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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended March 26, 2011
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number: 001-33486

Infinera Corporation

(Exact name of registrant as specified in its chaet)

Delaware 77-05604332
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)

169 Java Drive
Sunnyvale, CA 94089

(Address of principal executive offices, includingip code)

(408) 572-5200

(Registrant’s telephone number, including area code

Indicate by checkmark whether the registrant (¥)filad all reports required to be filed by Sectidhor 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requaodile such reports), and (2) has been
subject to such filing requirements for the pastiags. Yes[X] No O

Indicate by check mark whether the registrant liésnstted electronically and posted on its corpo¥atb site, if any, every Interactive
Data File required to be submitted and posted pumtsto Rule 405 of Regulation S-T (8232.405 of tiapter) during the preceding 12 months
(or for such shorter period that the registrant veagiired to submit and post such files). YEb No OO

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, @-accelerated filer, or a smaller reporting

company. See definition of “accelerated filer, Bagcelerated filer and smaller reporting companyRule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filel] Accelerated filer Non-accelerated filer J Smaller reporting company
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Exgje Act). Yes[O No
As of April 28, 2011, 104,543,311 shares of thastegnt’'s Common Stock, $0.001 par value, weregdsand outstanding.
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PART I|. FINANCIAL INFORMATION
ltem 1. Condensed Consolidated Financial Stateme

INFINERA CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except par values)
(Unaudited)

ASSETS

Current assett
Cash and cash equivalel
Shor-term investment
Shor-term restricted cas
Accounts receivabl
Other receivable
Inventories, ne
Deferred inventory cos!
Prepaid expenses and other current a:

Total current asse

Property, plant and equipment, |
Deferred inventory costs, n-current
Long-term investment
Cos-method investmer

Long-term restricted cas

Deferred tax asst

Other norcurrent assel

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:

Accounts payabl

Accrued expense

Accrued compensation and related bent

Accrued warrant

Deferred revenu

Deferred tax liability

Total current liabilities

Accrued warranty, nc-current
Deferred revenue, n-current
Other lon¢-term liabilities

Commitments and contingencies (Note

Stockholder equity:
Preferred stock, $0.001 par va
Authorized share- 25,000 and no shares issued and outstar
Common stock, $0.001 par val
Authorized share- 500,000 as of March 26, 2011 and December 25,
Issued and outstanding sha— 104,042 as of March 26, 2011 and 102,492 as of Dbee 25, 201(
Additional paic-in capital
Accumulated other comprehensive |
Accumulated defici
Total stockholder equity

Total liabilities and stockholde’ equity

The accompanying notes are an integral part oktheadensed consolidated financial statements.

3

March 26, December 25
2011 2010
$ 111,35: $ 113,64¢
163,85( 168,01:
1,69( 1,85¢
60,92 75,93:
1,82¢ 4,42(
78,33! 81,89:
5,731 6,71t
12,95¢ 9,11¢
436,67 461,59
56,43 51,74(
3,68¢ 2,517
7,891 9,95:
4,50( 4,50(
2,33¢ 2,23t
8,982 11,88:
5,831 7,10¢
$ 526,33: $ 551,52!
$ 28,01t $ 35,65¢
18,35: 19,79(
11,96¢ 25,09¢
4,671 5,69¢
22,53¢ 21,95¢
8,982 11,88:
94,531 120,08:
5,48: 5,72¢
4,04( 4,63
10,13¢ 10,33¢

104 10z

834,68 817,20(
(962) (1,267)

(421,68() (405,29:)

412,14( 410,74

$ 526,33 $ 551,52!
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INFINERA CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)
(Unaudited)

Revenue
Product
Ratable product and related support and sen
Services

Total revenue

Cost of revenue
Cost of produc
Cost of ratable product and related support andcses
Cost of service
Restructuring credit related to cost of reve
Total cost of revenu

Gross profil

Operating expense
Research and developmt
Sales and marketir
General and administrati
Restructuring and other co¢

Total operating expens:

Loss from operation

Other income (expense), n
Interest incomt
Other gain (loss), n¢
Total other income (expense), |

Loss before income tax
Provision for (benefit from) income tax
Net loss

Net loss per common share, basic and dil

Weighted average shares used in computing basidiardd net loss per common sh

The accompanying notes are an integral part oktheadensed consolidated financial statements.

Three Months Ended

March 26,

2011

$ 8252¢
922

9,44(
92,89(

46,61¢
38¢
3,14

50,14¢
42,74

31,30¢
13,93¢
13,50¢

58,75:
(16,009)

312
(411)
(99)

(16,109
28¢€

$ (16,399

$  (0.16
103,42¢

March 27,

2010

$ 86,161
1,61¢
7,97¢

95,76(

55,44(
75E
2,54:

(93)
58,64

37,11¢

28,48
13,03}
15,73%

161
57,41¢

(20,30:)

48¢

(316
16¢

(20,139
(142)
$ (19.99)

$  (0.2))
97,27¢
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INFINERA CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)
Three Months Ended
March 26, March 27,
2011 2010
Cash Flows from Operating Activitie
Net loss $ (16,399 $ (19,99)
Adjustments to reconcile net loss to net cash piexviby (used in) operating activiti¢
Depreciation and amortizatic 4,21F 3,98:
Amortization of premium on investmer 987 54C
Stock-based compensation expel 12,36¢ 12,91(
Unrealized loss on Put Rigk — 2,104
Unrealized holding gain for trading securit — (2,109
Non-cash tax benef (78) (270
Loss (gain) on disposal of ass (104) 6C
Other gair (19 (25)
Changes in assets and liabiliti
Accounts receivabl 18,89" 11,02¢
Inventories, ne 3,98¢ (3,209
Prepaid expenses and other current a: (3,357) (70¢)
Deferred inventory cos! (27€) (1,555
Other nor-current assei 4,48: 1,627
Accounts payabl (8,750 2,62¢
Accrued liabilities and other expens (15,52¢) (6,502
Deferred revenu (16) 2,25¢
Accrued warrant (1,262) (489)
Net cash provided by (used in) operating activi (859 2,27
Cash Flows from Investing Activitie
Purchase of availat-for-sale investment (107,049 (75,65¢)
Proceeds from sale of availa-for-sale investment 3,03t —
Proceeds from maturities and calls of investm 109,41¢ 68,59¢
Proceeds from disposal of ass 104 85
Purchase of property and equipm (10,602) (4,692)
Advance to secure manufacturing capa (1,500 —
Reimbursement of manufacturing capacity advz 75 —
Change in restricted ca 68 99
Net cash used in investing activiti (6,457 (11,56¢)
Cash Flows from Financing Activitie
Proceeds from issuance of common si 4,90¢ 4,397
Repurchase of common sta — 2
Payments for purchase of assets under financiaggemen (87) (87)
Net cash provided by financing activiti 4,82 4,30¢
Effect of exchange rate changes on ¢ 18¢ (62)
Net change in cash and cash equival (2,297) (5,042
Cash and cash equivalents at beginning of pe 113,64¢ 109,85¢
Cash and cash equivalents at end of pe $ 111,35. $ 104,81
Supplemental disclosures of cash flow information
Cash paid for income tax $ 442 $ 33t

The accompanying notes are an integral part oktheadensed consolidated financial statements.
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INFINERA CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

1. Basis of Presentation

Infinera Corporation (“Infinera” or the “Companypyepared its interim condensed consolidated firmstatements that accompany tr
notes in conformity with U.S. generally acceptedoamting principles (“U.S. GAAP”) and pursuant ke trules and regulations of the U.S.
Securities and Exchange Commission (the “SEC”)sistent in all material respects with those appiiethe Company’s Annual Report on
Form 10-K for the fiscal year ended December 23,020

The Company has made estimates and judgmentsiafféoe amounts reported in its condensed congelidénancial statements and
accompanying notes. The Company’s actual resulisdiffer materially from these estimates. The actting estimates that require most
significant, difficult, and subjective judgment inde revenue recognition, stock-based compensativentory valuation, allowance for
doubtful accounts, accrued warranty, cash equitslshort-term and long-term investments, fair gaheasurement of investments, other-than
temporary impairments and accounting for incomesax

The interim financial information is unaudited, beflects all normal adjustments that are, in managnt’s opinion, necessary to provide
a fair statement of results for the interim peripdssented. The Company reclassified certain arsaepbrted in previous periods to conform
to the current presentation. This interim inforraatshould be read in conjunction with the consadiddinancial statements in the Company’s
Annual Report on Form 10-K for the fiscal year em@ecember 25, 2010.

2. Significant Accounting Policies

There have been no material changes in the Comgaignificant accounting policies for the three tharended March 26, 2011 as
compared to those disclosed in the Company’s AnReglort on Form 10-K for the fiscal year ended Deloer 25, 2010.

3. Fair Value Measurements and Other-Than-Temporarympairments (“OTTI")
Fair Value Measurements

Pursuant to the accounting guidance for fair vahgasurements and its subsequent updates, fair igadiedined as the price that would
received from selling an asset or paid to transfiégbility in an orderly transaction between mansarticipants at the measurement date. When
determining the fair value measurements for agseldiabilities required or permitted to be recata@ fair value, the Company considers the
principal or most advantageous market in whichatild transact and it considers assumptions thakehaarticipants would use when pricing
the asset or liability.

Valuation techniques used by the Company are based observable and unobservable inputs. Obserealntearket inputs reflect
market data obtained from independent sourcesewinibbservable inputs reflect the Company’s assompabout market participant
assumptions based on best information availablee@fable inputs are the preferred source of valllesse two types of inputs create the
following fair value hierarchy:

Level1 - Quoted prices in active markets for identical assetiabilities.

Level 2z - Quoted prices for similar instruments in active kets, quoted prices for identical or similar ingtents
in markets that are not active, and mobated valuation techniques for which all signiftcassumption
are observable in the market or can be corrobotateibservable market data for substantially thie fu
term of the assets or liabilitie

Level = -  Prices or valuations that require management inghatisare both significant to the fair value
measurement and unobserval

The Company measures its cash equivalents, derviatstruments and debt securities at fair valubdassifies its securities in
accordance with the fair value hierarchy. The Comypsamoney market funds are classified within LeV@f the fair value hierarchy and are
valued based on quoted prices in active marketglértical securities.

The Company classifies its certificates of depasitnmercial paper, corporate bonds and derivatisguments within Level 2 of the fair
value hierarchy as follows:



Table of Contents

INFINERA CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

Certificates of Deposit

The Company reviews market pricing and other oled#evmarket inputs for the same or similar se@sitibtained from a number of
industry standard data providers. In the eventdheinsaction is observed for the same or siraéaurity in the marketplace, the price on that
transaction reflects the market price and fair @aa that day. In the absence of any observablkahtaansactions for a particular security, the
fair market value at period end would be equahtpar value. These inputs represent quoted piacesmilar assets or these inputs have been
derived from observable market data, and resulierclassification of these securities as Level the fair value hierarchy.

Commercial Paper

The Company reviews market pricing and other otzdg@evmarket inputs for the same or similar se@sitibtained from a number of
industry standard data providers. In the eventdhehnsaction is observed for the same or siraéaurity in the marketplace, the price on that
transaction reflects the market price and fair @aln that day and then follows a revised accretabredule to determine the fair market valu
period end. In the absence of any observable madtactions for a particular security, the faarket value at period end is derived by
accreting from the last observable market priceesEhinputs represent quoted prices for similarntassghese inputs have been derived from
observable market data accreted mathematicallgitogmd result in the classification of these séiegras Level 2 of the fair value hierarchy.

Corporate Bonds

The Company reviews trading activity and pricingdach of the corporate bond securities in itsfpliotas of the measurement date and
determines if pricing data of sufficient frequeranyd volume in an active market exists in ordermopsrt Level 1 classification of these
securities. Since sufficient quoted pricing forrileal securities is not available, the Companyaotst market pricing and other observable
market inputs for similar securities from a numbgindustry standard data providers. In instanckere multiple prices exist for similar
securities, these prices are used as inputs idist@bution-curve to determine the fair marketueaht period end. As a result, the Company
classifies its corporate bonds as Level 2 of tirevidue hierarchy.

Foreign Currency Exchange Forward Contra

As discussed in Note 5, “Derivative Instruments,thie Notes to Condensed Consolidated Financi&i@ents, the Company mainly
holds non-speculative foreign exchange forward remts to hedge certain foreign currency exchangesxes. The Company estimates the
fair values of derivatives based on quoted markieep or pricing models using current market rafésere applicable, these models project
future cash flows and discount the future amoumts present value using market-based observahlgsinpcluding interest rate curves, credit
risk, foreign exchange rates, and forward and ppoes for currencies. As a result, the Compangsifies its derivative instruments as Level 2
of the fair value hierarchy.

The Company classifies its auction rate secur(ti@RS”) within Level 3 of the fair value hierarchy.

The Companys ARS are classified within Level 3 because theyatued, in part, by using inputs that are unoks#e in the market ar
are significant to the valuation. Uncertaintieshia credit markets have affected all of the Compa@RS and auctions for these securities |
failed to settle on their respective settlemengslaln light of these developments, to determieefair value for the Company’s ARS, the
Company used a combination of the market approadtircome approach. The market approach uses giieised on transactions in an
inactive secondary market for similar or comparageurities. In addition, the Company performeaws discounted cash flow analysis.
Management determined that it was most approptged@lue the ARS using the market approach andwecapproach equally given the facts
and circumstances as of March 26, 2011, and ther@foorporated both valuations in the Companyiisalue measurement.

The significant unobservable inputs and assumptisesl in the discounted cash flow model to detezrttie fair value of the Company’s
ARS, as of March 26, 2011, are as follows:

. Contractual cash floy

The model assumed that the principal amount owvalae for these securities will be repaid at thé ehthe estimated workout
period. In addition, future interest payments westmated as described in each individual prosgesnd based on the then-current
U.S. Treasury Bill rate adjusted for a failed aoetpremium of 150 basis points (“bps”) for A3 rassturities and 150 bps to 350
bps for AAA rated securities.
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INFINERA CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

. ARS discount rat

The model incorporated a discount rate equal testimate of the LIBOR rates commensurate with #tenated workout period of
the securities. As of the measurement date, ttaes were then adjusted by a factor that ranged #80 bps to 370 bps,
representing an estimate of the market studentdpesad and a discount factor to reflect the lddiqaidity and credit risk
associated with these securities. As of March 2&12the Company held $5.0 million (par value) éfMrated securities and $3.7
million (par value) of A3 rated securities. The Qmany’s ARS are mostly collateralized by studenhkguaranteed by the U.S.
government under the Federal Family Education LP@ogram. The discount rate does, however, includis@unt factor to reflect
the issuer’s credit risk and its potential inagitid perform its obligations under the terms of RS agreements. The Company’s
valuation analysis indicates that the estimateditrisk element included in the discount rate ®&8 bps for A3 rated securities
and 300 bps for AAA rated securities.

. Estimated maturit

The Company estimated the workout period of its ARS$he weighted-average life of the underlyingtttoan portfolio where this
information was available from servicing and ottvast reports. In a small number of instances witgigeinformation was not
available, the Company used the weighted-averégefithe loan portfolio of a similar trust. Thetiegated time to maturity of the
securities as of the measurement date was 15.% gedrl7.4 years.

The following tables represent the Company'’s falue hierarchy for its assets and liabilities meaguat fair value on a recurring basis
(in thousands):

As of March 26, 2011 As of December 25, 201
Fair Value Measured Using Fair Value Measured Using
Level 1 Level 2 Level 3 Total Level 1 Level 2 Level 3 Total
Assets
Money market fund $ 41,028 $ — $ — $ 41028 $370( $ — $ — $ 37,0U
Certificates of depos — 24C — 24C — 24C — 24C
Commercial pape — 68,40: — 68,40: — 82,41 — 82,41¢
Corporate bond — 101,78: — 101,78: — 90,62( — 90,62(
ARS — — 7,891 7,891 — — 7,79C 7,79C
Foreign currency exchange forwe
contracts — 49 — 49 — 302 — 303
Total asset $ 41,028 ¢ 170,47 $ 7,897 $ 219,39¢ $ 37,01 $17357¢ $ 7,79C $218,37¢
Liabilities
Foreign currency exchange forward
contracts $ — 3 86 $ — ¢ 86 $ — 3 74 $ — 3 74
Total liabilities $ — 3 86 $ — $ 86 $ — 3 74 $ — 3 74

During the three months ended March 26, 2011, tivere no transfers of assets or liabilities betwleewvel 1 and Level 2 and there were
no transfers into or out of Level 3 financial assd@the following tables present a reconciliatioralbfassets and liabilities measured at fair value
on a recurring basis using significant unobservélbdeel 3) inputs (in thousands):

Three Months Ended

December 2E Total Net Gains March 26,
Included in Other
2010 Comprehensive Los Calls 2011

ARS - availablefor-sale $ 7,79 $ 23t $ (128)@ $ 7,89

@ Amount represents the change in the noadit loss related OTTI recorded in Accumulatdeeotcomprehensive loss in the accompan

condensed consolidated balance shi
Amount represents the fair market value of the sées called. Realized gains on these calls fertttree months ended March 26, 2011
were immaterial

(@)
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INFINERA CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

Three Months Ended
Total Net Gains (Losses) Included Ir
Other Comprehensive

December Other Income March 27,

26, 2009 (Expense), Ne Loss Calls 2010
ARS - availablefor-sale $ 7,671 $ — $ 5043 $ (154 $ 8,021
ARS - trading securitie 49,91 2,104 — (4,443@ 47,57.
Put Rights 10,86« (2,109 @ — (1,007@ 7,75¢
Total $ 68,44¢ $ — $ 504 $ (5,604 $ 63,34¢

(@)

(@)

®

4)

Unrealized holding gains for ARS trading securitiege included in Other gain (loss), net in theomgpanying condensed consolidated
statements of operatior

Amount represents the decrease in fair value oPtiteRights recorded as Other gain (loss), ndteraccompanying condensed
consolidated statements of operatic

Amount represents the change in the-credit loss related to OTTI recorded in Accumulatéiter comprehensive loss in
accompanying condensed consolidated balance s

Amount represents the fair market value of the stes called and the related Put Rights. Realga&ids on these calls for the thi
months ended March 27, 2010 were immate

Investments at fair value were as follows (in themds):

March 26, 2011

Gross Gross
Adjusted Non- Unrealized Unrealized
Amortized credit
Cost OTTI Gains Losses Fair Value

Money market fund $  41,02¢ $ — $ — $ — $ 41,02t
Certificates of depos 24C — — — 24C
Commercial pape 68,40 — 7 8 68,40:
Corporate bond 101,85 — 15 (93 101,78
ARS 7,762 (59) 19¢ — 7,891

Total availabl-for-sale investment $ 219,29 $ (58 $ 21t $ (10) $ 219,34

December 25, 2010
Gross Gross
Adjusted Non-credit Unrealized Unrealized
Amortized
Cost OTTI Gains Losses Fair Value

Money market fund $ 37,0U( $ — $ — $ — $  37,01(
Certificates of depos 24C — — — 24C
Commercial pape 82,42¢ — 4 17 82,41
Corporate bond 90,64« — 8 (32 90,62(
ARS 7,89 (2093 — — 7,79(@

Total availabl-for-sale investment $ 218,21 $ (109) $ 12 $ (49 $ 218,07

(€3]

@)

Amount represents the par value less $1.0 millioeredit-related OTTI recognized through earnings in prieang.
Amount reflects investments in a continuous losstfm for twelve months or longe

As of March 26, 2011, the Company'’s availablegate investments in certificates of deposit, conumaépaper and corporate bonds h

a contractual maturity term of up to approximatehe year, and ARS have contractual maturity teringpdo 34.7 years. Proceeds from
maturities and calls of available-for-sale investisevere $109.4 million and $68.6 million in theed months ended March 26, 2011 and
March 27, 2010, respectively. Gross realized gdosses) on short-term and long-term investmentg\ematerial for these periods. The
specific identification method is used to accoumtdgfains and losses on available-for-sale investsen

9
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INFINERA CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

Other-Than-Temporary Impairments

As of March 26, 2011, the Company held $8.7 milljpar value) of available-for-sale ARS with twousss, one of which is AAA rated
and the other of which is A3 rated. During the setquarter of 2009, the Company determined thditiinot intend to sell these securities and
did not believe that it was more likely than natttit would be required to sell the securities bef@covery of their par value. However, given
that the present value of the expected cash flowthEse securities was below their par valuefdsime 27, 2009, an initial OTTI of $2.7
million, equal to the difference between the failue and the amortized cost basis, had occurrad 0 HT| write-down was separated into an
amount representing credit loss, which is recoghae Other gain (loss), net in the Compargondensed consolidated statements of opere
and an amount related to all other factors, whickecorded in Accumulated other comprehensiveitoiee Companys condensed consolida
balance sheets. In determining if a credit lossdwmlirred, the Company isolated the credit losstedlportion of the discount rate used to
derive the fair market value of the securities apglied this to the expected cash flows in ordefei®rmine the portion of the OTTI that was
credit loss related. This credit loss related portif the discount rate is based on the finan@abiion of the issuer, rating agency credit
ratings for the security and credit related yigddesds on similar securities offered by the samsigeis

These ARS had a net increase in fair value of 80lBn for the three months ended March 26, 200His change was recognized in
Accumulated other comprehensive loss in the Comparondensed consolidated balance sheets. The Coynadidinot recognize any
additional OTTI credit loss on any of its secustaiuring the three months ended March 26, 2011inDuhe three months ended March 26,
2011, $0.2 million of these ARS were called atyslue.

A roll-forward of amortized cost, cumulative OTHaognized in earnings and Accumulated other congmste loss is as follows (in
thousands):

OTTI Loss in
Accumulated Accumulated
Cumulative Other Other
Amortized Unrealized Comprehensive Comprehensive
OTTlin

Cost Earnings Gain Loss Income (Loss)
Balance at December 25, 20 $ 7,89: $ (958 $ 1,28¢ $ (1,389 $ (209)
Unrealized gait — — 23t — 23t
Call on investment (137) 19 (16) 19 3
Balance at March 26, 20: $ 7,762 $ (939 $ 1,50 $ (1,370 $ 13t

The Company believes that the credit risk assatiaith its available-for-sale ARS could change digantly in the future based on
market conditions and continued uncertainties énfihancial markets. The ARS student loan crediéag may be subject to significant
volatility and it is difficult to predict future @ictuations. A 10% deterioration in the ARS studeah credit spread would result in an increas
$0.2 million in the credit loss related portiontbé OTTI for the first quarter of 2011.

4. Cost-method Investment

In May 2010, the Company invested $4.5 million iprivately-held company. This investment is accedrfor as a codtasis investmen
as the Company owns less than 20% of the votingries and does not have the ability to exercigriicant influence over operating and
financial policies of the entity. The Company’s@stment is in an entity that is not publicly traded, therefore, no established market for the
securities exists. The Company’s cost-method imvest is carried at historical cost in its condenseukolidated financial statements and
measured at fair value on a nonrecurring basthelfCompany believes that the carrying value ottty basis investment is in excess of
estimated fair value, the Company’s policy is toorel an impairment charge in Other income (expems)in the accompanying condensed
consolidated statements of operations to adjustdieying value to estimated fair value, when theairment is deemed other-than-
temporary. The Company regularly evaluates theywagivalue of this cost-method investment for inmpeént. As of March 26, 2011, no event
had occurred that would adversely affect the cagyialue of this investment. The Company did nobre any impairment charges for this
cost-method investment during the first quarte2@f1.

10
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INFINERA CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S — (Continued)

5. Derivative Instruments
Foreign Currency Exchange Forward Contracts

The Company enters into foreign currency exchangedrd contracts to manage its exposure to fluminatin foreign exchange rates |
arise primarily from its Euro denominated receiegblGains and losses on these contracts are inkémdéfset the impact of foreign exchange
rate changes on the underlying foreign currencydenated accounts receivables, and therefore, tisuigect the Company to material
balance sheet risk. The forward contracts are ovith highquality institution and the Company consistentlymitars the creditworthiness of t
counterparty. The forward contracts entered inténduthe first quarter of 2011 were denominate&imos and typically had maturities of no
more than 30 days. The contracts were settled f6r dbllars at maturity at rates agreed to at itioepf the contracts. As of March 26, 2011,
the Company did not designate foreign currency amgk forward contracts related to Euro denominggedivables as hedges for accounting
purposes, and accordingly changes in the fair valukese instruments are included in Other gaisd)), net in the accompanying condensed
consolidated statements of operations. For thethmenths ended March 26, 2011 and March 27, 20&(Qeforetax effect of foreign currenc
exchange forward contracts for Euro denominateeivables not designated as hedging instrumentsaMass of $1.5 million and a gain of
$0.9 million, respectively, included in Other gdlioss), net in the condensed consolidated stateafergerations.

The Company also enters into foreign currency exghdorward contracts to hedge exposures relatéatecasted sales denominated in
Euro. Prior to December 25, 2010, these contraete wesignated as cash flow hedges, however, tip&uy ceased hedge accounting
prospectively at the end of fiscal 2010 becausei no longer probable that the original forecagt@asactions would occur within two mon
of the originally specified transaction dates.Ha first quarter of 2011, the Company recognizéabsa of $0.3 million in Other gain (loss), net,
from the change of fair value on the related opamtracts.

The fair value of derivative instruments in the G@my’s condensed consolidated balance sheets wabioags (in thousands):

As of March 26, 2011 As of December 25, 201
Prepaid Prepaid
Expenses and Expenses and
Other Current Other Other Current Other
Gross Accrued Gross Accrued
Notional (1) Assets Liabilities Notional (1) Assets Liabilities
Derivatives not designated
hedging instrument:
Foreign currency exchan
forward contract: $ 16,69¢ $ 49 $ 86 $ 26,36¢ $ 30z $ 74

@ Represents the face amounts of forward contraatsttbre outstanding as of the period no
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6. Balance Sheet Details
The following table provides details of selectethhae sheet items (in thousands):

December 2&

March 26,
2011 2010
Inventories, net:
Raw material $ 20,13( $ 23,10¢
Work in proces! 17,152 14,79¢
Finished good® 41,04¢ 43,99:
Total inventories, ne $ 78,33 $ 81,89!
Property, plant and equipment, net:
Computer hardwar $ 7,95 $ 7,59¢
Computer softwar 7,08z 6,52:
Laboratory and manufacturing equipm 96,73: 92,47
Furniture and fixture 1,072 711
Leasehold improvemen 25,01( 22,54¢
Subtotal $137,84¢ $ 129,85t¢
Less accumulated depreciation and amortize (81,419 (78,116
Total property, plant and equipment, $ 56,43 $ 51,74
Accrued expenses
Loss contingency related to r-cancelable purchase commitme $ 3,16( $ 1,421
Taxes payabl 2,34¢ 2,04:
Royalties 1,08¢ 1,54¢
Accrued rebate and customer prepay liab 4,14( 3,87
Leasehold improvements accri 771 3,68¢
Other accrued expens 6,84 7,21F
Total accrued expens $ 18,35: $ 19,79(

@ Included in finished goods inventory at March 2612 and December 25, 2010 were $2.5 million an@ 88llion, respectively, o

inventory at customer locations for which produmteptance had not occurre

7. Comprehensive Loss

Total comprehensive loss consists of other commisitie loss and net loss. Other comprehensive hedgdes certain changes in equity
that are excluded from net loss. Specifically, clative foreign currency translation adjustments ancealized holding gains and losses on
available-for-sale investments are included in Awcalated other comprehensive loss in the condensesbtidated balance sheets.

The components of Accumulated other comprehenss®dre as follows (in thousands):

March 26, December 25
2011 2010
Accumulated net unrealized loss on foreign currenayslation adjustmel $ (309 $ (490
Accumulated unrealized n-credit related oth-thar-temporary impairment losses on availi-for-sale

investment: (58) (103)
Accumulated unrealized holding loss on all othezilable-for-sale investment (79) (37)

Accumulated unrealized gain on auction rate sees 19¢ —
Accumulated tax effect on items related to avaé-for-sale investment (710 (637)
Total accumulated other comprehensive $ (962) $ (1,26))
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The following table reconciles net loss to compredinee loss (in thousands):

Three Months Ended

March 26, March 27,
2011 2010

Net loss $(16,399)  $(19,99))
Change in foreign currency translation gain (lc 182 8C
Accumulated unrealized gain on cash flow hec — 242
Change in unrealized n-credit related oth~thar-temporary impairment losses on avail-for-sale investmenti 45 52t
Change in unrealized gain (loss) on all other atxéé-for-sale investment (42 (90

Change in unrealized gain on auction rate secs 19¢ —
Change in tax effect related to availe-for-sale investment (79 (270
Total comprehensive lo: $(16,09%)  $(19,509)

8. Basic and Diluted Net Loss Per Common Share

Basic net loss per common share is computed bylidiyinet loss by the weighted average number dedesommon shares outstanding
during the period. Diluted net loss per common st&computed using net loss and the weighted gearamber of common shares
outstanding plus potentially dilutive common sharetstanding during the period. Potentially dilete@ommon shares include the assumed
exercise of outstanding stock options, assumedngest outstanding restricted stock units (“RSUaiid performance stock units (“PSUSs”),
assumed exercise of outstanding warrants, and @ssissuance of stock under the employee stock psecplan (“ESPP”) using the treasury
stock method.

The following table sets forth the computation ef toss per basic and diluted share (in thousandgpt per share amounts):

Three Months Ended

March 26, March 27,
2011 2010

Numerator:
Net loss $(16,39¢) $(19,99))
Denominator:
Basic weighted average common shares outstal 103,42¢ 97,27¢
Effect of dilutive securities

Employee equity plan — —

Warrants to purchase common st — —
Diluted weighted average common shares outstar 103,42¢ 97,27¢
Net loss per common sh—basic and dilute: $ (0.1 $ (0.2

The Company had the following equity awards outditagnthat could potentially dilute basic net logs pommon share in the future, but
were excluded from the computation of diluted lpescommon share in the periods presented asdfieat would have been anti-dilutive (in
thousands):

As of
March 26, March 27,
2011 2010

Stock options 9,77 10,99:
RSUs 7,99¢ 5,94«
PSUs 2,682 3,304
ESPF 632 591
Warrants to purchase common st 124 124
Total 21,21 20,95¢
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9. Stockholders’ Equity
Equity Incentive Plans

As of March 26, 2011, there were a total of 5.6ioril shares available for grant under the Compa29®&7 Equity Incentive Plan. The
following tables summarize the Company’s equity @lactivity and related information (in thousanelscept per share data):

Weighted-
Average Aggregate
Number of Exercise
Price Intrinsic
Options Per Share Value
Outstanding at December 25, 201 7,81¢ $ 6.52 $30,92¢
Options grante 2,17( $ 8.3¢
Options exercise (18%) $ b5.5¢ $ 70t
Options cancele (25 % 11.7¢
Outstanding at March 26, 2011 9,77 $ 6.94 $16,94!
Vested and expected to vi 9,66( $16,90:
Weighted-
Average
Grant Date Aggregate
Number of
Restricted Fair Value Intrinsic
Stock Units Per Share Value
Outstanding at December 25, 201 6,78 $ 9.0¢ $69,927
RSUs grante: 2,031 $ 8.3¢
RSUs release (76%) $ 8.3¢€ $ 6,37¢
RSUs cancele (52 $ 937
Outstanding at March 26, 2011 7,99¢ $ 8.9¢ $66,86:
Expected to releas 7,48¢ $62,56:
Weighted-
Average
Number of Grant Date Aggregate
Performance
Fair Value Intrinsic
Stock Units Per Share __Value _
Outstanding at December 25, 201 2,68: $ 10.51 $27,66(
PSUs grante — $ —
PSUs release — $ — $ —
PSUs cancele — $ —
Outstanding at March 26, 2011 2,68 $ 10.51 $22,42¢
Expected to ves 2,59: $21,68!

The aggregate intrinsic value of unexercised ogtionreleased RSUs and unreleased PSUs is cattaktee difference between the
closing price of the Company’s common stock of $&8March 25, 2011 and the exercise prices ofittteerlying equity awards. The
aggregate intrinsic value of the options which hbgen exercised and RSUs released is calculatibe afference between the fair market
value of the common stock at the date of exeraiselease and the exercise price of the underlgmgty awards.

Employee Stock Options

During the first quarter of 2011, the Company gedmptions to employees to purchase an aggreg&t@ afillion shares of common
stock at a weightedverage exercise price of $8.38 per share. Opgarsted during this period have exercise pricesiemuthe closing mark
prices of the Company’s common stock on the déieset options were granted. The weighted-averagaimérg contractual term of options
exercisable was 6.3 years as of March 26, 2011.rAration of stock-based compensation for
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the three months ended March 26, 2011 and MarcB@IQ was approximately $3.2 million and $3.9 railli respectively, net of estimated
forfeitures.

As of March 26, 2011, the total stock-based comatms cost related to options granted but not yedrtized was $20.4 million, net of
estimated forfeitures of $0.7 million. These casiltbe amortized on a straight-line basis overeighted-average period of approximately 2.1
years. Total fair value of stock options granteé@rtployees and members of the board of directatsvibsted during the three months en
March 26, 2011 was approximately $2.7 million basadhe grant date fair value.

In accordance with the Company’s 2007 Equity IneenPlan, the Company may grant performance-baselt sptions whose vesting is
contingent upon meeting various individual and campwide performance goals. Performance-based stoioéns are generally granted at-
the-money and vest upon achievement of performabjetives. These options generally have contratiues of 10 years.

During the first quarter of 2011, the Company gedn®.9 million shares of performance-based stotig to executive officers. The
options have an exercise price of $8.58 per sleanggl to the closing price of the Company’s comrsimek on the date of grant. The options
will vest upon the achievement of the pre-determhiperformance goals within the established time&snif the performance goals are not met
within the established timeframes, the total nundfeshares subject to vesting upon achievementai performance goals will be canceled
immediately and any recognized compensation cdsbeireversed. The grant date fair value per shatke options has been calculated using
the Black-Scholes option pricing model.

Excluding options granted in connection with thexany’s one-time stock option exchange programelwbicurred in fiscal 2010, the
ranges of estimated values of stock options anfbprance-based stock options granted, as wellragesaof assumptions used in calculating
these values were based on estimates as follows:

Three Months Ended

March 26, March 27,
Employee and Director Stock Options 2011 2010
Volatility 58%- 60% 60%- 61%
Risk-free interest rat 2.1%-2.6% 2.6%-2.7%
Expected life 4.9-55year 4.9-5.4 year
Estimated fair valu $4.17- $4.63 $3.62- $5.05

Employee Stock Purchase Plan

Stock-based compensation costs related to the GorigpESPP were approximately $0.9 million and $filfion for the three months
ended March 26, 2011 and March 27, 2010, respégtiVhe fair value of the ESPP shares was estimatéite date of grant using the
following assumptions:

Three Months Ended
March 26, March 27,

Employee Stock Purchase Pla 2011 2010
Volatility 66% 45%
Risk-free interest rat 0.2% 0.2%
Expected life 0.5year 0.5year
Estimated fair valu $2.70 $2.13

Restricted Stock Units

During the first quarter of 2011, the Company gedrfRSUs to employees to receive an aggregate ohilion shares of the Company’s
common stock, at no cost. The Company accountethéofair value of the RSUs using the closing mapkize of the Company’s common
stock on the date of grant. Amortization of stoasdéd compensation related to RSUs in the threehe@mded March 26, 2011 and March 27,
2010 was approximately $6.1 million and $5.4 millicespectively. As of March 26, 2011, total sttiglsed compensation cost related to RSUs
granted but not yet amortized was approximately.&&fillion, net of estimated forfeitures of $5.7llinh. These costs will be amortized on a
straight-line basis over a weighted-average pesfdtl4 years.
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Performance Stock Units

The number of shares to be issued upon vestingofsRange from 0.5 to 2.0 times the number of P@dsted depending on the relat
performance of the Company’s common stock pricepamad to the NASDAQ Composite Index over a thresr-ype four-year period.
Amortization of stock-based compensation relatel$tJs in the three months ended March 26, 201 Madh 27, 2010 was approximately
$2.4 million and $2.8 million, respectively. Asdfarch 26, 2011, total stock-based compensationretastied to PSUs granted to but not yet
amortized was approximately $10.7 million, net sfiraated forfeitures of $0.4 million. These cost8 e amortized on a straight-line basis
over a weighted-average period of 1.4 years.

Common Stock Warrants

As of March 26, 2011, there were warrants to pwsehal million shares of common stock outstandiith exercise prices ranging from
$5.40 to $8.96 per share and a weighted-averageisegrice of $6.30 per share. These warrantsekgitween June 2011 and July 2013.

Stock-Based Compensation

The following table summarizes the effects of stbeked compensation on the Company’s condensedlimated balance sheets and
statements of operations for the periods presdimetiousands):

March 26, December 2E

2011 2010
Stock-based compensation effects in invent $ 2,831 $ 249
Stock-based compensation effects in deferred inventosy $ 294 $ 287

Three Months Ended

March 26,
March 27,
2011 2010
Stock-based compensation effects in net loss before incertaxes
Cost of revenu $ 731 $ 56¢
Research and developmt 3,82¢ 3,42
Sales and marketir 2,06( 1,847
General and administratic 4,78: 5,70¢
11,40( 11,54¢
Cost of revenu~ amortization from balance she® 96& 1,362
Total stocl-based compensation expe! $12,36¢ $ 12,91

@ Stock-based compensation expense deferred to inventdrdefierred inventory costs in prior periods andgeized in the current peric

10. Income Taxes

Provision for income taxes for the three monthseeindarch 26, 2011 was $0.3 million, or negative’d,.8n a pre-tax loss of
$16.1 million, compared to a tax benefit of $0.1liom, or 0.1%, on a pre-tax loss of $20.1 millifmm the three months ended March 27, 2010.
The difference between our effective tax ratestaedederal statutory rate of 35% is primarilyiatitable to unbenefited U.S. losses, foreign
taxes provided on the income of our foreign sulasids, non-deductible stock-based compensationnsepand various discrete items. The
higher effective tax rate in 2011 primarily relatesa greater proportion of foreign earnings taatd higher overall effective foreign tax rate
due to the expiration of the Indian holiday bersefit

The realization of tax benefits of deferred taxeés$s dependent upon future levels of taxablermemf an appropriate character, in the
periods the items are scheduled to be deductibiaxable. Based on the available objective evidemamagement believes it is more likely
than not that the domestic net deferred tax agg#tsot be realizable. Accordingly, the Companysha
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provided a full valuation allowance against its égmtic deferred tax assets, net of deferred taiitiab, as of March 26, 2011 and

December 25, 2010. In determining future taxabbeine, the Company makes assumptions to forecastaledtate and international operating
income, the reversal of temporary differences, taedmplementation of any feasible and prudenfpiaxning strategies. The assumptions
require significant judgment regarding the foresadtfuture taxable income, and are consistent thighCompany’s forecasts used to manage
its business. The Company intends to maintaingh®iming valuation allowance until sufficient positevidence exists to support a reversal
of, or decrease, in the valuation allowance.

11. Segment Information

Operating segments are defined as componentsetarprise about which separate financial infororats available that is evaluated
regularly by the chief operating decision makerdecision making group, in deciding how to allocasources and in assessing performance.
The Company’s chief operating decision maker isGbhenpany’s chief executive officer. The Companyige€ executive officer reviews
financial information presented on a consolidatasidy accompanied by information about revenuedogmaphic region for purposes of
allocating resources and evaluating financial perBnce. The Company has one business activitytheard are no segment managers who are
held accountable for operations, operating resuitsplans for levels or components below the cassigld unit level. Accordingly, the
Company is considered to be in a single reportegyeent and operating unit structure.

Revenue by geographic region is based on the stymmdress of the customer. The following tablé$osth revenue and long-lived
assets by geographic region (in thousands):

Revenue
Three Months Ended
March 26, March 27,
2011 2010
Americas:
United State: $68,82¢ $75,96¢
Other America: 665 294
$69,48¢ $76,25¢
Europe, Middle East and Afric 20,27: 17,742
Asia Pacific 3,12¢ 1,75¢
Total revenue $92,89(  $95,76(
Property, plant and equipment, net
March 26, December 2&
2011 2010
United State: $54,02( $ 49,18¢
Other America: 83 49
Asia Pacific 2,32¢ 2,50k
Total property, plant and equipment, $56,43: $ 51,74
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12. Guarantees
Product Warranties

Upon delivery of products, the Company providestffierestimated cost to repair or replace productseorelated components that may
be returned under hardware warranty. In generatlwere warranty periods range from one to five gellardware warranties provide the
purchaser with protection in the event that thedpod does not perform to product specificationsriiuthe warranty period, the purchaser’s
sole and exclusive remedy in the event of suchatl@iefailure to perform is limited to the corremtiof the defect or failure by repair,
refurbishment or replacement, at the Company’s gpton and expense. The Company estimates itsvaaedwarranty obligations based on
the Company’s historical experience of known pradaiture rates, use of materials to repair oraepldefective products, and service delivery
costs incurred in correcting product failures. didiéion, from time to time, specific hardware wartyaaccruals may be made if unforeseen
technical problems arise with specific productsniigement periodically assesses the adequacy Qfdimpany’s recorded warranty liabilities
and adjusts the amounts as necessary.

Activity related to product warranty was as follo(irs thousands):

Three Months Ended
March 26, March 27,

2011 2010
Beginning balanc $11,42;  $11,14(
Charges to operatiot 1,47(C 3,16¢
Utilization (1,769 (2,229
Change in estimai® (969) (1,426

Balance at the end of the peri $10,16(  $10,65(

@ The Company records hardware warranty liabilitiasel on the latest quality and cost informatiorilalve as of that date. The favoral
changes in estimate shown here are due to contimdvements in overall actual failure rates amelimpact of these improvements on
the Company’s estimate of expected future retunaischanges in the estimated cost of replacingdaitgts using either repaired or new
units.

13. Litigation and Contingencies
Legal Matters

From time to time, the Company is subject to vagitagal proceedings, claims and litigation arisimthe ordinary course of business.
While the outcome of these matters is currentlydeterminable, the Company does not expect thatltimeate costs to resolve these matters
will have a material effect on its consolidatedhficial position, results of operations, or casiw$§ioA complete description of the Company’s
legal proceedings can be found in “Item 3. Legalceedings” of Part | of the Company’s Annual Report-orm 10K for the fiscal year ende
December 25, 2010 filed with the Securities andiange Commission on March 1, 2011, which is incrafsa herein by reference. Any
updates to the information contained in the ComfgmAnnual Report on Form 10-K are set forth below.

Cheetah Patent Infringement

On March 30, 2011, Cheetah Omni LLC filed a motierurging the U.S. District Court for the EasteristBct of Texas Texarkana
Division to lift the stay, which the Company oppds April 18, 2011.
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ltem 2. Managemen’s Discussion and Analysis of Financial Condition drkResults of Operation

This quarterly report on Form 10-Q contains “forwitooking statements” that involve risks and unagnties, as well as assumptions
that, if they never materialize or prove incorremuld cause our results to differ materially fréinose expressed or implied by such forward-
looking statements. Such forward-looking statemierctsde any expectation of earnings, revenuessgroargins, expenses or other financial
items; any statements of the plans, strategiesodjectives of management for future operations gerdonnel; factors that may affect our
operating results; statements concerning new prtslacservices, including future PIC capacity arewproduct delivery dates; statements
related to capital expenditures; statements reldatefiture economic conditions, performance, magketwth or our sales cycle; statements
related to the liquidity of our auction rate sedigs; statements related to the effects of litigjatbn our financial position, results of operatig
or cash flows; statements as to industry trends@her matters that do not relate strictly to histal facts or statements of assumptions
underlying any of the foregoing. These statememrg®fien identified by the use of words such aditamate,” “believe,” “continue,” “could,”
“estimate,” “expect,” “intend,” “may,” or “will,” a nd similar expressions or variations. These statémare based on the beliefs and
assumptions of our management based on informatioently available to management. Such forwarcklng statements are subject to risks,
uncertainties and other factors that could causeiakresults and the timing of certain events tifedimaterially from future results expressed
or implied by such forward-looking statements. Bagtthat could cause or contribute to such diffeeninclude, but are not limited to, those
identified below, and those discussed in the sediiled “Risk Factors” included elsewhere in tHi®rm 10-Q and in our other SEC filings,
including our annual report on Form 10-K for thedal year ended December 25, 2010 filed on Mar@01,1. Such forward-looking
statements speak only as of the date of this refdetdisclaim any obligation to update any forwérdking statements to reflect events or
circumstances after the date of such statementsfdllowing discussion and analysis should be r@acbnjunction with our condensed
consolidated financial statements and notes tharetimded elsewhere in this quarterly report on fFot0-Q.

Executive Overview

Infinera was founded in December 2000 with a unigjg®n for optical networking. Prior to Infinerservice provider optical networks
were built from fairly commoditized products, brbalinown as dense wavelength division multiplex{fi@WDM”") systems. Recent rapid and
unpredictable growth in bandwidth demand has irsgddhe need for the delivery of high-capacity kovgt bandwidth throughout the network.
We believe that traditional point-to-point netwaichitectures do not provide the required flexibillt takes large amounts of low-cost
bandwidth, pervasive Optical Transport Network (‘N\DT switching, and the intelligence of bandwidth magement to manage these larger
networks and deliver high-capacity services quickig cost-effectively. Infinera believes this caydoe achieved with photonic integrated
circuits (“PICs”)and that only through photonic integration can mekioperators scale their network bandwidth withgighificant increases
space, power or operational workload.

We first introduced our Digital Optical Network &itecture to the market in 2005. This architectareased on our unique PICs and
enables high-capacity low-cost bandwidth in theidland distributed switching throughout the netw@&ikice 2005, our strategy has been to
extend the benefits of our Digital Optical Netwdhikoughout the optical networking market. We hawmsignificant enhancements to our
Digital Transport Node System (“DTN System”) duritings time by increasing reach and fiber capaatyttie long-haul market, adding the
Infinera MTC, a 19-inch chassis option tailored ttoe metro core market, and adding a submarineéorecs the DTN System for the
Submarine Line Terminating Equipment market. Initiid, we launched our ATN metro access platforrterding Infinera’s digital
bandwidth management and intelligent network bénédi the network edge. Both the DTN and ATN Systeme designed to operate as a
tightly-integrated network with a single managenmsyrgtem providing an end-to-end Digital Optical Metk experience.

Future Business and Industry Trends

Traffic patterns in the optical network continuggtow to accommodate increased bandwidth demamad ¥ideo, mobility and cloud
computing. The market is seeing growing demandnitneased fiber capacity with networks migratingnfirthe current 10 Gigabits per second
(“Gbps”) wavelength solutions to 40Gbps solutiomshie short-term and 100Gbps solutions in the lobgen. Infinera plans to launch a
100Gbps PIC-based platform in the fourth quarte2@ff1 and begin shipments in the first half of 20M#s system will incorporate our
500Gbps PICs and our 5 Terabit OTN switch and egithbine competitive fiber capacity with the unideatures of the Digital Optical
Network. To address the needs of customers whareehigher fiber capacity in advance of the releafseur 100Gbps system, we plan
introduce a non-PIC based 40Gbps solution thatimiiease the fiber capacity of the DTN System ffa Terabits per second (“Th/s”) to up
to 6.4 Th/s. We currently expect to introduce #yistem in the third quarter of 2011. We believe thaill be more coseffective for customel
to move to 100Gbps systems when these become praaailable as they will offer more favorable netlweconomics.

We continue to extend our Digital Optical Netwonka the metro market with new releases of our AWSt&M and into the submarine
market with a product extension of our DTN Syst@ur ATN System is a metro access platform thatredddnfinera’s
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digital bandwidth management and intelligent sofevaperating system benefits to the network edgéh Bie DTN System and ATN System
are designed to operate as a tightly-integratedorktwith a single management system providingratte-end Digital Optical Network
experience.

Our goal is to be a leading provider of opticaMking systems to operators of optical networks|uding telecom carriers, cable
operators, internet or content service providard, @hers. Our revenue growth will depend on tha&inaed acceptance of our products, grc
of communications traffic and the proliferationrefxt-generation bandwidth-intensive services, whighexpected to drive the need for
increased levels of bandwidth. Our ability to irese revenue and achieve profitability will be dikeaffected by the level of acceptance of our
products in the long-haul and metro DWDM marketd by our ability to coseffectively develop and sell innovative productattleverage ot
technology advantages on a time-to-market basis.

As of March 26, 2011, we have sold our networkeyst for deployment in the optical networks of 86tomers worldwide, including
Cox Communications, Deutsche Telekom, Global Cngsdnteroute and Level 3. We currently have 26 Adudtomers enjoying the benefits
of an ATN network and 22 of those have deployethtegrated ATN-DTN solution. We do not have longatesales commitments from our
customers. To date, a few of our customers haveusated for a significant portion of our revenuephrticular, Level 3 accounted for
approximately 14% and 22% of our revenue in theghmonths ended March 26, 2011 and March 27, 28&pectively. As a result, our
business will be harmed if any of our key customixduding Level 3, do not generate as much regeasiwe forecast, stop purchasing from
us, or substantially reduce their orders to us.

We are headquartered in Sunnyvale, California, esittployees located throughout the Americas, Euampgkethe Asia Pacific region. We
expect to continue to add personnel in the UnitadeS and internationally to develop our produats provide additional geographic sales and
technical support coverage. We primarily sell orrducts through our direct sales force, with a $pattion sold indirectly through resellers.
We derived 96% and 97% of our revenue from diratdssto customers for the three months ended M28cR011 and March 27, 2010,
respectively. We expect to continue generatingbestsuntial majority of our revenue from direct satethe future.

Our near-term year-over-year and quarter-over-qugrowth in revenue will likely be volatile and ynlae impacted by several factors
including general economic and market conditioinsetto-market development of new products, acdaisstof new customers and the timing
of large product deployments.

We will continue to make significant investmentgshe business, and management currently belieet®ferating expenses for 20111
range from $249 million to $256 million, includirsgock-based compensation expense in the rangesahiion to $48 million.

Critical Accounting Policies and Estimates

Management'’s Discussion and Analysis of Financ@midition and Results of Operations is based uportondensed consolidated
financial statements, which we have prepared io@ance with U.S. GAAP. The preparation of thesaritial statements requires
management to make estimates and assumptiondfigwztttae reported amounts of assets, liabilitesgnue and expenses, and related
disclosure of contingent assets and liabilitiesnkgement bases its estimates on historical experi@nd on various other assumptions that it
believes to be reasonable under the circumstatiwsesults of which form the basis for making jodgnts about the carrying values of assets
and liabilities that are not readily apparent frother sources. Actual results may differ from thesémates under different assumptions or
conditions.

An accounting policy is deemed to be critical ifdquires an accounting estimate to be made basadsumptions about matters that are
highly uncertain at the time the estimate is m#d#ifferent estimates reasonably could have bessdyor if changes in the estimate that are
reasonably likely to occur could materially imp#w financial statements. Management believestiieae have been no significant changes
during the three months ended March 26, 2011 tdteings that we disclosed as our critical accoungialicies and estimates in Management’s
Discussion and Analysis of Financial Condition &webults of Operations in our Annual Report on F&f¥K for the fiscal year ended
December 25, 2010.
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Results of Operations

The following sets forth, for the periods presentaitain unaudited condensed consolidated statsmépperations information (in
thousands, except %):

Three Months Ended

March 26, % of total March 27, % of total
2011 revenue 2010 revenue
Revenue
Product $82,52¢ 89% $86,16" 90%
Ratable product and related support and sen 922 1% 1,61¢ 2%
Services 9,44( 10% 7,97¢ 8%
Total revenu $92,89( 10C% $95,76( 10C%
Cost of revenue
Product $46,61¢ 50% $55,44( 58%
Ratable product and related support and sen 38t 1% 75E 1%
Services 3,14: 3% 2,54; 2%
Restructuring credit related to cost of reve — — % (93) — %
Total cost of revenu $50,14¢ 54% $58,64¢ 61%
Gross profil $42,744 46% $37,11¢ 39%

The following table summarizes our revenue by gaplyy and sales channel for the periods presemtdtidusands, except %):

Three Months Ended

March 26, March 27,
2011 2010
Total revenue by geograpl
Domestic $68,82¢ $75,96¢
International 24,06¢ 19,79¢

$92,89( $95,76(

% Revenue by geograpl

Domestic 74% 79%
International 26% 21%
10C% 10C%
Total revenue by sales chan
Direct $88,81+ $93,29:
Indirect 4,07¢ 2,46¢

$92,89( $95,76(

% Revenue by sales chan

Direct 9€% 97%
Indirect 4% 3%
100% 10C%

Revenue

Total revenue decreased to $92.9 million for thet fjuarter of 2011 from $95.8 million for the asponding period in 2010 primarily
due to a reduction in new footprint deploymentswieéw and existing customers.

International revenue increased to 26% of totaénere in the first quarter of 2011 from 21% of toalenue in the corresponding period
in 2010. While we expect international revenuesadotinue to grow in absolute dollars on a Idagn basis as we increase our sales activiti
Europe, Asia Pacific and other regions, this metray fluctuate as a percentage of total revenuerd#ipg on the size and timing of
deployments both internationally and in the Unitdtes.

Total product revenue decreased to $82.5 milliorfifst quarter of 2011 from $86.2 million for tlterresponding period in 2010. Prod
and related support services revenue that is rézedinatably includes sales of products and seswicat were deferred under previous
accounting standards, prior to our adoption of AZ09-13 and ASU 2009-14 as further discussed i [SptSummary of Significant
Accounting Policies,” to the Notes to Consolidakédancial Statements in our Annual Report on Fo@aKTiled on March 1, 2011, because
vendor specific objective evidence of fair valuel Imt been established for the undelivered elem@&otsal ratable revenue levels decreased to
$0.9 million for the three months ended March ZBL 2from $1.6 million for the corresponding periad?010 primarily due to the recognition
of the previously deferred ratable product revenue.

21



Table of Contents

Total services revenue increased to $9.4 milligrttie first quarter of 2011 from $8.0 million fdret corresponding period in 2010
primarily reflecting the incremental recognition®.0 million of extended hardware warranty reverfi@e6 million of software subscription
revenue and $0.3 million of spares managementcesvevenue. These increases were partially difsat$0.6 million decrease in deploym
services revenue. We expect to continue to grovegteanded hardware warranty and spares managesrgites revenues in future periods.

We do not have visibility necessary to accurategdjrt future revenues beyond a one-quarter timz&o. However, we believe that we
will continue to be competitively disadvantagedeagard to fiber capacity until our 40Gbps solutidneleased in the third quarter of 2011. We

expect that this will negatively impact revenue2@i1.

Cost of Revenue and Gross Margin

Gross margin increased to 46% in the first quart@011 from 39% in the corresponding period in@@timarily reflecting a higher
proportion of revenue coming from our higher groesgin Tributary Adaptor Modules (“TAM”) and lineadules in the first quarter of 2011.
We expect this increased level of TAM shipmentsdnotinue in the second quarter of 2011, howevés gbsitive impact will be offset by the
effects of increased sales of lower margin comnpripgnent and increased pricing pressure as we denfipenew footprint deployments.

Operating Expenses
The following table summarizes our operating expsiisr the periods presented (in thousands):

Three Months Ended

March 26, % of total March 27, % of total
2011 revenue 2010 revenue
Operating expense

Research and developmt $31,30¢ 34% $28,48: 30%
Sales and marketir 13,93¢ 15% 13,031 14%
General and administrati\ 13,50¢ 14% 15,731 16%
Restructuring and other co — — % 161 — %
Total operating expens $58,75: 63% $57,41¢ 60%

The following table summarizes the stock-based eamation expense included in our operating expdirsésousands):

Three Months Ended
March 26, March 27,

2011 2010
Research and developm: $ 3,82¢ $ 3,42
2,06( 1,84i

Sales and marketir

General and administratic 4,78 5,70¢
Total $10,66¢ $10,97¢

Research and Development Exper

Research and development expenses increased by in the first quarter of 2011 compared e tcorresponding period in 2010
primarily due to increased headcount and persorataled costs of $1.6 million comprised of $1.2limil of cash compensation and $0.4
million of stock-based compensation expense. It during the first quarter of 2011, we incur®0.8 million of increased depreciation,
$0.2 million increase in spending on equipment softlivare and $0.2 million increase in professiaarad outside services as compared to the

same period in 2010.

Sales and Marketing Expenses
Sales and marketing expenses increased by $0i8miifl the first quarter of 2011 compared to theresponding period in
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2010 primarily due to an increase of $0.5 milliartriavel and related expenses, $0.4 million in ratiny program expenses and trade show
costs, $0.3 million in outside professional sersiaed fees and $0.2 million of increased stockdbasenpensation expense. These increases
were offset by $0.3 million in decreased cash campgon, sales commissions and personnel-relaggehees and $0.2 million related to lower
expenses for customer lab trials.

General and Administrative Expenses

General and administrative expenses decreased.By$fion in the first quarter of 2011 comparedhe corresponding period in 2010
primarily due to $0.9 million of decreased stoclsdxd compensation expense, $0.9 million relatedwet outside professional services and
fees and a $0.4 million decrease in cash compemsati

Restructuring and Other Cos

In first quarter of 2010, we incurred $0.2 milliohrestructuring and other costs associated wihctbsure of our Maryland-based
semiconductor fabrication plant. These expensesaeto operating lease and contract terminatists@nd severance and related expenses.
We completed the restructuring actions in 2010.

Other Income (Expense), Net

Three Months Ended

March 26, March 27,
2011 2010
(In thousands)
Interest incom: $ 31z $ 48t
Other gain (loss), n¢ (411 (316
Total income (expense), r $ (99 $ 16¢

Interest income decreased in the first quartet0dfil2compared to the corresponding period in 201idlgndue to lower interest rates on
investments.

Other gain (loss), net for the first quarter of 20icluded a loss of $0.5 million of realized amdealized foreign currency transactions
and a gain of $0.1 million related to sale of asset

Other gain (loss), net for the first quarter of @@ilso included a loss of $0.4 million realized andealized foreign currency transactions
and a gain of $0.1 million related to sale of asset

Income Tax Provision (Benefit

Provision for income taxes for the three monthseendarch 26, 2011 was $0.3 million, or negative’d,.8n a pre-tax loss of
$16.1 million, compared to a tax benefit of $0.1liom, or 0.1%, on a pre-tax loss of $20.1 millitmm the three months ended March 27, 2010.
The difference between our effective tax ratestardederal statutory rate of 35% is primarilyiatitable to unbenefited U.S. losses, foreign
taxes provided on the income of our foreign sulasids, non-deductible stock-based compensationnsepand various discrete items. The
higher effective tax rate in 2011 primarily relatesa greater proportion of foreign earnings taaed higher overall effective foreign tax rate
due to the expiration of the Indian holiday bersefit

The realization of tax benefits of deferred taxets$s dependent upon future levels of taxablermeof an appropriate character, in the
periods the items are scheduled to be deductibiexable. Based on the available objective evidemamagement believes it is more likely
than not that the domestic net deferred tax asg#tsot be realizable. Accordingly, the Companyshmovided a full valuation allowance
against its domestic deferred tax assets, netfefreel tax liabilities, as of March 26, 2011 andcBrber 25, 2010. In determining future
taxable income, the Company makes assumptionseodst federal, state and international operatingme, the reversal of temporary
differences, and the implementation of any feasdlole prudent tax planning strategies. The assungptiequire significant judgment regarding
the forecasts of future taxable income, and arsistent with the Company’s forecasts used to maitadgreisiness. The Company intends to
maintain the remaining valuation allowance untffisient positive evidence exists to support a reatof, or decrease, in the valuation
allowance.
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Liquidity and Capital Resources

Three Months Ended
March 26, March 27,
2011 2010
(In thousands)

Net cash flow provided by (used i

Operating activitie! $ (859 $ 2,27
Investing activities $ (6,457 $ (11,56¢)
Financing activitie: $ 4,82 $  4,30¢
December 2t
March 26,
2011 2010
(In thousands)

Cash and cash equivalel $111,35: $ 113,64¢
Shor-term and lon-term investment $171,74° 177,96¢
Shor-term and lon-term restricted cas $ 4,02¢ 4,091

$287,12¢ $ 295,70t

Cash, cash equivalents, short-term and long-temesiments and short-term and long-term restricéesth consist generally of highly
liquid investments in certificates of deposits, mpmarket funds, commercial paper and corporaté$idrong-term investments include $8.7
million (par value) of available-for-sale auctiate securities (“ARS™hich have contractual maturity terms of up to 3#e@rs. No agreeme
has been reached to sell these ARS back to thmalrigroker or on the open market and it is thexefmclear when these securities will
become liquid and whether we can recover theirdatl value. The restricted cash balance amounfsl@dged as collateral for certain stand-by
and commercial letters of credit.

Operating Activities

Net cash used in operating activities for the fipsarter of 2011 was $0.9 million as compared shqaovided by operating activities of
$2.3 million for the corresponding period in 200&sh flow from operating activities consists of mebme (loss), adjusted for non-cash
charges, plus or minus working capital changes.v@rking capital requirements can fluctuate siguaifitly depending on the timing of
deployments and the acceptance, billing and payteemis on those deployments. Additionally, ourigbtb manage inventory turns and our
ability to negotiate favorable payment terms witht wendors may also impact our working capital regraents.

Net loss for the first quarter of 2011 was $16.4iom, which included non-cash charges of $17.4ian| compared to a net loss of $20.0
million in the corresponding period in 2010, indlugl non-cash charges of $17.2 million.

Net cash used to fund working capital was $1.8iomlfor the first quarter of 2011. Accrued liabés decreased by $15.5 million
primarily due to reduced levels of compensation @mdmission related accruals. Accounts payablecdsed $8.8 million due to lower
inventory receipts during the period. This was ipHytoffset by a decrease in accounts receivatléil 8.9 million primarily driven by lower
level of sales in the quarter and the collectiopridr quarter receivables. Inventory decreasefi4@ million primarily due to lower levels of
inventory at customer sites awaiting customer aecee.

Net cash provided by working capital changes was &8llion for the first quarter of 2010. Accountceivable decreased by $11.0
million primarily reflecting improved invoicing ancbllections activities in the quarter. This wastjadly offset by a reduction in accrued
liabilities and other expenses of $6.5 million paify due to decreases in compensation accruatectto the payment of payroll and other
incentive related compensation amounts during tiatgr. Inventory increased by $3.2 million duénizreased inventory requirements
associated with our spares management servicergffeand increased levels of inventory awaiting@uer acceptance.
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Investing Activitie:

Net cash used in investing activities in the fipgarter of 2011 was $6.5 million compared to $1tilion in the corresponding period of
2010. Investing activities for the first quarter2ifl1 included a net usage of cash of $5.4 mifiiom purchases, maturities, calls and sales of
investments in the period and $10.6 million of talpexpenditures. Investing activities for thetfigsiarter of 2010 included a net usage of cash
of $7.1 million from purchases, maturities and sainvestments in the period and $4.7 milliorcapital expenditures.

Financing Activities

Net proceeds from financing activities in the figsiarter of 2011 and 2010 were $4.8 million an@$Hillion, respectively, primarily
related to proceeds from the issuance of commark stoder our ESPP and other equity plans.

Liquidity

As of March 26, 2011, we held $8.7 million (parua) with a fair value of $7.9 million of availabler-sale ARS with two issuers, one of
which is AAA rated and the other of which is A3edt These ARS have contractual maturity terms dbug®.7 years and it is not clear when
we will be able to liquidate these investments.iByithe second quarter of 2009, we determinedwieadid not intend to sell these securities
and did not believe that it was more likely than that we would be required to sell the securitie®re recovery of their par value. However,
given that the present value of the expected daslsffor these securities was below their par vahiseof June 27, 2009, an initial other-than-
temporary impairment (“OTTI”) of $2.7 million, equt the difference between the fair value andghevalue had occurred. During the first
quarter of 2011, $0.2 million of these ARS werdeazhht par value.

Failed auctions resulted in a lack of liquiditytie ARS but do not affect the underlying collaterathe securities. We do not anticipate
that any potential lack of liquidity in our ARS,@vfor an extended period of time, will affect atility to finance our operations, including
our continued investments in research and developaral planned capital expenditures. We continuadaitor efforts by the financial
markets to find alternative means for restoringlidpeidity of these investments. Our ARS investnseste classified as non-current assets until
we have better visibility as to when their liquiditill be restored.

For 2011, capital expenditures are expected tgpeoaimately $40 million, primarily for product delopment and manufacturing
expansion related to new products. In additionywag experience an increase in working capital reguénts as we complete future product
transitions. We believe that our current cash ash@quivalents and investments will be suffictertheet our anticipated cash needs for
working capital and capital expenditures for astel2 months. If these sources of cash are insefftico satisfy our liquidity requirements
beyond 12 months, we may require additional cafriteh equity or debt financings to fund our opeva$, to respond to competitive pressures
or strategic opportunities, or otherwise. We matybwable to secure timely additional financingfavorable terms, or at all. The terms of any
additional financing may place limits on our fin@l@and operating flexibility. If we raise additiahfunds through further issuances of equity,
convertible debt securities or other securitiesveotible into equity, our existing stockholders kbsuffer dilution in their percentage
ownership of us, and any new securities we issutdtave rights, preferences and privileges sewitinose of holders of our common stock.

Contractual Obligations
The following is a summary of our contractual obtigns as of March 26, 2011 (in thousands):

Payments Due by Perioc

Less than

More than
1-3 3-5
Total 1 year years years 5 years
Purchase obligatior® $32,17¢ $32,17¢ $ — $ — $ —
Operating lease 33,09¢ 5,101 7,74 6,67 13,57«
Other contract® 3,91( 3,01(C 90C — —
Total contractual obligatior® $69,18¢ $40,29( $8,64: $6,677 $13,57¢

W We have service agreements with our major prodoctigpliers under which we are committed to purett@stain parts

@ Other contracts are related to contractual obligetifor nor-recurring engineering cos

®)  Tax liabilities of $0.9 million are not included ihe table because we are unable to determinéntivegtof settlement, if any, of the:
future payments with a reasonably reliable estin
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We had $4.0 million of standby letters of creditstanding as of March 26, 2011. These consistél of million related to a customer
proposal guarantee, $1.5 million related to a valdeed tax license and $0.8 million related to progpleases. We had $4.0 million of standby
letters of credit outstanding as of December 28020 hese consisted of $1.7 million related to st@mer proposal guarantee, $1.3 million
related to a value added tax license and $1.0anitielated to property leases.

Off-Balance Sheet Arrangements

As of March 26, 2011, we did not have any relatigps with unconsolidated entities or financial parships, such as entities often
referred to as structured finance or special pugugities, which would have been establishedhifempurpose of facilitating off-balance sheet
arrangements or other contractually narrow or kchjpurposes.

Item 3. Quantitative and Qualitative Disclosures about MakRisk

For quantitative and qualitative disclosures almatket risk affecting us, see “Quantitative and iatéve Disclosures About Market
Risk” in Iltem 7A. of Part Il of our Annual Reporhd-orm 10-K for the fiscal year ended December2B3,0, which is incorporated herein by
reference. Our exposure to market risk has notgddmaterially since December 25, 2010.

ltem 4. Controls and Procedure
Evaluation of Disclosure Controls and Procedures

As of March 26, 2011, an evaluation was performgdhianagement, with the participation of our chiedautive officer (“CEO”) and our
chief financial officer (“CFQ”), of the effectivese of our disclosure controls and procedures (fsetkin Rules 13a-15(e) and 15d - 15(e)
under the Securities Exchange Act of 1934, as agdndisclosure controls and procedures are canétodl procedures that are designed to
ensure that information required to be disclosealinreports filed or submitted under the Exchafgeis recorded, processed, summarizec
reported within the time periods specified in tHeC3s rules and forms. Based on this evaluation,@E® and CFO have concluded that, as of
the end of the fiscal period covered by this quirteport on Form 10-Q, our disclosure controld @anocedures were effective to provide
reasonable assurance that information require@ idrlosed by us in reports that we file or suhmier the Exchange Act is recorded,
processed, summarized and reported within the pieneds specified by the U.S. Securities and Exgh@ommission’s rules and forms and
that such information is accumulated and commuadtéd management, including the CEO and CFO, a®ppate, to allow timely decisions
regarding required disclosures.

Changes in Internal Control over Financial Reportirng

There were no changes to our internal control éimancial reporting (as defined in Rules 13a-15¢iy 15d-15(f) under the Exchange
Act) that occurred during our most recent fiscaager that have materially affected, or are reasiyrigkely to materially affect, our internal
control over financial reporting.

Inherent Limitations of Internal Controls

Our management, including our CEO and CFO, doesxymct that our disclosure controls and procedoresir internal controls will
prevent all error and all fraud. A control systera,matter how well conceived and operated, canigeoanly reasonable, not absolute,
assurance that the objectives of the control systenmet. Because of the inherent limitations lic@htrol systems, no evaluation of controls
can provide absolute assurance that all controkssnd instances of fraud, if any, within us Haeen detected. These inherent limitations
include the realities that judgments in decisiorkimg can be faulty, and that breakdowns can oceaabse of a simple error or mistake.
Additionally, controls can be circumvented by thdividual acts of some persons, by collusion of twonore people, or by management
override of the control. The design of any systdroomtrols also is based in part upon certain agpsioms about the likelihood of future events,
and there can be no assurance that any desigaueikeed in achieving our stated goals under adirpiatl future conditions. Over time, contr:
may become inadequate because of changes in argitr the degree of compliance with the policieprocedures may deteriorate. Because
of the inherent limitations in a cost-effective ttmhsystem, misstatements due to error or fraug otgur and not be detected.
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PART II. OTHER INFORMATION

Item 1. Legal Proceeding:

From time to time, we are subject to various lggakeedings, claims and litigation arising in thdiomary course of business. While the
outcome of these matters is currently not deterbi@ave do not expect that the ultimate costs $olke these matters will have a material
effect on our consolidated financial position, tesof operations, or cash flows. A complete dggin of our legal proceedings can be found
in “Item 3. Legal Proceedings” of Part | of our Arat Report on Form 10-K for the fiscal year endegt&nber 25, 2010 filed with the
Securities and Exchange Commission on March 1, 28dy updates to the information contained in tleenPany’s Annual Report on Form
10-K are set forth below.

Cheetah Patent Infringement

On March 30, 2011, Cheetah Omni LLC filed a motierurging the U.S. District Court for the EasteristBct of Texas Texarkana
Division to lift the stay, which we opposed on A8, 2011.

Iltem 1A. Risk Factors

A description of the risks and uncertainties asated with our business is set forth below. Thicdp8on includes any material changes
to and supersedes the description of the risksuamgrtainties associated with our business preWodisclosed in Part I, Item 1A of our
Annual Report on Form -K for the fiscal year ended December 25, 2010. &tauld carefully consider such risks and uncetie#) together
with the other information contained in this repastir Annual Report on Form 10-K for the fiscal yeaded December 25, 2010 and in our
other public filings. If any of such risks and urtaenties actually occurs, our business, finanaahdition or operating results could differ
materially from the plans, projections and othemfard-looking statements included in the sectitiedi “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiems” and elsewhere in this report and in our other fialiilings. In addition, if any of the
following risks and uncertainties, or if any othrésks and uncertainties, actually occurs, our besis, financial condition or operating resu
could be harmed substantially, which could caugenttarket price of our stock to decline, perhapsificantly.

We have a history of significant operating lossesna may not achieve profitability on an annual basisn the future.

For the fiscal year ended December 25, 2010, warded a net loss of $27.9 million. As of Decembgr2010, our accumulated deficit
was $405.3 million. On March 26, 2011, our accurradaleficit was $421.7 million. We expect to congrto make significant expenditures
related to the continued development of our businésese expenditures may include the additiorecdgnnel related to the sales, marketing
and research and development of our products dre obsts related to the maintenance and expan$iour manufacturing facilities and
research and development operations. We may thersistain significant operating losses and negatsh flows in the future. We will have
to maintain significant increased revenue and petbdtoss margins to achieve profitability on anuwalrbasis.

Our revenue and operating results may fluctuate sigificantly, which could make our future results difficult to predict and could cause
our operating results to fall below investor or andyst expectations.

Our revenue and operating results may fluctuatetolaevariety of factors, many of which are outsid@ur control. Over the past four
fiscal quarters, our revenue has ranged from $821®n to $130.1 million and our operating incorfless) has ranged from an operating loss
of $16.0 million to operating income of $4.1 miliocAs a result, comparing our operating results @eriod-to-period basis may not be
meaningful. Our budgeted expense levels are basétge part, on our expectations of long-ternufatrevenue and the development efforts
associated with these future revenues. As a rdkidtuations in our revenue and gross margins ldlle a significant impact on our operating
results. Given the relatively fixed nature of operating costs including our personnel and faesitiparticularly for our engineering personnel,
any substantial adjustment to our expenses to atdéoulower levels of revenue will be difficult dnmay take time. Consequently, if our
revenue does not meet projected levels in the gbort, our inventory levels and operating expensagldvbe high relative to revenue, resul
in additional operating losses.

In addition to other risks discussed in this sextfactors that may contribute to fluctuations ur cevenue and our operating results
include:

. fluctuations in demand, sales cycles and priceprfoducts and services, including discounts giveresponse to competiti
pricing pressures
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. fluctuations in our product mix, including the nokhigher and lower margin products and significait changes resulting fro
new customer deploymen

. reductions in custome’ budgets for optical communications network equipnpemchases and delays in their purchasing cy
. order cancellations or reductions or delays invéeli schedules by our custome

. timeliness of our custome payments for their purchase

. our ability to control costs, including our opergtiexpenses and the costs of components we purfdraser products

. readiness of customer sites for installation of mnaducts:

. the timing of product releases or upgrades by usyarur competitors. In particular, if we fail totaeve targeted release dates
our higher capacity products, our revenue and tipgreesults may be negatively impact

. any significant changes in the competitive dynaricsur market, including any new entrants, techgual advances or substan
discounting of product:

. availability of third party suppliers to providerdoact engineering and installation services fqgl

. the timing of recognizing revenue in any given d¢e®rincluding the impact of recently announcecerale recognition standards
and any future changes in U.S. GAAP or new intégpi@ns of existing accounting rules; &

. general economic conditions in domestic and inténal markets
Many factors affecting our results of operatiors lagyond our control and make it difficult to pieddur results for a particular quarter or
to accurately predict future revenues beyond acuegter time horizon. If our revenue or operatiegults fall below the expectations of

investors or securities analysts or below any guidave may in the future provide to the market,phiee of our common stock may decline
substantially.

Our gross margin may fluctuate from quarter-to-quarter and may be adversely affected by a number of &ors, some of which are
beyond our control.

Our gross margin fluctuates from period-to-period &aries by customer and by product specificat@ver the past four fiscal quarters,
our gross margins have ranged from 42% to 50%.gBass margins are likely to continue to fluctuatd avill be affected by a number of
factors, including:

. the mix in any period of the custor’s purchasing our products and the product mixutioly the relative mix of higher and low
margin products and service

. significant new customer deployments, often withigher portion of lower or negative margin commaouipment;

. price discounts negotiated by our custom

. sales volume from each customer during the pe

. the amount of equipment we sell or expect to selbfloss in any given quartt

. increased price competition, including competiticom low-cost producers from Chin

. charges for excess or obsolete invent

. changes in the price or availability of compondotsour products
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. changes in our manufacturing costs, including flatibns in yields and production volum
. introduction of new products, with initial salesratatively small volumes and higher product coatsj
. increased warranty or repair cos

It is likely that the average unit prices of ouogucts will decrease over time in response to caitiyEepricing pressures, increased
negotiated sales discounts, new product introdostity us or our competitors or other factors. lditi@h, some of our customer contracts
contain annual technology discounts that requireukecrease the sales price of our products &ethaestomers. In response, we will need to
reduce the cost of our products through manufatgueificiencies, design improvements and cost reolus. If these efforts are not successful
or if we are unable to reduce our costs to a greatient than the reduction in the price of ourdorets, our revenue and gross margin will
decline, causing our operating results to dechhgctuations in gross margin may make it diffidoltmanage our business and achieve or
maintain profitability.

Aggressive business tactics by our competitors mdaarm our business.
The markets in which we compete are extremely caoityEand have resulted in aggressive businesi$aoy our competitors,
including:
. aggressively pricing their products, including oiffig significant on-time discounts and guaranteed future price decse
. providing financing, marketing and advertising atsice to customer
. announcing competing products prior to market abdity combined with extensive marketing effor

. influencing customer requirements to emphasizedfit product capabilities, such as greater minirbandwidth requirements
higher transport speec

. offering to repurchase our equipment from existingtomers
. selling at a discount used equipment or inventbay had previously been writi-down or writter-off; and
. asserting intellectual property righ

The level of competition and pricing pressure temohcrease during periods of economic weaknesiiong periods when there are
fewer network build-out projects. If we fail to cpete successfully against our current and futunepegitors, or if our current or future
competitors continue or expand aggressive bustaesiss, including those described above, demandudoproducts could decline, we could
experience delays or cancellations of customerrsyade we could be required to reduce our priceéa@ease our expenses.

We must respond to rapid technological change andmply with evolving industry standards and requirenents for our products to be
successful.

The optical networking equipment market is chandmel by rapid technological change, changes itooonsr requirements and evolving
industry standards. We continually invest in reskeand development to sustain or enhance our egiptioducts, but the introduction of new
communications technologies and the emergencevoimgustry standards or requirements could rendepooducts obsolete. Further, in
developing our products, we have made, and wiltinae to make, assumptions with respect to whiahddrds or requirements will be adoy
by our customers and competitors. If the standardsequirements adopted by our prospective custemaer different from those on which we
have focused our efforts, market acceptance opmducts would be reduced or delayed and our bssiweuld be harmed.

We are continuing to invest in a significant pamtiaf our research and development efforts in theld@ment of our next-generation
products. We expect our competitors to continuenfarove the performance of their existing produstd to introduce new products and
technologies and to influence customers’ buyinteda so as to emphasize product capabilitieswieadlo not, or may not, possess. To be
competitive, we must properly anticipate futuretooger requirements and we must continue to
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invest significant resources in research and deveémt, sales and marketing and customer suppave o not anticipate these future
customer requirements and invest in the technodoggeessary to enable us to have and to sell fire@ate solutions, it may limit our
competitive position and future sales, which wdwdde an adverse effect on our business and finazardition. We may not have sufficient
resources to make these investments and we mayeratile to make the technological advances negetsshe competitive.

Our ability to increase our revenue will depend upa continued growth of demand by consumers and busésses for additional network
capacity.

Our future success depends on factors such astitewed growth of the Internet and IP traffic ahd continuing adoption of high-
capacity, revenue-generating services to incréesarmount of data transmitted over communicati@waorks and the growth of optical
communications networks to meet the increased dérfmarbandwidth. If demand for such bandwidth doescontinue, or slows down, the
need for increased bandwidth across networks andhtdrket for optical communications network produnfy not continue to grow. If this
growth does not continue or slows down, our prodatts would be negatively impacted. In additibgeneral economic conditions weaken,
our customers and potential customers may slovelaydheir purchase decisions, which would havadwerse effect on our business and
financial condition.

Any delays in the development and introduction of or products, and any future delays in releasing nevproducts or in releasing
enhancements to our existing products may harm oubusiness.

Because our products are based on complex technataguding, in some cases, the development of-gereration PICs and speciali:
application-specific integrated circuits (“ASICslye may experience unanticipated delays in devetppmproving, manufacturing or
deploying these products. The development proaessur PICs is lengthy, and any modifications to BICs, including the development of
next-generation PICs, entail significant developteast and risks.

At any given time, various new product introduciand enhancements to our existing products, stifiltare products based on our
next-generation PICs, are in the development phadere not yet ready for commercial manufactuoindeployment. Recently, we have
increased our reliance on third parties, some aofhvare relatively early stage companies, to dgvaled manufacture components for our next-
generation (40Gbps and 100Gbps) products, soméichwequire custom development. The maturing meé®m laboratory prototype to
customer trials, and subsequently to general avififlg involves a significant number of simultaneodevelopment efforts. These efforts often
must be completed in a timely manner so that thay be introduced into the product development cfam®ur systems, and include:

. completion of product development, including thenpdetion of any associated PIC development, sucduagext-generation PICs,
and the completion of associated module developneitiding modules developed by third parti

. the qualification and multiple sourcing of criticamponents

. validation of manufacturing methods and proces

. extensive quality assurance and reliability testing staffing of testing infrastructui

. validation of software; an

. establishment of systems integration and systestyv&tidation requirement

Each of these steps, in turn, presents risks hfr&girework or delay, any one of which could deseethe speed and scope of product
introduction and marketplace acceptance of ourymtsd New generations of our PICs, specialized A3ad intensive software testing and
validation are important to the timely introductiohnew products, enhancements to our existingymtsdand our entrance into new market:
addition, unexpected intellectual property disputature of critical design elements, and a hdgitber execution risks may delay, or even
prevent, the introduction of new products or enleaments to our existing products. If we do not depelnd successfully introduce or enhance
products in a timely manner, our competitive positivill suffer. In addition, if we do not developagsuccessfully introduce or enhance

products in sufficient time so as to satisfy oustomer’s expectations, we may lose future busifress such customers and harm our
reputation and our customer relationships, eitfievtoch would harm our business and operating tesul

We have a limited operating history and limited hisory of selling our DTN Systems and ATN Systems, Iblo of which make it
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difficult to predict our future operating results.

We were incorporated in December 2000, shippedicaiDTN System in November 2004 and shipped ast ATN System in August
2009. Our limited operating history gives venyditbasis upon which to evaluate our ability to asplbish our business objectives. In making
investment decision, you should evaluate our basiire light of the risks, expenses and difficulfiegjuently encountered by companies in
early stages of development, particularly compainig¢ke rapidly changing optical networking markéte may not be successful in addressing
these risks. It is difficult to accurately forecasir future revenue and plan expenses accordimglytaerefore, predict our future operating
results.

The markets in which we compete are highly competite and dominated by large corporations, and we magot be able to compete
effectively.

Competition in the optical networking equipment ketris intense, and we expect such competitiondoease. A number of very large
companies have historically dominated the opticahmunications network equipment industry. Our cotitges include current wavelength
division multiplexing suppliers, such as Alcataleent, Ciena Corporation, Cisco Systems, EricsBajitsu Limited, Huawei Technologies C
NEC Corporation, Nok-Siemens Networks, Tellabs and ZTE Corporation. @etition in these markets is based on price, corialelerms,
functionality, manufacturing capability, peedsting installation, services, existing businasd customer relationships, scalability and thétg
of products and breadth and quality of servicesi¢éet our customers’ immediate and future netwogkirements. Other companies have, or
may in the future develop, products that are otccbe competitive with our products. In particulifia competitor develops a photonic
integrated circuit with similar functionality to o®ICs, our business could be harmed. Recent neefigen our competitors and any future
acquisitions or combinations between or among ourpetitors may adversely affect our competitiveitpas by strengthening our competito

Many of our competitors have substantially greatene recognition and technical, financial and mé@mgeresources, greater
manufacturing capacity and better establishedioglsiiips with incumbent carriers and other potéwtistomers than we have. Many of our
competitors have more resources to develop or excaind more experience in developing or acquiriiegy products and technologies and in
creating market awareness for those products amhddogies. In addition, many of our competitorgéhthe financial resources to offer
competitive products at aggressive pricing levietd tould prevent us from competing effectivelyrtRer, many of our competitors have built
long-standing relationships with some of our prasipe customers and have the ability to providaficing to customers and could, therefore,
have an inherent advantage in selling producteded customers.

We also compete with low-cost producers from Chive can increase pricing pressure on us and a&uafilsmaller companies that
provide competition for a specific product, custorsegment or geographic market. These competiftea base their products on the latest
available technologies. Due to the narrower fodubeir efforts, these competitors may achieve cammal availability of their products more
quickly than we can and may provide attractiveraléves to our customers.

We are dependent on a small number of key customefsr a significant portion of our revenue and the bss of, or a significant reduction
in, orders from one or more of our key customers wald reduce our revenue and harm our operating resus.

A relatively small number of customers accountddarge percentage of our net revenue. As a resulthusiness will be harmed if any
our key customers, including Level 3, do not geteees much revenue as we forecast, stop purchfxsimgus, or substantially reduce their
orders to us. In addition, our business would benled if we fail to maintain our competitive advaggawith our key customers.

Our ability to continue to generate revenue fromlay customers will depend on our ability to maintstrong relationships with these
customers and introduce new products that areatdsito these customers at competitive pricesyanthay not be successful at doing so.
Because, in most cases, our sales are made todieteeners pursuant to standard purchase agreeradms than long-term purchase
commitments, orders may be cancelled or reducetilyeén the event of a cancellation or reductidran order, we may not have enough time
to reduce operating expenses to minimize the effetite lost revenue on our business. Our operaénglts will continue to depend on our
ability to sell our products to our key customers.

Our large customers have substantial negotiating lerage, which may require that we agree to terms ahconditions that result in
increased cost of sales, decreased revenue and lpaeerage selling prices and gross margins, all efhich would harm our operating
results.

Substantial changes in the optical networking itigusave occurred over the last few years. Mangiptidl customers have confronted
static or declining revenue. Many of our custonterge substantial debt burdens, many have expeddim@ncial distress, and some have g
out of business have been acquired by other sepvmdders or announced their withdrawal from segimef the business. Consolidation in
markets in which we compete has resulted in chaimgige structure of the
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communications networking industry, with greaten@entration of purchasing power in a small numbiéarge service providers, cable
operators, internet content providers and govertimgencies. This increased concentration amongusiomer base may also lead to
increased competition for new network deployment$iacreased negotiating power for our customehgs fay require us to decrease our
average selling prices and have an adverse impagtiooperating results.

Further, many of our customers are large commuitaiservice providers that have substantial pwiclggpower and leverage in
negotiating contractual arrangements with us. @stamers have and may continue to seek advantageioirgy, payment and other
commercial terms and may require us to developtiathdi features in the products we sell to themwvedfare required to develop additional
features for our product for a customer, we mayelogiired to defer some of our revenue for suchséoooer until we have developed and
delivered such additional features. We have and enayinue to be required to agree to unfavorabierercial terms with these customers,
including reducing the average selling price of products or agreeing to extended payment termesiponse to these commercial
requirements or competitive pricing pressures. Bintain acceptable operating results, we will nigecomply with these commercial terms,
develop and introduce new products and productrerdments on a timely basis and continue to reduceasts.

We expect the factors described above to contioadféct our business and operating results fandeterminate period, in several ways,
including:

. overall capital expenditures by many of our custenue potential customers may be flat or redu
. we will continue to have only limited ability tofecast the volume and product mix of our s
. managing expenditures and inventory will be diffién light of the uncertainties surrounding oursmess; an

. increased competition will enable customers tosinen more favorable terms and conditions for satetuding product discount
extended payment terms or financing assistanca casdition of procuring their busine:

If we are unable to offset any reductions in owgrage selling prices with increased sales volumds@duced production costs, or if we
fail to develop and introduce new products and anbments on a timely basis, or if we disagree arirgarpretation and compliance with the
commercial terms of our customer agreements, datiosaships with our customers and our operatisglte would be harmed.

We are dependent on sole source and limited soursappliers for several key components, and if we fidio obtain these components on
timely basis, we will not meet our customers’ prodat delivery requirements.

We currently purchase several key components fopmducts from single or limited sources. In parar, we rely on our own
production of certain components of our produaishsas PICs, and on third parties as sole souggaists for certain of the components of
products, including: ASICs, field-programmable gateays, processors, and other semiconductor amthbpomponents. We purchase these
items on a purchase order basis and have no longeentracts with many of these sole source sugplRecently, we have increased our
reliance on third parties to develop and manufactemponents for our next-generation (40Gbps af&Ghfs) products, some of which
require custom development. For example, for thebts application of our DTN System, we will be ghasing a customized discrete
component. If any of our sole or limited sourcepigrs suffer from capacity constraints, lower tlegpected yields, deployment delays, work
stoppages or any other reduction or disruptioruitpat, they may be unable to meet our delivery daleewhich could result in lost revenue,
additional product costs and deployment delaysdbald harm our business and customer relationshRipsher, our suppliers could enter into
exclusive arrangements with our competitors, refossell their products or components to us at censially reasonable prices or at all, go out
of business or discontinue their relationships wghWe may be unable to develop alternative sguimrethese components.

The loss of a source of supply, or lack of suffitiavailability of key components, could requiretasedesign products that use such
components, which could result in lost revenuejtaatl product costs and deployment delays thatccharm our business and customer
relationships. If we do not receive critical compaots for our products in a timely manner, we wdlunable to deliver those components to our
contract manufacturer in a timely manner and wothidrefore, be unable to meet our prospective ousts' product delivery requirements. In
addition, the sourcing from new suppliers may regjus to re-design our products, which could caledays in the manufacturing and delivery
of our products. In the past, we have experienetigdety delays because of lack of availability ofgponents or reliability issues with
components that we were purchasing. In additiomesof our suppliers have gone out of businesstdiniheir supply of components to us, or
indicated that they may be going out of businesstarcally, we have seen a tightening of supplfhva number of our suppliers and we have
experienced longer than normal lead times and gugribys. We may in the future experience a shertdgertain components as a result of
our own manufacturing issues, manufacturing issti@sir suppliers or contract manufacturers, capaciblem experiences by our supplier
contract manufacturers, or strong demand in thestig for such components. A return to growth i@ étonomy is likely to continue to create
pressure on us and our suppliers
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to accurately project overall component demandraadufacturing capacity. These supplier disruptimay continue to occur in the future,
which could limit our ability to produce our proda@nd cause us to fail to meet a customer’s dglisaguirements. Such events could harm
our reputation and our customer relationshipsgeeitti which would harm our business and operatsglis.

If our contract manufacturers do not perform as weexpect, our business may be harmed.

We rely on thirdparty contract manufacturers to perform a signifigaortion of the manufacturing of our productsy auir future succes
will depend on our ability to have sufficient volesof our products manufactured in a cost-effectivé quality-controlled manner. We have
engaged third parties to manufacture certain elésnafrour products at multiple contract manufactgites located around the world but do
not have long-term agreements in place with sonmipofnanufacturers and suppliers. There are a nuailsesks associated with our
dependence on contract manufacturers, including:

. reduced control over delivery schedules, parti¢ylar international contract manufacturing sit

. reliance on the quality assurance procedures af farties,

. potential uncertainty regarding manufacturing ysedehd costs

. potential lack of adequate capacity during perioidsxcess deman

. potential uncertainty related to the use of intéamal contract manufacturing site

. limited warranties on components supplied ta

. potential misappropriation of our intellectual peofy; and

. potential manufacturing disruptions (including distions caused by geopolitical events, militaryatd or natural disaster:

Any of these risks could impair our ability to filllbrders. Our contract manufacturers may not lble &0 meet the delivery requirements
of our customers, which could decrease customafaetion and harm our product sales. We do noeharg-term contracts or arrangements
with our contract manufacturers that will guarareaduct availability, or the continuation of pattiar pricing or payment terms. If our
contract manufacturers are unable or unwillingdotmue manufacturing our products or componentsuofproducts in required volumes or
our relationship with any of our contract manufaets is discontinued for any reason, we would logired to identify and qualify alternative
manufacturers, which could cause us to be unabigetet our supply requirements to our customergesult in the breach of our customer

agreements. Qualifying a new contract manufactamercommencing volume production is expensive eme-tonsuming and if we are
required to change or qualify a new contract mactufar, we would likely lose sales revenue and dp@aur existing customer relationships.

We are dependent on a single product, and the laak continued market acceptance of our DTN System watd harm our business.

Although we added the ATN System as part of oudped offering in 2009, our DTN System accountsdapstantially all of our revenue
and will continue to do so for the foreseeablerfeit\s a result, our business could be harmed by:

. any decline in demand for our DTN Syste
. the failure of our existing DTN System to achiewatinued market acceptanc

. the introduction of products and technologies Heave as a replacement or substitute for, or repte improvement over, o
DTN System:;

. technological innovations or new communicationgdtaids that our DTN System does not address
. our inability to release enhanced versions of olNIBystem on a timely basi

If we fail to expand sales of our products into intrnational markets or to sell our products to new ypes of customers, such as

33



Table of Contents

U.S. regional Bell operating companies and intern&nal postal, telephone and telegraph companies, ptevenue will be harmed.

We believe that, in order to grow our revenue amsiriess and to build a large and diverse custoae®, lwe must successfully sell our
products in international markets and to new tygfesustomers, such as U.S. regional Bell operatorgpanies and international postal,
telephone and telegraph companies. We have limitpdrience selling our products internationally emt.S. regional Bell operating
companies and international postal, telephone @ledriaph companies. Sales cycles for these custameioften very lengthy and competition
for these customers is intense. To succeed in saes efforts, we believe we must hire additicades personnel to develop our relationships
with these potential customers and develop and genaw sales channels through resellers, distripatod systems integrators. If we do not
succeed in our efforts to sell to these custontkessize of our total addressable market will b@téd. This, in turn, would harm our ability to
grow our customer base and revenue.

If we fail to protect our intellectual property rig hts, our competitive position could be harmed or weould incur significant expense to
enforce our rights.

We depend on our ability to protect our proprietighnology. We rely on a combination of methodpriatect our intellectual property,
including limiting access to certain informatiomdautilizing trade secret, patent, copyright aradlémark laws and confidentiality agreements
with employees and third parties, all of which offaly limited protection. The steps we have tat@protect our proprietary rights may be
inadequate to preclude misappropriation or unaigdrdisclosure of our proprietary information ofringement of our intellectual property
rights, and our ability to police such misapprofioia, unauthorized disclosure or infringement isentain, particularly in countries outside of
the United States. This is likely to become aneéasingly important issue as we expand our opetiod product development into countries
that provide a lower level of intellectual propeptptection. We do not know whether any of our peggatent applications will result in the
issuance of patents or whether the examinationggwill require us to narrow our claims, and eifg@atents are issued, they may be
contested, circumvented or invalidated. Moreovee,rights granted under any issued patents magrogide us with a competitive advantage,
and, as with any technology, competitors may be &bdevelop similar or superior technologies to@mun now or in the future.

Protecting against the unauthorized use of ourymtsd trademarks and other proprietary rights peesive, difficult, time consuming
and, in some cases, impossible. Litigation maydmesasary in the future to enforce or defend oetlattual property rights, to protect our tri
secrets or to determine the validity or scope efgfoprietary rights of others. Such litigation ktbresult in substantial cost and diversion of
management resources, either of which could hambuasiness, financial condition and operating rssiurthermore, many of our current ¢
potential competitors have the ability to dedicatbstantially greater resources to enforce thetlectual property rights than we do.
Accordingly, despite our efforts, we may not beeatol prevent third parties from infringing uponmeisappropriating our intellectual property.

Claims by others that we infringe their intellectud property could harm our business.

Our industry is characterized by the existence lafge number of patents and frequent claims aladec litigation regarding patent and
other intellectual property rights. In particularany leading companies in the optical networkirdustry, including our competitors, have
extensive patent portfolios with respect to optioatworking technology. We expect that infringemaatms may increase as the number of
products and competitors in our market increasdo&erlaps occur. From time to time, third partiesy assert exclusive patent, copyright,
trademark and other intellectual property righttetthnologies and related standards that are isuptoid our business or seek to invalidate the
proprietary rights that we hold. Competitors orestthird parties have, and may continue to as$&irhs or initiate litigation or other
proceedings against us or our manufacturers, g customers alleging infringement of theimpietary rights, or seeking to invalidate our
proprietary rights, with respect to our productd sechnology. In the event that we are unsuccessfigfending against any such claims, or
any resulting lawsuit or proceedings, we could ifl@bility for damages and/or have valuable prefaty rights invalidated.

Any claim of infringement from a third party, evene without merit, could cause us to incur sub&batsts defending against the cla
and could distract our management from runningbaugsiness. Furthermore, a party making such a ciégngccessful, could secure a judgment
that requires us to pay substantial damages. Ametig could also include an injunction or other ¢auder that could prevent us from offering
our products. In addition, we might be requiredeaek a license for the use of such intellectugbgnrty, which may not be available on
commercially reasonable terms or at all. Alternaltiywe may be required to develop non-infringiaghnology, which would require
significant effort and expense and may ultimately e successful. Any of these events could hamfosiness, financial condition and
operating results. Competitors and other thirdipattave and may continue to assert infringemeinsl against our customers and sales
partners. Any of these claims would require usittate or defend potentially protracted and coBtigation on their behalf, regardless of the
merits of these claims, because we generally indfgraar
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customers and sales partners from claims of inérnimgnt of proprietary rights of third parties. Ifyasf these claims succeed, we may be forced
to pay damages on behalf of our customers or palésers, which could have an adverse effect orbosiness, financial condition and
operating results.

We incorporate open source software into our prisdudthough we monitor our use of open sourcevearfe closely, the terms of many
open source licenses have not been interpreted ®yddurts, and there is a risk that such licensafl be construed in a manner that could
impose unanticipated conditions or restriction®anability to commercialize our products. In sesent, we could be required to seek licel
from third parties in order to continue offeringrguoducts, to re-engineer our products or to difooe the sale of our products in the event re-
engineering cannot be accomplished on a timelysbasly of which could adversely affect our busipepgrating results and financial
condition.

We are currently involved in litigation with Chektand Level 3 in the United States District Coortthe Eastern District of Texas
Texarkana Division whereby Cheetah alleges thaténd and Level 3 infringe on two Cheetah patdnfsrmation regarding the Company’s
lawsuit with Cheetah is set forth below under Paftem 1. “Legal Proceedings” and is incorporatextein by reference. We believe this
lawsuit is without merit and intend to defend olwse vigorously, but are unable to predict thelik@od of an unfavorable outcome. In the
event that Cheetah is successful in obtaining gmeht requiring us to pay damages or obtains amatjon preventing the sale of our prodi
our business and operating results could be harmed.

Our manufacturing process is very complex and the grtial or complete loss of our manufacturing facilty, or a reduction in yields or an
inability to scale capacity to meet customer demargicould harm our business.

The manufacturing process for certain componentioproducts, including our PICs, is technicaliallenging. In the event that any of
these manufacturing facilities were fully or pdifialestroyed, as a result of fire, water damagetberwise, it would limit our ability to
produce our products. Because of the complex nafuserr manufacturing facilities, such loss wowd#t¢ a considerable amount of time to
repair or rebuild. The partial or complete los&o§ of our manufacturing facilities, or an evenisiag the interruption in our use of such
facility for any extended period of time would cawsur business, financial condition and operatesylts to be harmed.

Minor deviations in the PIC manufacturing proceas cause substantial decreases in yields andpie sases, cause production to be
suspended. In the past, we have had significaidnvees in our PIC yields, including production migtions and suspensions and may have
continued yield variances, including additionakmtiptions or suspensions in the future. We expectanufacturing yield for our next-
generation PICs to be lower initially and increasewve achieve full production. Poor yields from BUC manufacturing process or defects,
integration issues or other performance problenmiimproducts could limit our ability to satisfystamer demand requirements, and could
cause us customer relations and business repuatibtems, harming our business and operatingtsesul

Although we are currently in the process of expagdiur manufacturing facilities, our manufacturfagilities may not have adequate
capacity to meet the demand for our products omag not be able to increase our capacity to metengial increases in demand for our
products. Our inability to obtain sufficient manctiaring capacity to meet demand, either in our éaailities or through foundry or similar
arrangements with third parties, could harm owati@hships with customers, our business and ouratipg results.

Unfavorable macroeconomic and market conditions magdversely affect our industry, business and grossargins.

Our business depends on the overall demand fotiawlali bandwidth capacity and on the economic heatid willingness of our
customers and potential customers to make capitah@tments to purchase our products and services: #esult of macroeconomic or market
uncertainty, we may face new risks that we haveyabtdentified. In addition, a number of the riglssociated with our business, which are
disclosed in these risk factors, may increasekelihood, magnitude or duration.

In the past, unfavorable macroeconomic and maukaditions have resulted in sustained periods ofessed demand for optical
communications products. These conditions may r&solt in the tightening of credit markets, whichyniimit or delay our customers’ ability
to obtain necessary financing for their purchagesioproducts. A lack of liquidity in the capitadarkets or the continued uncertainty in the
global economic environment may cause our custotoatslay or cancel their purchases, increasertieethey take to pay or default on their
payment obligations, each of which would negatiagfect our business and operating results. Coativeakness and uncertainty in the gl
economy could cause some of our customers to betlqoél, delay payments or adversely affect oaliection of their accounts, which cot
result in a higher level of bad debt expense. biitaxh, currency fluctuations could negatively affeur international customers’ ability or
desire to purchase our products.

Challenging economic conditions have from timeiteetcontributed to slowdowns in the telecommunaagiindustry in which
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we operate. Such slowdowns may result in:
. reduced demand for our products as a result oftcints on capital spending by our customers, paldily service provider:

. increased price competition for our products, mdy drom our competitors, but also as a resultwf custome’s or potentia
custome’s utilization of inventoried or underutilized praxs, which could put additional pressure on our tefan gross profits

. risk of excess or obsolete inventori
. excess manufacturing capacity and higher assoocistedhead costs as a percentage of revenue
. more limited ability to accurately forecast our imess and future financial performan

A lack of liquidity and economic uncertainty mayadsely affect our suppliers or the terms on whighpurchase products from these
suppliers. It may also cause some of our suppigebecome illiquid. Any of these impacts could limur ability to obtain components for our
products from these suppliers and could adversehact our supply chain or the delivery scheduleuocustomers. This also could require us
to purchase more expensive components, or re-desigproducts, which could cause increases indlséaf our products and delays in the
manufacturing and delivery of our products. Suchres could harm our gross margins and harm outa&pn and our customer relationships,
either of which could harm our business and opagatsults.

If we fail to accurately forecast demand for our poducts, we may have excess or insufficient inventgrwhich may increase our
operating costs, decrease our revenue and harm obusiness.

We are required to generate forecasts of futureasielsfor our products several months prior to theeduled delivery to our prospective
customers, which requires us to make significanestments before we know if corresponding revenilieba recognized. Lead times for
materials and components, including ASICs, thahesed to order for the manufacture of our produaty gignificantly and depend on factors
such as the specific supplier, contract terms amdacthd for each component at a given time. In tisg pae have experienced the lengthening in
lead times for certain components. If the lead $iffte components are lengthened, we may be reqtdrpdrchase increased levels of such
components to satisfy our delivery commitmentsuoaustomers.

If we overestimate demand for our products or paldir elements of our products and increase owritory in anticipation of customer
orders that do not materialize, we will have exdagsntory, we will face a risk of obsolescence aighificant inventory write-downs and our
fixed costs will be spread across fewer units ngisiur per unit costs. If we underestimate demanadir products, we will have inadequate
inventory, which could slow down or interrupt themufacturing of our products and result in delayshipments and our ability to recognize
revenue. If actual market conditions are less fablarthan our internal projections, additional imegy write-offs may be required. In addition,
we may be unable to meet our supply commitmentsistomers which could result in a breach of outaruer agreements and require us to
pay damages.

Product performance problems, including undetectecerrors in our hardware or software, or deployment celays could harm our
business and reputation.

The development and production of new products Wiigfh technology content is complicated and oftarives problems with software,
components and manufacturing methods. Complex reedand software systems, such as our productgftancontain undetected errors
when first introduced or as new versions are relgéaln addition, errors associated with componestpurchase from third parties, including
customized components, may be difficult to resole. have experienced errors in the past in cormeetith our DTN System, including
failures due to the receipt of faulty componentsrfrour suppliers. We suspect that errors, inclugioigntially serious errors, will be found
from time to time in our products. Our products nsajfer degradation of performance and reliabiitaer time.

If reliability, quality or network monitoring probims develop, a number of negative effects on osinkas could result, including:
. delays in our ability to recognize reven
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. costs associated with fixing software or hardwafects or replacing product
. high service and warranty expens

. delays in shipment:

. high inventory excess and obsolescence expi

. high levels of product return

. diversion of our engineering personnel from ourdaict development effort:

. delays in collecting accounts receival

. payment of damages for performance failu

. reduced orders from existing customers;

. declining interest from potential custome

Because we outsource the manufacturing of certaimponents of our products, we may also be subjegetaduct performance problems
as a result of the acts or omissions of third parti

From time to time, we encounter interruptions dage in the activation of our products at a custdsngite. These interruptions or delays
may result from product performance problems omfissues with installation and activation, som&bich are outside our control. If we
experience significant interruptions or delays tliatcannot promptly resolve, the associated revéubese installations may be delayed or
confidence in our products could be underminedctviebuld cause us to lose customers and fail tmaddcustomers.

If we lose key personnel or fail to attract and redin additional qualified personnel when needed, oubusiness may be harmed.

Our success depends to a significant degree ugorothtinued contributions of our key managemerdireering, sales and marketing,
and finance personnel, many of whom would be diffito replace. For example, senior members ofemgiineering team have unique techr
experience that would be difficult to replace. Werdt have long-term employment contracts or keggelife insurance covering any of our
key personnel. Because our products are complexpugt hire and retain a large number of highlyneedi customer service and support
personnel to ensure that the deployment of ourymrsddo not result in network disruption for oustamers. We believe our future success
depend in large part upon our ability to identdjtract and retain highly skilled managerial, elegiting, sales, marketing, finance and customer
service and support personnel. Competition forghedividuals is intense in our industry, espegiallthe San Francisco Bay Area. We may
not succeed in identifying, attracting and retagnappropriate personnel. The loss of the servi€esy of our key personnel, the inability to
identify, attract or retain qualified personnetlie future or delays in hiring qualified personmparticularly engineers and sales personnel,
could make it difficult for us to manage our busis@nd meet key objectives, such as timely pradtretductions.

Our sales cycle can be long and unpredictable, whiccould result in an unexpected revenue shortfalhiany given quarter.

Our products have a lengthy sales cycle, whichesa@nd from six to twelve months and may take deager for larger prospective
customers such as U.S. regional Bell operating eomeg, international postal, telephone and teldégcampanies and U.S. competitive local
exchange carriers. Our prospective customers cosifyrdficant evaluation, testing, implementatioacceptance procedures before they
purchase our products. We incur substantial saldsvarketing expenses and expend significant mamewgeeffort during this time, regardless
of whether we make a sale.

Because the purchase of our equipment involvedaniis cost, most of our customers wait to purehasr equipment until they are
ready to deploy it in their network. As a resulfisidifficult for us to accurately predict the iimy of future purchases by our customers. In
addition, product purchases are often subject tlgbticonstraints, multiple approvals and unplaraddinistrative processing and other del
If sales expected from customers for a particulertgr are not realized in that quarter or atalt,revenue will be negatively impacted.
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Our international sales and operations subject usatadditional risks that may harm our operating restts.

We market, sell and service our products glob#fiy2010, 2009 and 2008, we derived approximate®p 251% and 21%, respectively,
our revenue from customers outside of the UnitedeSt We have sales and support personnel in nusieountries worldwide. In addition, \
have a large group of development personnel lodatBéngalore, India, Beijing, China and Kanatan&#a. We expect that significant
management attention and financial resources wilidguired for our international activities ovee foreseeable future as we continue to
expand our international presence. In some cosntoigr successes in selling our products will ddperpart on our ability to form
relationships with local partners. Our inabilityitentify appropriate partners or reach mutuallyséactory arrangements for international sales
of our products could impact our ability to maimtair increase international market demand for esadupcts.

Our international operations are subject to inherisks, and our future results could be adveraéfigcted by a variety of factors, many of
which are outside of our control, including:
. greater difficulty in collecting accounts receivalaind longer collection perioc

. difficulties of managing and staffing internatiordfices, and the increased travel, infrastrucamd legal compliance costs
associated with multiple international locatio

. the impact of recessions in economies outside thitet) States

. tariff and trade barriers and other regulatory nemments or contractual limitations on our abititysell or develop our products in
certain foreign market:

. certification requirement:

. greater difficulty documenting and testing our intd controls

. reduced protection for intellectual property rigitsome countries

. potentially adverse tax consequenc

. political and economic instabilit

. effects of changes in currency exchange rates wddald negatively affect our financial results aagh flows:
. service provider and government spending patt

International customers may also require that wepg with certain testing or customization of owogucts to conform to local
standards. The product development costs to tesistomize our products could be extensive andtarmmabexpense for us.

As we continue to expand our business globally,soecess will depend, in large part, on our abibitanticipate and effectively manage
these and other risks associated with our intesnatioperations. Our failure to manage any of thisss could harm our international
operations and reduce our international sales.

We may be adversely affected by fluctuations in cuency exchange rates.

A portion of our sales are from countries outsiflthe United States, and are in currencies othar th.S. dollars, particularly the Euro.
Accordingly, fluctuations in foreign currency rat@sost notably the strengthening of the dollar agfathe Euro, could have a material impact
on our revenue in future periods. We enter inteifpr currency forward exchange contracts to hedgéat the short-term impact of currency
fluctuations related to certain forecasted salmsstactions denominated in Euro and into foreigretuy exchange forward contracts to reduce
the impact of foreign currency fluctuations on agus receivable denominated in Euro. These hedwmiograms reduce the impact of currency
exchange rate movements on certain transactiohsiobwot cover all foreign-denominated transactiand therefore do not entirely eliminate
the impact of fluctuations in exchange rates wiiichld negatively affect our results of operationd &inancial condition.

If we fail to maintain effective internal control over financial reporting in the future, the accuracyand timing of our financial reporting
may be adversely affected.
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We are required to comply with Section 404 of tlaeb@negxley Act of 2002. The provisions of the act requitmong other things, tt
we maintain effective internal control over finaalaieporting and disclosure controls and procediesparing our financial statements
involves a number of complex processes, many offwhre done manually and are dependent upon indilvithta input or review. These
processes include, but are not limited to, calouatevenue, deferred revenue and inventory c@élsle we continue to automate our proce
and enhance our review and put in place contraledace the likelihood for errors, we expect tlatthe foreseeable future, many of our
processes will remain manually intensive and thugext to human error.

Prior to 2007, we identified several material wesdges in our internal control over financial rejpgrtWe have remediated these
identified material weaknesses, but cannot giveaasyrances that additional material weaknesséaatibe identified in the future in
connection with our compliance with the provisiafissection 404 of the Sarbanes-Oxley Act of 200%d are not able to comply with the
requirements of Section 404 in the future, or ifaveur independent registered public accounting fdentify deficiencies in our internal
controls over financial reporting that are deenwetd material weaknesses, the market price oftouk snay decline and we could be subje
sanctions or investigations by the NASDAQ GlobdkeSeMarket, the SEC or other regulatory authasitighich would require significant
additional financial and management resources.

Any acquisitions we make could disrupt our businesand harm our financial condition and operations.

We have made strategic acquisitions of businesselsnologies and other assets in the past. Whileave no current agreements or
commitments, we may in the future acquire busiregz®duct lines or technologies. In the eventyf fature acquisitions, we may not
ultimately strengthen our competitive position ohia@ve our goals, or they may be viewed negatibglgustomers, financial markets or
investors and we could:

. issue stock that would dilute our current stockke' percentage ownershi
. incur debt and assume other liabilities
. incur amortization expenses related to goodwill atigér intangible assets and/or incur large andediate writ-offs.

Acquisitions also involve numerous risks, including

. problems integrating the acquired operations, teldyies or products with our ow
. diversion of manageme’s attention from our core busine

. assumption of unknown liabilitie

. adverse effects on existing business relationshifissuppliers and customel

. increased accounting compliance ri

. risks associated with entering new markets;

. potential loss of key employee

We may not be able to successfully integrate asyniegses, products, technologies or personneihatight acquire in the future. Our
failure to do so could have an adverse effect arbaginess, financial condition and operating rssul

Our use and reliance upon development resources India, China and Canada may expose us to unanticiped costs or liabilities.

We have established development centers in IndimaCand Canada and expect to continue to inctaegag of personnel for these
facilities. There is no assurance that our reliamuen development resources in India, China or @amdll enable us to achieve meaningful
cost reductions or greater resource efficiencytheuy our development efforts and other operatinrisese countries involve significant risks,
including:

. difficulty hiring and retaining appropriate enginieg resources due to intense competition for sesburces and resulting wa
inflation;
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. the knowledge transfer related to our technology exposure to misappropriation of intellectual mndyp or confidentia
information, including information that is propréey to us, our customers and other third par

. heightened exposure to changes in the economigtigeand political conditions of India, China a@énada
. fluctuation in currency exchange rates and taxsressociated with international operations;

. development efforts that do not meet our requirdmbacause of language, cultural or other diffeesrassociated with internatio
operations, resulting in errors or dela

Difficulties resulting from the factors above arntier risks related to our operations in these atemtould expose us to increased
expense, impair our development efforts, harm oungetitive position and damage our reputation.

Unforeseen health, safety and environmental costeald harm our business.

Our manufacturing operations use substances thatgulated by various federal, state and intesnatilaws governing health, safety
the environment, including the Waste Electrical &tettronic Equipment and Restriction of the Us€eftain Hazardous Substances in
Electrical and Electronic Equipment regulationsgatdd by the European Union. If we experience alprolwith these substances, it could
cause an interruption or delay in our manufactudpgrations or could cause us to incur liabilif@sany costs related to health, safety or
environmental remediation. We could also be sulifetitibility if we do not handle these substanicesompliance with safety standards for
storage and transportation and applicable lawseléxperience a problem or fail to comply with seeffety standards, our business, financial
condition and operating results may be harmed.

We are subject to governmental import and export cotrols that could subject us to liability or impair our ability to compete in
international markets.

We are subject to export control laws that limitiethproducts we sell and where and to whom weaelproducts. U.S. export control
laws also limit our ability to conduct product deygment activities in certain countries. In additigarious countries regulate the import of
certain technologies and have enacted laws thad dimit our ability to distribute our products oould limit our customers’ ability to
implement our products in those countries. Changesir products or changes in import and exportil@ins may create delays in the
introduction of our products in international maskegprevent our customers with international openastfrom deploying our products
throughout their global systems or, in some cgeevent the import and export of our products tdade countries altogether. Any change in
import and export regulations or related legistatishift in approach to the enforcement or scopexadting regulations, or change in the
countries, persons or technologies targeted by mgiiations, could result in decreased use opoatlucts by, or in our decreased ability to
export or sell our products to, existing or potaintustomers with international operations. Faitareomply with these and similar laws on a
timely basis, or at all, decreased use of our petsdar any limitation on our ability to export a@llsour products would adversely affect our
business, financial condition and operating results

If we need additional capital in the future, it maynot be available to us on favorable terms, or atla

Our business requires significant capital. We Hastorically relied on significant outside debt aglity financing as well as cash flow
from operations to fund our operations, capitalemditures and expansion. We may require additicayaital from equity or debt financings in
the future to fund our operations or respond to petitive pressures or strategic opportunities. \&deeha history of significant operating losses.
For 2010, we had a net loss of $27.9 million. la évent that we require additional capital, we mat/be able to secure timely additional
financing on favorable terms, or at all. The tewwhany additional financing may place limits on dimancial and operating flexibility. If we
raise additional funds through further issuancesoofity, convertible debt securities or other sii@srconvertible into equity, our existing
stockholders could suffer dilution in their percagg ownership of our company, and any new secaisgissue could have rights, preferences
and privileges senior to those of holders of ounemn stock. If we are unable to obtain adequasnfiing or financing on terms satisfactor
us, if and when we require it, our ability to growsupport our business and to respond to busetedkenges could be limited and our business
will be harmed.

We are subject to government regulations that coulédversely impact our business.

The Federal Communications Commission, or FCCjurésliction over the entire U.S. communicationdustry and, as a result, our
products and our U.S. customers are subject to &S and regulations. Current and future FCC @gns affecting communications
services, our products or our customers’ businessalsl negatively affect our business. In additioternational regulatory standards could
impair our ability to develop products for interimaial customers in the future. Delays caused by our
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compliance with regulatory requirements could resupostponements or cancellations of product deurther, we may not be successful in
obtaining or maintaining any regulatory approvakstimay, in the future, be required to operatebmsiness. Any failure to obtain such
approvals could harm our business and operatingdtses

Natural disasters, terrorist attacks or other catasrophic events could harm our operations.

Our headquarters and the majority of our infrastme; including our PIC FAB manufacturing faciligre located in Northern California,
an area that is susceptible to earthquakes and maiheral disasters. Further, a terrorist attaokea at Northern California or at our nation’s
energy or telecommunications infrastructure coutdiér or delay the development and sale of ouryetsd In the event that an earthquake,
terrorist attack or other catastrophe were to dgsiny part of our facilities, or certain of oumtiact manufacturers’ facilities, destroy or
disrupt vital infrastructure systems or interrupt operations for any extended period of time, lmusiness, financial condition and operating
results would be harmed.

The trading price of our common stock has been volée and is likely to be volatile in the future.

The trading prices of our common stock and the régesi of other technology companies have beennaayl continue to be highly
volatile. Further, our common stock has limitecoptrading history. Factors affecting the tradimge of our common stock include:

. variations in our operating resul

. announcements of technological innovations, newices or service enhancements, strategic alliaocagreements by us or by «
competitors

. the gain or loss of custome
. recruitment or departure of key personi

. changes in the estimates of our future operatiaglt® or external guidance on those results orgdgmin recommendations by any
securities analysts that elect to follow our comretatk;

. market conditions in our industry, the industrié®or customers and the economy as a whole;
. adoption or modification of regulations, policigspcedures or programs applicable to our busir

In addition, if the market for technology stockstloe stock market in general experiences losswasitor confidence, the trading price of
our common stock could decline for reasons unreélaieur business, financial condition or operatiegults. The trading price of our common
stock might also decline in reaction to events #ifgct other companies in our industry even isthevents do not directly affect us. Each of
these factors, among others, could harm the vdlyew investment in our common stock. Some comgmttiat have had volatile market pr
for their securities have had securities clas®oadtwsuits filed against them. If a suit weredilggainst us, regardless of its merits or outcome,
it could result in substantial costs and divert aggment’s attention and resources.

Anti-takeover provisions in our charter documents ad Delaware law could discourage delay or prevent ehange in control of our
company and may affect the trading price of our common stock.

We are a Delaware corporation and the anti-takepr@irisions of the Delaware General Corporation Lawich apply to us, may
discourage, delay or prevent a change in contrgrbjibiting us from engaging in a business comiimawith an interested stockholder for a
period of three years after the person becomestarested stockholder, even if a change of comolld be beneficial to our existing
stockholders. In addition, our amended and resteéificate of incorporation and amended and tedthylaws may discourage, delay or
prevent a change in our management or control ev#nat stockholders may consider favorable. Owerated and restated certificate of
incorporation and amended and restated bylaws:

. authorize the issuance “blank chec” convertible preferred stock that could be issuedinyboard of directors to thwart a takec
attempt;

. establish a classified board of directors, as alre$ which the successors to the directors whesmas have expired will be elected
to serve from the time of election and qualificatimtil the third annual meeting following theieetion;
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. require that directors only be removed from officecause and only upon a supermajority stockholdég;

. provide that vacancies on the board of directorduding newl-created directorships, may be filled only by a mgjosote of
directors then in office rather than by stockhod

. prevent stockholders from calling special meetirzge
. prohibit stockholder action by written consent,uieiqg all actions to be taken at a meeting ofgtoeckholders
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ltem 6. Exhibits

Exhibit No. Description
10.1® Bonus Plar
31.1 Certification of Chief Executive Officer pursuantRule 13a-14(a) and Rule 15d-14(a) of the SeesrHixchange Act, as

amended, as adopted pursuant to Section 302 &atEane-Oxley Act of 2002

31.2 Certification of Chief Financial Officer pursuantRule 13a-14(a) and Rule 15d-14(a) of the Seegrixchange Act, as
amended, as adopted pursuant to Section 302 &atEane-Oxley Act of 2002

32.1 Certification of Chief Executive Officer and Chigifnancial Officer pursuant to 18 U.S.C. Section(,3%s adopted
pursuant to Section 906 of the Sarb-Oxley Act 0f2002.

@ Incorporated by reference to the exhibit filed wiagistrant's Current Report on Form 8-K (No. 0®4#86) filed with the SEC on

February 14, 201:

The certification attached as Exhibit 32.1 thatomepanies this Quarterly Report on FormQGs not deemed filed with the Securities i
Exchange Commission and is not to be incorporayeference into any filing of Infinera Corporatiander the Securities Act of 1933 or the
Securities Exchange Act of 1934, whether made baforfter the date of this Quarterly Report omi@0-Q, irrespective of any general
incorporation language contained in such filing.
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SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdréport to be signed on its behalf

the undersigned thereunto duly authorized.
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Infinera Corporation

By: /sl 1 TAM. B RENNAN
Ita M. Brennan
Chief Financial Officer
(Duly Authorized Officer and Principal
Financial Officer)

Date: May 3, 2011



Exhibit 31.1

CERTIFICATION PURSUANT TO RULE 13a-14(a) OR 15d-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANESOXLEY ACT OF 2002

I, Thomas J. Fallon, certify that:
1. | have reviewed this Quarterly Report on Forn10f Infinera Corporation;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this report;

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

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

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over financiglaring, or caused such internal control over foiahreporting to be designed
under our supervision, to provide reasonable assereegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c¢) Evaluated the effectiveness of the registeadisclosure controls and procedures and preséntads report our conclusions ab
the effectiveness of the disclosure controls andgualures, as of the end of the period coveredibyéport based on such evaluation; and

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repog) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s inted control over financial reporting; and

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

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

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

Dated: May 3, 2011

By: /s/ THOMASJ. FALLON
Thomas J. Fallon
President and Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.2

CERTIFICATION PURSUANT TO RULE 13a-14(a) OR 15d-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANESOXLEY ACT OF 2002

[, Ita M. Brennan, certify that:
1. | have reviewed this Quarterly Report on Forn10f Infinera Corporation;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this report;

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

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

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) Designed such internal control over financiglaing, or caused such internal control over foiahreporting to be designed
under our supervision, to provide reasonable assereegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles;

c¢) Evaluated the effectiveness of the registeadisclosure controls and procedures and preséntads report our conclusions ab
the effectiveness of the disclosure controls andgualures, as of the end of the period coveredibyéport based on such evaluation; and

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repog) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s inted control over financial reporting; and

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

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

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

Dated: May 3, 2011

By: /s/ 17A M. B RENNAN
Ita M. Brennan
Chief Financial Officer
(Principal Financial and Accounting Officer)




Exhibit 32.1

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

I, Thomas J. Fallon, certify pursuant to 18 U.S5€ction 1350, as adopted pursuant to Section 9@G&dbarbanes-Oxley Act of 2002, that the
Quarterly Report on Form 10-Q of Infinera Corparatfor the quarterly period ended March 26, 201y ftomplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and the information contained in suchnf@0-Q fairly presents, in all material
respects, the financial condition and results arafions of Infinera Corporation.

Date: May 3, 2011 /s/ THOMASJ. FALLON
Thomas J. Fallon
President and Chief Executive Officer
(Principal Executive Officer)

I, Ita M. Brennan, certify pursuant to 18 U.S.Cctgen 1350, as adopted pursuant to Section 90BeoSarbanes-Oxley Act of 2002, that the
Quarterly Report on Form 10-Q of Infinera Corpayatfor the quarterly period ended March 26, 201l ftomplies with the requirements of
Section 13(a) or 15(d) of the Securities ExchangeoA 1934 and the information contained in the @eréy Report on Form 10-Q fairly
presents, in all material respects, the finan@aldition and results of operations of Infinera Gogiion.

Date: May 3, 2011 /s/ 17A M. B RENNAN
Ita M. Brennan
Chief Financial Officer
(Principal Financial and Accounting Officer)

A signed original of this written statement reqditey Section 906 of the Sarban@gley Act of 2002 has been provided to Infinerag@woation
and will be retained by Infinera Corporation anthfshed to the Securities and Exchange Commissids etaff upon request.

This certification “accompanies” the Quarterly Repgmn Form 10-Q to which it relates, is not deerfikd with the Securities and Exchange
Commission and is not to be incorporated by refagento any filing of the Company under the Se@sitAct of 1933, as amended, or the
Securities Exchange Act of 1934, as amended (whetbhde before or after the date of the QuarterlydReon Form 10-Q), irrespective of any
general incorporation language contained in suutyfi



