow nicely.
The good news isit's starting to globalizedriven by multinationals. We commented at the front end of my
commentsthatthe U.S.isnowapproximately 20 % SIP trunking and that we're seeing good growth, certainly mid -
single digit penetrations in Asia-Pac and European region. So, we see some progress in [indiscernible] (46:20)
althoughit's early. Andifall of those trends continue, it could be in fact the beginning ofa hockey stick so to speak
in SIP trunking, and if that's the case the enterprise growth should take off quite nicely in 2015, 2016.

So the trends are in place; they may infact be accelerating, is how I would summarize where the enterpriseis.

Mike Latimore
Northland Capital Markets

And whenyoutalkaboutenterprise gaining, I thinkyousaid 24%of productrevenue. That does not includethe
sell-through in some ofthese telcos, right, where the telco's actually selling itinto the enterprise —that's excluded
from that, is that right?

Raymond P. Dolan

President, Chief Executive Officer & Director

That's correct; we score thatinto the service provider side.
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Mike Latimore
Northland Capital Markets

Allright. Okay. Do you knowroughly howmuch that would be in terms ofadditional enterprise revenue?

Raymond P. Dolan

President, Chief Executive Officer & Director

I'would say we carved outroughly three —it might be another $5million, max,oftotal revenue thatyou could
score bothinkind of a hybrid service provider/enterprise side,but we score it on the enterpriseside.

Mike Latimore
Northland Capital Markets

Okay. Thank you.

Raymond P. Dolan

President, Chief Executive Officer & Director

Oh! On this — I should say, on the service provider side. Sorry for the confusion.

Mike Latimore
Northland Capital Markets

Right, right. Yeah.

Raymond P. Dolan

President, Chief Executive Officer & Director

Okay . Thanks Mike.

Mike Latimore
Northland Capital Markets

Thanks.

Operator: And gentlemen, we do havea question that was just queued up by Dmitry Netis with William Blair.
Please go ahead sir.

Raymond P. Dolan

President, Chief Executive Officer & Director

Hi, Dmitry.

Dmitry G. Netis
William Blair & Co. LLC

Thanks for squeezing me in. T have a couple ones, so I'll go quickly through them, gentlemen. One is — I might
have missed it, but can you tell us what the SBC 7 000 revenue was this quarteras well as the Diameter revenue
this quarter, and then what are you baking in for the fourth quarter for those two product lines?

Mark T. Greenquist
Chief Financial Officer
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Y eah, so Dmitri, we had talked about the 7000 specifically last quarter because it was the — right out ofthe gate,
but I mean historically we haven't gone into product line details. So I'm not going to give you a specificnumber,
but whatI will tellyouisthatthe 7000 continued to perform really well. And certainly as welookat Q4 — and we
arelooking at the funnel and even aswelookoutinto Q1,and we arelooking at the funnel, we've gota very strong
— it lookslike very strong demand for the new product. So we are very happy with how that's progressing.

And thenwith regard to Diameter, again I don't want to talk specifically to product lines there, but we currently —
we had said basically back when we purchased PT, we thought Diameter would be pretty modest. This year, as we
did the product development that we wantedto do as — the original guidancelI thinkwas around $ 3 million and
that's where we remain with regard to guidance for Diameter for the year.

Dmitry G. Netis

William Blair & Co. LLC

Okay. Allright, thanks. And then asIlookinto your, kind ofthe commentmade on the enterprise side, which is
24% of your productrevenue, can you segment that further for us and maybe tell us what the Lync-related
revenueout ofthat segmentwould have been?

Mark T. Greenquist

Chief Financial Officer

So I don't have aspecific number for you, butit's very high. I mean the majority ofit would be driven by Lync
deployments.

Dmitry G. Netis
William Blair & Co. LLC

The majority ofthat 24%. Okay.

Mark T. Greenquist
Chief Financial Officer

Yeah.

Dmitry G. Netis

William Blair & Co. LLC

Okay.Andthena question on AT&T; howmuch — I know was a 10%customer this quarter. What are you
projecting for AT&T in the fourth quarter, given that it's such abig customer ofyours? So if you can provide some
commentary onthat that would be very helpful. And then with the fiscal 2015 —or calendar 2015 rather, what are
you thinking there on AT&T, kind of, are they kind ofsoft in the first half, pickup in the second half, or vice versa?
Can you give us some commentary ofhow AT&T supposedly will project out next year?

AndthenIdon't want to put the words in your mouth, but the $10 million product pushout you had last quarter,
canyougive ussortofyourexpectation? Is that still on track, has it pushed out further, is that still sort of what
youhavebeen expecting? Thankyou.

Mark T. Greenquist
Chief Financial Officer

Okay.I'm glad I was writing all those down. So let me take them one at a time. So withregard to AT&T and fourth
quarter, I mean actually on the last call, what we had said was frankly we didn't expect AT&T — or at least I didn't
expect AT&Twaseven goingtobea10%customerinthe second halfofthe year.So I was a little surprised in Q3
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when they popped up asthey did. And as Ray mentioned, a fairamount ofthat had to do with the strength ofthe
sell-through to enterprise.

So, I'm kind of backto where I wasin Q4. I'm not expecting a tremendous amount from them, but well have to
see with regard to any kind ofreselling business, what that does. Withregard to 2015,1 thinkyou are just asking
me to get way ahead of myselfwithregard to that,so I am going to defer that. And we'll comebackin February
and when we really talkabout annual guidance at that time and talkabout the trends that are impacting that, we'll
— I guesswe'll have more to say onthat. SoIdon't — again, I mean all I wanted — all we really wanted to say was,
with regard to Q1 when we look at that consensus out there, we are reasonably comfortable with what we see. And
as Ray said, we're committed to our10 and 10 model.

With regard to the order that we had talked about a quarter or two ago that pushed out, still think that that'sa
2015 event. Don't specifically havea specific quarter with regard to and think that's going to be and nor did we
everreally say what quarter we thought it was going to be in. I think people perhaps put some words in our
mouth, butI don't believe that we ever were calling the ball on that. So we still think that that will happenin 2015,
but notexactly sure in which quarter.

Dmitry G. Netis

William Blair & Co. LLC

Okay, I believe Ray did say it was going to be first halfI meanif I recall, but that was sort of — was just for the call
last quarter. But is that still sort oftracking within your expectations?

Raymond P. Dolan

President, Chief Executive Officer & Director

Yeah, we stillhavea great relationship with AT&T Dmitry, and we'll follow their spending pattern. So we feel
really good about the strategic projects that we are working on with them.

Dmitry G. Netis

William Blair & Co. LLC

Okay. The last question ifI may. On the network equipment manufacturer partnership front, ifyou could
comment Ray,what are you seeing sort oflot of potential clients with the Ericssons, Nokias, Alcatels ofthe world
that they are going through those major sort ofarchitectural deals. Are you working closely with them? Areyou
tryingto sort ofcollaborate on projects? I mean, give us a state ofthe market there or the industry there. Thank
you.

Raymond P. Dolan

President, Chief Executive Officer & Director

Sure. So with regard to all ofthose partners, our principal goalis to follow the direction of what our core
customers want, principally the Tier-1s. Many ofthoseplayers supply into those Tier-1s with both old and new
architectures. And we've been partners with many ofthem in the past and will continue to be partners with them
in the future. ButI don't have anything specific on this call to refer to, Dmitry. We'll just continue to workon it.
Okay ?

Dmitry G. Netis
William Blair & Co. LLC

Very good. Thankyou.
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Operator: And there are no further questions at thistime. I turnthe call overbackto you, Sir.

Raymond P. Dolan

President, Chief Executive Officer & Director

Thank youvery much. I'llbe briefin my closing remarks. I knowalot ofyouneed to moveonto the market open
whichisimminent. Thankyouvery much onbehalfofall my colleagues at Sonus for your support outinthe
marketplace, getting ourword out. I'm really pleased with our progress. Ilo ok forward to sharing the results for
our fourth quarter with you when we close that.

I appreciateyourparticipation today. We've done our bestto giveyou atransparentview into what we see out
there and to be as conservative as we thinkit's appropriate to be with regard to outlook going forward. So thanks a
lot. We look forward to meeting many ofyou in the marketplace over the weeks ahead. Have a great day.

Operator: Ladies and gentlemen, that does conclude the conference call for today. We thank you for your
participation and askthat you pleasedisconnect your line. Have a great day everyone.
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