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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 June 29, 2013
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 chaetr)

Delaware 77-0560433
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)

140 Caspian Court
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 (F)filad all reports required to be filed by Sectidhor 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (ordiach shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pastia@s. Yes[x] No [

Indicate by check mark whether the registrant lasmstted electronically and posted on its corpo¥&eb site, if any, every Interactive
Data File required to be submitted and posted auntsio Rule 405 of Regulation5¢8232.405 of this chapter) during the precedi@grbnths
(or for such shorter period that the registrant veagiired to submit and post such files). Yes No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, m-accelerated filer, or a smaller reporting

company. See the definitions of “large accelerdited” “accelerated filer” and “smaller reportirmmpany” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated fileilx] Accelerated filer (I Non-accelerated filer [ Smaller reporting company]
(Do not check if a smaller reporting compa

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Exgje Act). Yes[ No
As of July 29, 2013, 118,068,260 shares of thestemjit's Common Stock, $0.001 par value, were tsung outstanding.
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PART I. FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Stateme

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

ASSETS

Current asset:
Cash and cash equivalel
Shor-term investment
Accounts receivable, net of allowance for doubfidaunts of $133 in 2013 and $94 in 2(
Other receivable
Inventory
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 ass:

Other noi-current assel

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY

Current liabilities:
Accounts payabl
Accrued expense
Accrued compensation and related ben:
Accrued warrant
Deferred revenu
Deferred tax liability

Total current liabilities

Long-term debt

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

Commitments and contingencies (Note

Stockholder' equity:
Preferred stock, $0.001 par value
Authorized share— 25,000 and no shares issued and outstar
Common stock, $0.001 par value
Authorized shares — 500,000 as of June 29, 201®acdmber 29, 2012
Issued and outstanding sha— 117,947 as of June 29, 2013 and 112,461 as of Dme?9, 201:
Additional paic-in capital
Accumulated other comprehensive i
Accumulated defici
Total stockholder equity

Total liabilities and stockholde’ equity

The accompanying notes are an integral part oktheadensed consolidated financial statements.
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June 29, December 2¢
2013 2012

$ 181,21: $ 104,66t

120,43 76,14¢

96,66¢ 107,03¢

1,112 2,90¢

121,31 127,80

85C 1,02¢

14,49t 9,89¢

536,09( 429,49

78,39 80,34:

38 10C

23,42, 2,87¢

9,00( 9,00(

3,85( 3,86¢

0 80t

5,56/ 1,68:

$ 656,36( $ 528,17(

$ 35,977 $ 61,42¢

18,22: 25,48:

24,99 22,32t

8,33 7,262

31,42¢ 26,744

0 80t

118,95t 144,04

105,58( 0

11,36¢ 9,22(

2,96¢ 3,21(

18,34: 15,557

0 0

11¢€ 112

1,000,101 930,61¢

(3,420) (2,22¢)

(597,654 (572,36()

399,15( 356,13t

$ 656,36( $ 528,17(
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INFINERA CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

Revenue
Product
Ratable product and related support and senr
Services

Total revenue

Cost of revenue
Cost of produc
Cost of ratable product and related support andcses
Cost of service

Total cost of revenu
Gross profit

Operating expense
Research and developmt
Sales and marketir
General and administrati

Total operating expens
Loss from operation

Other income (expense), n
Interest incom
Interest expens
Other gain (loss), ne
Total other income (expense), |
Loss before income tax:
Provision for income taxe

Net loss

Net loss per common she
Basic

Diluted

(Unaudited)

Weighted average shares used in computing nepkrssommon shai

Basic
Diluted

Three Months Ended

Six Months Ended

June 29, June 30, June 29, June 30,
2013 2012 2013 2012

$ 120,15: $ 77,84: $ 227,96: $ 170,23
494 52% 1,02¢ 1,054
17,73¢ 15,09: 34,02( 26,87
138,38 93,45¢ 263,01( 198,15¢
80,12¢ 56,017 155,48: 115,34
69 16¢€ 164 357
6,53: 4,901 13,00¢ 9,66(
86,73! 61,08 168,65 125,35¢
51,65 32,37¢ 94,35¢ 72,80:
31,68! 31,67¢ 61,40 62,66
17,15¢ 17,771 35,201 36,01¢
11,42¢ 12,32( 21,29¢ 23,40
60,26 61,77: 117,90t 122,08
(8,609 (29,399 (23,55() (49,289
207 22¢ 404 50<

(849) 0 (849) 0
(15¢) 14¢ (361) (275)
(800) 371 (80€) 22¢
(9,409 (29,027) (24,35¢) (49,05%)
601 527 932 1,10¢
$ (10,009 $ (29,549 $ (25,289 $ (50,167
$ (009 $ (027 $ (022 $ (0.46
$ (009 $ (027 $ (022 $ (0.46
116,91: 110,40: 115,60¢ 109,53
116,91: 110,40 115,60¢ 109,53

The accompanying notes are an integral part oktheadensed consolidated financial statements.
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INFINERA CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(In thousands)

(Unaudited)
Three Months Ended Six Months Ended
June 29, June 30, June 29, June 30,
2013 2012 2013 2012
Net loss $ (10,009 $ (29,549 $ (25,28¢) $(50,16))
Other comprehensive los
Unrealized gain on auction rate securities clasgifis available-for-sa
investment: 0 45 0 6C
Reclassification of realized gain on auction raeusities 0 (289 (16€) (28€)
Unrealized gain (loss) on all other availe-for-sale investment (99 (17 (20¢) 12C
Foreign currency translation adjustm (802 (645) (91¢) (269)
Tax related to availak-for-sale investmer 0 60 0 0
Net change in accumulated other comprehensive (907) (840 (1,199 (369
Comprehensive los $ (10,910 $ (30,389 $ (26,480 $(50,53()

The accompanying notes are an integral part oktheadensed consolidated financial statements.
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INFINERA CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
(Unaudited)

Cash Flows from Operating Activitie
Net loss

Six Months Ended

June 29,

2013

$ (25,28

Adjustments to reconcile net loss to net cash usegerating activities

Depreciation and amortizatic
(Recovery of) provision for other receivab
Provision for doubtful accoun
Amortization of debt discount and issuance ¢
Amortization of premium on investmer
Stoclk-based compensation expel
Other gair
Changes in assets and liabiliti
Accounts receivabl
Other receivable
Inventory
Prepaid expenses and other as
Deferred inventory cos
Accounts payabl
Accrued liabilities and other expens
Deferred revenu
Accrued warrant

Net cash used in operating activit

Cash Flows from Investing Activitie
Purchase of availat-for-sale investment
Proceeds from sale of availa-for-sale investment
Proceeds from maturities and calls of investm
Purchase of property and equipm
Reimbursement of manufacturing capacity adv
Change in restricted ca

Net cash provided by (used in) investing activi

Cash Flows from Financing Activitie
Proceeds from issuance of debt,
Proceeds from issuance of common st
Repurchase of common sta
Net cash provided by financing activiti
Effect of exchange rate changes on ¢
Net change in cash and cash equival
Cash and cash equivalents at beginning of p¢
Cash and cash equivalents at end of pe

Supplemental disclosures of cash flow information
Cash paid for income tax

Supplemental schedule of nc-cash financing activities:
Non-cash settlement for manufacturing capacity advi
Transfer of inventory to fixed asse

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

12,62:
(89)
40
63C
45C
16,15¢
(249

10,33:
1,62¢
791
(4,089
21€
(23,980)
(220)
4,44
3,21¢
(3,375

(130,82
2,85(
62,64
(9,431)

0

(6
(74,769

144,46¢
12,49¢
(1,499
155,46¢
(77¢)
76,54
104,66¢

$ 181,21

$ 1,14¢

$ 0
$ 4,68¢
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June 30,

2012

$ (50,167

11,22
0

0

0
1,09¢
20,36
(501)

24,416
(477)
(24,770
1,53¢
3,91(
(8,759
(2,277)
(4,957)
837
(28,50

(42,85))
5,19¢
70,46«

(19,770
50

(230
12,85¢

0
7,09:
(839
6,25

(78)
(9,470)
94,45

$ 84,98

59t

L

27¢
0]

@ B
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INFINERA CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

1. Basis of Presentation and Significant Accountingolicies

Infinera Corporation (“Infinera” or the “Companyfyepared its interim condensed consolidated firdrstatements 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 appiethe Company’s Annual Report on
Form 10-K for the fiscal year ended December 29220

The Company has made estimates and judgmentsiaffélce amounts reported in its condensed congelid@nancial statements and
accompanying notes. The Company'’s actual resulysdifgier materially from these estimates. The actmg estimates that require most
significant, difficult, and subjective judgment lnde revenue recognition, stock-based compensatieantory valuation, allowances for sales
returns, allowances for doubtful accounts, accmardanty, fair value measurement of the liabiliomponent of the convertible senior notes,
cash equivalents, fair value measurement of invesstsn other-than-temporary impairments, derivatigruments and accounting for income
taxes.

The interim financial information is unaudited, baflects all adjustments that are, in managemeniision, necessary to provide a fair
presentation of results for the interim periodsspreed. All adjustments are of a normal recurriatyre. The Company reclassified certain
amounts reported in previous periods to conforitméocurrent presentation. This interim informatitould be read in conjunction with the
consolidated financial statements in the CompaApsual Report on Form 10-K for the fiscal year eh@=cember 29, 2012.

There have been no material changes in the Compaignificant accounting policies for the six mandnded June 29, 2013 as
compared to those disclosed in the Company’s AnRealbrt on Form 10-K for the fiscal year ended Daoer 29, 2012.

2. Recent Accounting Pronouncements

In February 2013, the Financial Accounting Standd@dard (“FASB”) issued Accounting Standards Up@d&3-02, Comprehensive
Income (Topic 220) — Reporting of Amounts ReclasdifOut of Accumulated Other Comprehensive IncotAS(J 2013-02"). ASU 2013-02
requires an entity to report the effect of sigrafit reclassifications out of accumulated other aaimpnsive income on the respective line item:
in net income if the amount being reclassifieceiguired under U.S. GAAP to be reclassified in itdrety to net income. For other amounts
are not required under U.S GAAP to be reclassifidtieir entirety to net income in the same repagriperiod, an entity is required to cross-
reference other disclosures required under U.S. B#t#at provide additional detail about those amsuhilie Company adopted the guidance
for ASU 2013-02 beginning in its fiscal quarter eddMarch 30, 2013. Other than requiring additiafistlosures, the Company’s adoption of
ASU 2013-02 did not have an impact on the Compatfiy&ncial position, results of operations or céefv.

In July 2013, the FASB issued Accounting Standalgdate 2013-11, Income Taxes — Presentation ofrarddgnized Tax Benefit
When a Net Operating Loss Carry forward, a Simillax Loss, or a Tax Credit Carry forwards Exists$42013-11"). ASU 2013-11 requires
entities to present the unrecognized tax benefitae financial statements as a liability and rahbine it with deferred tax assets to the ext
net operating loss carry-forward, a similar taxslas a tax credit carry-forward is not availabi¢he reporting date under the tax law of the
applicable jurisdiction to settle any additionatéme taxes that would result from the disallowanfca tax position or the tax law of the
applicable jurisdiction does not require the ertiityise, and the entity does not intend to useddifierred tax asset for such purpose. The
assessment of whether a deferred tax asset isbleis based on the unrecognized tax benefit efetrd tax asset that exist at the reporting
date and should be made presuming disallowandeedfik position at the reporting date. ASU 2013sldffective for annual and interim
periods for fiscal years beginning on or after Deber 15, 2013. The Company is currently evaluatsmgnpact on the financial statements
disclosures.

3. Fair Value Measurements and Other-Than-Temporarympairments
Fair Value Measurements

Pursuant to the accounting guidance for fair vahe@asurements and its subsequent updates, fair igadledined as the price that would
received from selling an asset or paid to transfi@bility in an orderly transaction between manbarticipants at the measurement date. Whe
determining the fair value measurements for assaldiabilities required or permitted to be recat@e fair value, the Company considers the
principal or most advantageous market in whichatild transact and it considers assumptions thatehaarticipants would use when pricing
the asset or liability.
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Valuation techniques used by the Company are based observable and unobservable inputs. Obserealpiarket inputs reflect
market data obtained from independent sourcesewimibbservable inputs reflect the Company’s assongpabout market participant
assumptions based on best information availablee@hable inputs are the preferred source of vallfesse two types of inputs create the
following fair value hierarchy:

Level1 - Quoted prices in active markets for identical assetiabilities.

Level Z - Quoted prices for similar instruments in active keds, quoted prices for identical or similar instents
in markets that are not active, and moda$ed valuation techniques for which all significassumption
are observable in the market or can be corrobotataxbservable market data for substantially thie fu
term of the assets or liabilitie

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

The Company measures its cash equivalents, demviasistruments and debt securities at fair valikdassifies its securities in
accordance with the fair value hierarchy. The Camgfsamoney market funds and U.S. treasuries assifiad within Level 1 of the fair value
hierarchy and are valued based on quoted pricastive markets for identical securities.

The Company classifies its certificates of depasitnmercial paper, corporate bonds, and foreigreaay exchange forward contracts
within Level 2 of the fair value hierarchy as fails:

Certificates of Deposit

The Company reviews market pricing and other ota®@evmarket inputs for the same or similar se@sitibtained from a number of
industry standard data providers. In the eventdheansaction is observed for the same or simméaurity in the marketplace, the price on that
transaction reflects the market price and fair gadn that day. In the absence of any observableaniansactions for a particular security, the
fair market value at period end would be equahtogar value. These inputs represent quoted piocesmilar assets or these inputs have beel
derived from observable market data, and resuhérclassification of these securities as Levd the fair value hierarchy.

Commercial Paper

The Company reviews market pricing and other ots®@evmarket inputs for the same or similar se@sitibtained from a number of
industry standard data providers. In the eventdhednsaction is observed for the same or simdaurity in the marketplace, the price on that
transaction reflects the market price and fair gan that day and then follows a revised accret@redule to determine the fair market valu
period end. In the absence of any observable maetactions for a particular security, the faairket value at period end is derived by
accreting from the last observable market priceesBhinputs represent quoted prices for similantassahese inputs have been derived from
observable market data accreted mathematicallptogmd result in the classification of these séesras 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 frequeraryd volume in an active market exists in ordengup®rt Level 1 classification of these
securities. Since sufficient quoted pricing forritleal securities is not available, the Companyaots market pricing and other observable
market inputs for similar securities from a numbgindustry standard data providers. In instanckeres multiple prices exist for similar
securities, these prices are used as inputs idistrdbution-curve to determine the fair marketueht period end. As a result, the Company
classifies its corporate bonds as Level 2 of tireviglue hierarchy.

Foreign Currency Exchange Forward Contra

As discussed in Note 5, “Derivative Instruments,thie Notes to Condensed Consolidated Financig@ents, the Company mainly
holds non-speculative foreign exchange forwardremts$ to hedge certain foreign currency exchangesxes. The Company estimates the
fair values of derivatives based on quoted markieep or pricing models using current market rafébere applicable, these models project
future cash flows and discount the future amoumts present value using market-based observahlgsimpcluding interest rate curves, credit
risk, foreign exchange rates, and forward and ppogs for currencies. As a result, the Compangsifies its derivative instruments as Level 2
of the fair value hierarchy.
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The Company classified its auction rate secur{tiaRS”") within Level 3 of the fair value hierarchffhe Companys ARS were classifie
within Level 3 because they were valued, in partusing inputs that were unobservable in the maaketwere significant to the valuation.
During the first quarter of 2013, the Company digzbof its remaining $3.1 million (par value) AR8th $0.1 million of ARS called at par
value and $3.0 million of ARS tendered at 95% afysdue. As of June 29, 2013, none of the Compaeyisting securities were classified as
Level 3 securities.

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

As of June 29, 201: As of December 29, 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 $ 109,85 $ 0 % 0 $ 109,85 $ 2556( $ 0 % 0 $ 25,56(
Certificates of depos 0] 1,681 0 1,681 0 2,16( 0] 2,16(
Commercial pape 0 96,79: 0 96,79: 0 14,84: 0 14,84:
Corporate bond 0 61,99 0 61,99 0 57,46 0 57,46
U.S. treasurie 6,007 0 0 6,007 15,02( 0 0 15,02(
ARS 0 0 0 0 0 0 2,87 2,87:
Total asset $ 11585t $ 160,47, $ 0 $ 276,32¢ $ 4058( $ 74,47( $ 2,87: $ 117,92

Liabilities
Foreign currency exchange

forward contract: $ 0 $ 84 $ 0% 84 $ 0% 11z $ 0 $ 112

During the three and six months ended June 29,,26&8 were no transfers of assets or liabiliesveen Level 1 and Level 2 financial
assets.

The Company’s remaining Level 3 financial assetsevaisposed during the first quarter of 2013. Tdlkowing tables present a
reconciliation of all assets and liabilities measlat fair value on a recurring basis using sigaift unobservable (Level 3) inputs (in
thousands):

Six Months Ended

December 2¢ Total Net Gains June 29,
Included in Other
2012 Comprehensive Los Calls Sold 2013
ARS — available-for-sale $ 2,87 $ 0 $ (92 @ $ (2,78)® $ 0
Three Months Ended
March 31, Total Net Gains June 30,
Included in Other
2012 Comprehensive Los Calls 2012
ARS - available-for-sale $  7,55¢ 441 (4,80H) @ $ 2,79¢
Six Months Ended
December 31 Total Net Gains June 30,
Included in Other
2011 Comprehensive Los Calls 2012
ARS — available-for-sale $ 7,67¢ $ 6CW $ (4939 @ $ 2,79¢

@ Amount represents the change in the non-creditrielased other-than-temporary impairments (“OTTE}orded in Accumulated other

comprehensive loss in the accompanying condensesbtidated balance shee

Amount represents the fair market value of the séesi called at par value. Realized gains fordtxemonths ended June 29, 2013 were
not significant.

Amount represents the fair market value of the sées sold at 95% par value. Realized gains fergix months ended June 29, 2013
were $0.2 million

Amount represents the fair market value of the sees called. Realized gains on these calls ferttiree and six months ended June 30,
2012 were $0.5 million in each peric

@

®

@)
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Investments at fair value were as follows (in treangs):

June 29, 201:
Adjusted Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
Money market funds $ 109,85: $ 0 $ 0 $ 109,85:
Certificates of depos 1,68( 1 0 1,681
Commercial pape 96,79 16 () 96,79:
Corporate bond 62,09: 5 (99) 61,997
U.S. treasurie 6,00t 2 0 6,007
Total availabl-for-sale investment $ 276,42 $ 24 $ (11€) $ 276,32
December 29, 201,
Adjusted Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
Money market funds $  25,56( $ 0 $ 0 $  25,56(
Certificates of depos 2,16( 0 0 2,16(
Commercial pape 14,84¢ 0 (5) 14,84:
Corporate bond 57,45 22 (6) 57,46%
U.S. treasurie 15,01t 5 0 15,02(
ARS 2,701 16€ 0 2,87¢
Total availabl-for-sale investment $ 117,74 $ 192 $ (12) $ 117,92

()

Amount represents the par value less $0.4 milliocredit-related OTTI recognized through earnings in prieang.

As of June 29, 2013, the Company’s available-fée-8avestments in certificates of deposit, comnadnpaper, corporate bonds, and U.S.
treasuries have a contractual maturity term of woenthan 17 months. Proceeds from sales, matuaitidscalls of available-for-sale
investments were $65.5 million for the six monthded June 29, 2013, and $75.7 million for the sbnths ended June 30, 2012. Net realized
gains (losses) on short-term and long-term investsneere $0.2 million for the six months ended J28e2013 and were $0.5 million for the
six months ended June 30, 2012. The specific ifiestion method is used to account for gains asdds on available-for-sale investments.

Other-Than-Temporary Impairments

As a result of the Company’s disposal of $3.1 willARS (par value) during the first quarter of 20it8ecorded an approximately $0.2
million gain, which was recognized as Other gairsg) in the Company’s condensed consolidated stsisnof operations.

10
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A roll-forward of amortized cost, cumulative OTHaognized in earnings and Accumulated other congmigitae 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 29, 2012 $ 2,707 $ 399 $ 784 3 (61¢) $ 16€
Call on investment (87) 13 (25) 2C (5)
Investments sol (2,620 381 (759) 59¢ (167
Balance at June 29, 20 $ 0 $ 0| $ 0 $ 0 $ )

4., Cost-method Investment

As of June 29, 2013, the Company’s investmentpniately-held company was $9.0 million. This intraent is accounted for as a cost-
basis investment, as the Company owns less thana2@4é voting securities and does not have thitabd exercise significant influence over
operating and financial policies of the entity. T®@mpany’s cost-method investment is carried dbhial cost in its condensed consolidated
financial statements and measured at fair valua wonrecurring basis. If the Company believesttimtarrying value of the cost basis
investment is in excess of estimated fair value,Gompany’s policy is to record an impairment ckargOther income (expense), net in the
accompanying condensed consolidated statementseaditions to adjust the carrying value to estim&édvalue, when the impairment is
deemed other-than-temporary. The Company regudadjuates the carrying value of this cost-methedstment for impairment. As of
June 29, 2013, no event had occurred that wouldradly affect the carrying value of this investmémerefore, the fair value of the cost-
method investment is not estimated. The Companyadidecord any impairment charges for this costhime investment during the three and
six months ended June 29, 2013 and June 30, 2012.

5. Derivative Instruments
Foreign Currency Exchange Forward Contracts

The Company enters into foreign currency exchangedrd contracts to manage its exposure to flurinatin foreign exchange rates 1
arise primarily from its Euro denominated receiesthnd Euro denominated restricted cash balancerasthat are pledged as collateral for
certain stand-by and commercial letters of créglitins and losses on these contracts are intendetsét the impact of foreign exchange rate
changes on the underlying foreign currency denotathaccounts receivables and restricted cash hamefore, do not subject the Company to
material balance sheet risk. The forward contractswith one high-quality institution and the Compaonsistently monitors the
creditworthiness of the counterparty. None of tleenpany’s derivative instruments contain credit-riglated contingent features, any rights to
reclaim cash collateral or any obligation to retcaish collateral. The forward contracts entereal dhiring the three and six months ended
June 29, 2013 were denominated in Euros and typieatl maturities of no more than 30 days. Theraats are settled for U.S. dollars at
maturity at rates agreed to at inception of thetremrts.

As of June 29, 2013, the Company did not desigfuaggn currency exchange forward contracts reltaeBuro denominated receivables
and restricted cash as hedges for accounting pespaad accordingly changes in the fair value e$é¢hinstruments are included in Other gain
(loss), net in the accompanying condensed congetidsatements of operations. For the three mantied June 29, 2013 and June 30, 2012
the before-tax effect of foreign currency exchafaggesard contracts for Euro denominated receivabhes restricted cash not designated as
hedging instruments was a loss of $0.7 million arghin of $0.6 million, respectively, included ith®r gain (loss), net in the condensed
consolidated statements of operations. For thensinths ended June 29, 2013 and June 30, 201 2etheekax effect of foreign currency
exchange forward contracts for Euro denominateedivables and restricted cash not designated asrgenigtruments was a loss of $0.2
million and a loss of $0.2 million, respectivelgciuded in Other gain (loss), net in the conderseolidated statement of operations.

11
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The fair value of derivative instruments not desiga as hedging instruments in the Company’s casstkoonsolidated balance sheets
was as follows (in thousands):

As of June 29, 2013 As of December 29, 201
Other Other
Gross Accrued Gross Accrued
Notional (D Liabilities Notional ) Liabilities
Foreign currency exchange forward contr:

Related to Euro denominated receival $ 22,50( $ (79 $ 22,88 $ (10%)
Related to restricted ca 1,47¢ (5 1,49¢ ()
$ 23,97 $ (84 $ 24,37 $ (112)

@ Represents the face amounts of forward contraatsatbre outstanding as of the period no

6. Balance Sheet Details
The following table provides details of selectethhae sheet items (in thousands):

June 29, December 2¢
2013 2012
Inventory
Raw material $ 9,79 $ 13,00
Work in proces: 41,04¢ 57,28!
Finished good® 70,47 57,52¢
Total inventory $ 121,31 $ 127,80¢
Property, plant and equipment, net:
Computer hardwar $ 8,92 $ 9,02¢
Computer softwar 16,29¢ 15,83¢
Laboratory and manufacturing equipm 133,97: 120,54:
Furniture and fixture 1,34 1,28t
Leasehold improvemen 34,56¢ 33,37(
Construction in progres 11,99¢ 17,51
Subtotal $ 207,09¢ $ 197,56
Less accumulated depreciation and amortize (128,709 (117,226
Total property, plant and equipment, $ 78,39: $ 80,34:
Accrued expenses
Loss contingency related to r-cancelable purchase commitme $ 5,52t $ 5,401
Professional and other consulting fi 1,60¢ 3,70¢
Taxes payabl 1,70 3,58¢
Royalties 1,15C 1,51¢
Accrued rebate and customer prepay liab 611 1,28¢
Other accrued expens 7,628 9,991
Total accrued expens $ 18,22 $ 25,48:

@ Included in finished goods inventory at June 29,28nd December 29, 2012 were $20.3 million and@adllion, respectively, of

inventory at customer locations for which produsteptance had not occurre

The Company had $3.6 million of standby lettersrefit outstanding as of June 29, 2013 and Dece@the2012. These consisted of
$1.5 million related to a value added tax licer$se4 million related to a customer proposal guaarind $0.7 million related to property
leases.
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7. Comprehensive Loss

Other comprehensive loss includes certain chamgeguity that are excluded from net loss. The Yol table sets forth the changes in
accumulated other comprehensive loss by compopetité six months ended June 29, 2013 (in thou3ands

Unrealized Gain

on Unrealized Gain Foreign
Auction Rate on Other Currency Accumulated
Available-for- Sale
Securities Securities Translation Tax Effect Total
Balance at December 29, 2012 $ 166 3 1€ $ 1,650 $ (760) $ (2,229
Other comprehensive loss before
reclassification: 0 (108¢) (918 0 (1,026
Amounts reclassified from accumulated otl
comprehensive los (16€) 0 0 0 (16€)
Net currer-period other comprehensive Ic (16€) (108) (918 0 (1,199
Balance at June 29, 20 $ 0 $ 92 $ (2,568 $ (760) $ (3,420

The following table provides details about reclisations out of accumulated other comprehensigs for the six months ended June
2013 (in thousands):

Amount
Reclassified

from
Accumulated Other
Details about Accumulated Other Comprehensive Los§omponents Comprehensive Los
Unrealized gain on auction rate securities $ (16€)
0

$ (166)

Total reclassifications for the peri

Affected Line Item in
the Statement Where
Net Loss is Presente

Other gain (loss), ne
Provision for income tax
Total, net of income ta

8. Basic and Diluted Net Loss Per Common Share

Basic net loss per common share is computed bdidiyinet loss by the weighted average number dedesommon shares outstanding
during the period. Diluted net loss per common slisicomputed using net loss and the weighted gearamber of common shares
outstanding plus potentially dilutive common sharetstanding during the period. Potentially diletscommon shares include the assumed
exercise of outstanding stock options, assumedngest outstanding restricted stock units (“RSUafid performance stock units (“PSUs"),
assumed exercise of outstanding warrants, assuomesion of convertible senior notes and assusseiince of stock under the Company’s
employee stock purchase plan (“‘ESPP”) using thestney stock method. Upon conversion of the Notés,the Company’s intention to pay
cash equal to the lesser of the aggregate prinaipaunt and the conversion value of the Notes badmgerted, therefore, only the conversion
spread relating to the Notes would be includechen@ompany’s diluted earnings per share calculatidess their effect is anti-dilutive.

The following table sets forth the computation ef loss per common share — basic and diluted ¢nshinds, except per share amounts).

Three Months Ended Six Months Ended

June 29, June 30, June 29, June 30,
2013 2012 2013 2012
Net loss $ (10,009 $ (29,549 $ (25,289 $ (50,167)
Weighted average common shares outstan 116,91: 110,40: 115,60! 109,53«
Net loss per common she basic and dilute: $  (0.09 $ (0.29) $ (0.29 $ (0.4¢
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The Company had the following equity awards outditasnthat could potentially dilute basic net logs pommon share in the future, but
were excluded from the computation of diluted lpss common share in the periods presented asatfeat would have been anti-dilutive (in
thousands):

As of
June 29, June 30,
2013 2012
Stock options 7,39¢ 9,41
RSUs 6,362 7,05¢
PSUs 721 1,50¢
ESPF 601 81¢€
Warrants to purchase common sti 0 93
Total 15,08( 18,88(

9. Convertible Senior Notes

In May 2013, the Company issued $150.0 million a%% convertible senior notes due June 1, 2018‘Nbé&es”). The Notes will matur
on June 1, 2018, unless earlier purchased by thep@oy or converted. Interest is payable semi-amnirahrrears on June 1 and December 1
of each year, commencing December 1, 2013. Thproeteds to the Company were approximately $144l®m

The Notes are governed by an indenture dated Bapf30, 2013 (the “Indenture”), between the Compasyissuer, and U.S. Bank
National Association, as trustee. The Notes areaured and do not contain any financial covenangg restrictions on the payment
dividends, the incurrence of senior debt or othdebtedness, or the issuance or repurchase oitgecby the Company.

Upon conversion, it is the Company’s intention &y gash equal to the lesser of the aggregate pahamount and the conversion value
of the Notes being converted and cash, sharesnofinom stock or a combination of cash and sharesrofion stock, at the Company’s
election, for any remaining conversion obligati@he initial conversion rate is 79.4834 shares ofimmn stock per $1,000 principal amount of
Notes, subject to ardilution adjustments. The initial conversion priseapproximately $12.58 per share of common stock.

Throughout the term of the Notes, the conversiom maay be adjusted upon the occurrence of centants, including for any cash
dividends. Holders of the Notes will not receivey @ash payment representing accrued and unpaie#ttepon conversion of a Note. Accrued
but unpaid interest will be deemed to be paid Ihifpon conversion rather than cancelled, extingedsor forfeited. Holders may convert their
Notes under the following circumstanc

. during any fiscal quarter commencing after thedigpiarter ending on September 28, 2013 (and amiyng such fiscal quarter) if
the last reported sale price of the common stoclatiteast 20 trading days (whether or not consegutiuring a period of 30
consecutive trading days ending on the last tradagof the immediately preceding fiscal quartegrisater than or equal to 130%
of the conversion price on each applicable tradiag;

. during the five business day period after any fisasecutive trading day period (the “measuremenbg® in which the trading
price per $1,000 principal amount of Notes for eiating day of the measurement period was less3B&b of the product of the
last reported sale price of the Comp's common stock and the conversion rate on eachtsadting day

. upon the occurrence of specified corporate evesgsribed under the Indenture, such as a consaidatierger or binding share
exchange; o

. at any time on or after December 1, 2017 untildlese of business on the second scheduled tradingnimediately preceding the
maturity date, holders may convert their Notesngttame, regardless of the foregoing circumstan

If the Company undergoes a fundamental changefasedén the Indenture governing the Notes, holaeay require the Company to
repurchase for cash all or any portion of theird$adt a repurchase price equal to 100% of theipehamount of the Notes to be repurchased,
plus accrued and unpaid interest to, but excludimgfundamental change repurchase date. In additfwon the occurrence of a “make-whole
fundamental change” (as defined in the Indentudihe) Company will, in certain circumstances, incesd® conversion rate by a number of
additional shares for a holder that elects to cdrit&Notes in connection with such make-wholedamental change.
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The Notes consisted of the following (in thousands)

Other Nor-

Current Long-term Additional Paid-

Assets Debt in Capital
Principal amount $ 0 $ 150,00( $ 0
Debt discoun 0 (45,000 0
Equity componen 0 0 45,00(
Debt issuance co 3,872 0 (1,659
Initial transaction amounts $ 3,87z $ 105,00( $ 43,34
Amortization of debt issuance cc (50 0 0
Amortization of debt discour 0 58C 0
Net carrying amount at June 29, 201. $ 3,82 $ 105,58 $ 43,34:

In accounting for the issuance of the Notes, then@my separated the Notes into liability and eqoisnponents. The carrying amoun
the liability component was calculated by measutirgfair value of a similar debt instrument thaes not have an associated convertible
feature. The carrying amount of the equity componepresenting the conversion option was determiyededucting the fair value of the
liability component from the par value of the Notéhe equity component is not remeasured as lofitgcastinues to meet the conditions for
equity classification. The excess of the princgralount of the liability component over its carryimgount (“debt discount”) is amortized to
interest expense over the term of the Notes. Timairéng debt discount amount to be amortized dverémaining five years until maturity of
the Notes was $44.4 million as of June 29, 2013.

In accounting for the issuance costs of $5.5 nmillielated to the Notes, the Company allocateddta &mount incurred to the liability
and equity components of the Notes based on thlaitive values. Issuance costs attributable tdidihdity component were recorded as Other
non-current assets and will be amortized to intezggense over the term of the Notes. The issueosts attributable to the equity component
were netted with the equity component in stockhadequity. Additionally, the Company recorded deateed tax liability of $17.0 million in
connection with the Notes, along with a correspogdeduction in valuation allowance; the impacbofh was recorded to stockholders’
equity.

The Company determined that the embedded convergiiion in the Notes does not require separateustcy treatment as a derivative
instrument because it is both indexed to the Colyipaawn stock and would be classified in stockhdklequity if freestanding.

The following table sets forth total interest expemecognized related to the Notes (in thousands):

Three and Six
Months Endec

June 29, 2013

Contractual interest expense $ 21¢
Amortization of debt issuance co: 50
Amortization of debt discour 58C

$ 84¢

The effective interest rate of the liability compoh was 1.75%. The excess of the principal amotifteoliability component over its
carrying amount is amortized, using an effectiverest rate of 5.12%, to interest expense ovetetime of the Notes.

As of June 29, 2013, the fair value of the Notes §566.8 million. The fair value was determineddobsn the quoted bid price of the
Notes in an ovethe-counter market on June 28, 2013. The Noteslassified under Level 2 of the fair value hiergrcBased on the closing
price of the Company’s common stock of $10.67 arel28, 2013, the if-converted value of the Notes leas than their principal amount.
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10. Stockholders’ Equity
Stock-based Compensation Plans

The Company’s stock-based compensation plans iadtatk options, RSUs, PSUs and employee stockases under the Company’s
ESPP. As of June 29, 2013, there were a total & ihillion shares available for grant under the @any’s 2007 Equity Incentive Plan. The
following tables summarize the Company’s equity ahactivity and related information (in thousanelscept per share data):

Average Aggregate
Number of Exercise
Price Intrinsic
Options Per Share Value
Outstanding at December 29, 201 9,00¢ $ 7.1 $ 5,72¢
Options exercise (1,199 $ 6.1F $ 3,93
Options cancele (419 $ 7.9t
Outstanding at June 29, 201. 7,39¢ $ 7.2t $ 26,25:
Vested and expected to vest as of June 29, 7,381 $ 26,21
Exercisable at June 29, 2013 6,811 $ 7.1t $ 24,64
Weighted-
Average
Grant Date Aggregate
Number of
Restricted Fair Value Intrinsic
Stock Units Per Share Value
Outstanding at December 29, 201 6,70% $ 8.01 $ 38,87
RSUs grantei 2,87¢ $ 6.9
RSUs release (2,74%) $ 83( $ 21,67:
RSUs cancele (471 $ 7.7C
Outstanding at June 29, 201: 6,362 $ 7.4 $ 67,87¢
Expected to vest at June 29, 201 6,16¢€ $ 65,79«
Weighted-
Average
Number of Grant Date Aggregate
Performance
Fair Value Intrinsic
Stock Units Per Share Value
Outstanding at December 29, 2012 1,36¢ $ 10.5: $ 7,93
PSUs grante 552 $ 6.7
PSUs release (684) $ 10.5: $ 4,28¢
PSUs cancele (515 $ 11.31
Outstanding at June 29, 201: 721 $ 7.0 $ 7,68¢
Expected to vest at June 29, 201 487 $ 5,19

The aggregate intrinsic value of unexercised ogtionreleased RSUs and unreleased PSUs is cattaktee difference between the
closing price of the Comparg/'common stock of $10.67 at June 28, 2013 andxéreige prices of the underlying equity awards. abgregat
intrinsic value of the options which have been eiserd and RSUs released is calculated as theatifferbetween the fair market value of the
common stock at the date of exercise or releas¢hanexercise price of the underlying equity awards
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The following table presents total stock-based camsption cost for instruments granted but not gedrtized, net of estimated
forfeitures, of the Company’s equity compensatitamp as of June 29, 2013. These costs are expecdbedamortized on a straight-line basis
over the following weighted-average periods (inubands, except for weighted-average period):

Unrecognized Weighted-

Compensatior Average Perioc

Expense, Net (in years)
Stock options 2,094 1.1
RSUs 34,05 2.2
PSUs 2,63¢ 1.9

Employee Stock Options

The ranges of estimated values of stock optionspanirmance-based stock options granted, as welrages of assumptions used in
calculating these values were based on estimated@ss:

Three Months Ended Six Months Ended

June 29, June 30, June 29, June 30,
Employee and Director Stock Options 2013 2012 2013 2012
Volatility N/A N/A N/A 65%- 68%
Risk-free interest rat N/A N/A N/A 0.7%- 1.0%
Expected life N/A N/A N/A 4.0- 5.3 year
Estimated fair valu N/A N/A N/A $3.75- $3.76
Stock-based compensation expense (in thouse $722 $2,167 $1,525 $4,568

N/A Not applicable because the Company did not granbations to employees for the periods preser

Employee Stock Purchase Plan
The fair value of the ESPP shares was estimatgk atate of grant using the following assumptions:

Three Months Ended Three Months Ended
June 29, June 30, June 29, June 30,
Employee Stock Purchase Pla 2013 2012 2013 2012
Volatility 46% 57% 46% 57%
Risk-free interest rat 0.1% 0.2% 0.1% 0.2%
Expected life 0.5years 0.5years O0.5years 0.5years
Estimated fair valu $1.87 $2.63 $1.87 $2.63
Stock-based compensation expense (in thouse $566 $861 $1,274 $1,758

Restricted Stock Units

During the three and six months ended June 29,,28@3Company granted RSUs to members of the Coygohoard of directors and
employees to receive an aggregate of 2.5 milli@reshand 2.9 million shares of the Company’s comstock, respectively, at no cost. The
Company accounted for the fair value of the RSUisguhe closing market price of the Company’s comratwck on the date of grant.
Amortization of stock-based compensation relate$&Js in the three and six months ended June 298 @0d June 30, 2012 was
approximately $5.8 million and $12.7 million, respreely, and $7.3 million and $13.6 million, resgieely.
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Performance Stock Units

During 2009, the Company granted PSUs primariljn@nbers of the Company’s board of directors andw@ikee officers. The number
of shares to be issued upon vesting of PSUs range@.5 to 2.0 times the number of PSUs grante@midipg on the relative performance of
the Company’s common stock price compared to th& NAQ Composite Index over a three-year or four-yeaiod. During the six months
ended June 29, 2013, the Company released 0.5mdliares of PSUs based on a payout of 0.5 timiére ahrget number of PSUs.

Pursuant to the Company’s 2007 Equity IncentiveRdairing 2012, the Company granted 0.5 milliorreb@f PSUs to certain of the
Company'’s executive officers. These PSUs will ordgt upon the achievement of certain specific regeand operating profit criteria and are
subject to each named executive officer's contirggggtice to the Company. If the financial perforcametrics are not met within the time
limits specified in the award agreements, the P8illde cancelled. During the six months ended J228e2013, the Company released
0.2 million shares of PSUs upon achievement ofgeperformance goals.

Pursuant to the Company’s 2007 Equity IncentivenPdiaring the three and six months ended June(®3,2he Company granted
0.2 million and 0.6 million shares of PSUs, respety, to certain of the Company’s executive offeeThe number of shares to be issued upo
vesting of PSUs range from 0 to 1.5 times the nurob®SUs granted depending on the relative perdoia of the Company’s common stock
price compared to the NASDAQ Telecom Composite xmmleer the span of one, two and three years of sb@reholder returns.

Amortization of stock-based compensation relate@$tJs in the three months ended June 29, 2013 ppas>xamately $0.4 million.
Amortization of stock-based compensation relate@$tJs in the six months ended June 29, 2013 wesdé of approximately $0.4 million,
including $1.0 million of expense offset by a $indlion decrease in fair value for one award clisdias a liability award, in accordance with
Accounting Standard Codification 718, Compensati®@tock Compensation. Amortization of stock-basauijpensation related to PSUs in the
three and six months ended June 30, 2012 was dppatety $1.4 million and $1.8 million, respectively

Common Stock Warrants

During the first quarter of 2013, warrants to pash 92,592 shares of common stock were net exérdibe aggregate consideration for
such exercises was approximately $0.5 million. A3ume 29, 2013, there were no warrants of comrtmrk ®utstanding.

Stock-Based Compensation

The following tables summarize the effects of stbeked compensation on the Company’s condensedlimtated balance sheets and
statements of operations for the periods presdirigtiousands):

June 29, December 2¢
2013 2012
Stock-based compensation effects in inventory $ 3,87 $ 4,891
Stoclk-based compensation effects in deferred inventosy $ 17 $ 42
Stock-based compensation effects in fixed as $ 15¢ $ 171
Three Months Ended Six Months Ended
June 29, June 30, June 29, June 30,
2013 2012 2013 2012
Stock-based compensation effects in net loss before incertaxes
Cost of revenu $ 474 $ 68€ $ 96( $ 1,29:
Research and developmt 2,622 3,69¢ 5,741 7,01t
Sales and marketir 1,80i 2,744 3,80¢ 4,96:
General and administratic 1,591 2,70¢ 2,36( 4,92¢
6,49¢ 9,83( 12,867 18,19¢
Cost of revenu~ amortization from balance she® 1,69( 1,10C 3,292 2,16¢
Total stocl-based compensation expel $ 8,18/ $ 10,93« $ 16,15¢ $ 20,36

@ Stock-based compensation expense deferred to inventdrgefierred inventory costs in prior periods anadgaized in the current peric
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11. Income Taxes

Provision for income taxes for the three and sinthe ended June 29, 2013 was $0.6 million and ®dl®n, respectively, or negative
6.4% and negative 3.8%, respectively, on a prdesxof $9.4 million and $24.4 million, respectiv€elhis compared to a tax provision of
$0.5 million and $1.1 million, respectively, or miye 1.8% and negative 2.3%, respectively, oreatgx loss of $29.0 million and $49.1
million, respectively for the three and six mon#mgled June 30, 2012. The difference between thep@oy's effective tax rates and the fede
statutory rate of 35% is primarily attributableuobenefited U.S. losses, foreign taxes providetherincome of the Company’s foreign
subsidiaries, non-deductible stock-based compeamsatipense, and various discrete items. The loaxeexpense in 2013 relates to a release
transfer pricing reserves following a statute ofitations lapse.

The realization of tax benefits of deferred taxetsss dependent upon future levels of taxablenresmf an appropriate character, in the
periods the items are scheduled to be deductikiexable. Based on the available objective evidememagement believes it is more likely
than not that the domestic net deferred tax asgtsot be realizable. Accordingly, the Companyshmovided a full valuation allowance
against its domestic deferred tax assets, netfefréel tax liabilities, as of June 29, 2013 anddé»eloer 29, 2012. In determining future taxable
income, the Company makes assumptions to foreedstdl, state and international operating incotreréversal of taxable temporary
differences, and the implementation of any feasiinlé prudent tax planning strategies. The assumgptiequire significant judgment regarding
the forecasts of future taxable income and areistam with the Company’s forecasts used to maitagrisiness. The Company intends to
maintain the remaining valuation allowance untifisient positive evidence exists to support a reatof, or decrease, in the valuation
allowance.

12. Segment Information

Operating segments are defined as componentsaitarprise about which separate financial inforarais available that is evaluated
regularly by the chief operating decision makergdecision making group, in deciding how to allocagsources and in assessing performance
The Company’s chief operating decision maker isGbhepany’s chief executive officer. The Companyige€ executive officer reviews
financial information presented on a consolidatasidy accompanied by information about revenuegwmgaphic region for purposes of
allocating resources and evaluating financial pememce. The Company has one business activitytrard are no segment managers who are
held accountable for operations, operating resuitsplans for levels or components below the cadeiald unit level. Accordingly, the
Company is considered to be in a single reportaggreent and operating unit structure.

Revenue by geographic region is based on the sig@mdress of the customer. The following tablésosth revenue and long-lived
assets by geographic region (in thousands):

Revenue
Three Months Ended Six Months Ended
June 29, June 30, June 29, June 30,
2013 2012 2013 2012
Americas:
United State: $ 88,25 $ 65,79( $ 167,32 $ 136,68t
Other America 3,80: 1,51¢ 451¢ 5,507
92,05 67,30 171,84 142,19!
Europe, Middle East and Afric 31,95¢ 23,27¢ 70,76( 49,42¢
Asia Pacific 14,37¢ 2,87¢ 20,40 6,53t
Total revenu¢ $ 138,38! $ 93,45¢ $ 263,01( $ 198,15¢
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Property, plant and equipment, net

June 29, December 2¢

2013 2012
United States $ 75,97¢ $ 78,30¢
Other America: 16¢ 19¢
Europe, Middle East and Afric 841 24
Asia Pacific 1,407 1,817
Total property, plant and equipment, $ 78,39: $ 80,34

13. Guarantees
Product Warranties

Upon delivery of products, the Company providestli@r estimated cost to repair or replace producteorelated components that may
be returned under hardware warranties. In genesatiware warranty periods range from one to fiveargeHardware warranties provide the
purchaser with protection in the event that thedpob does not perform to product specificationstimiuthe warranty period, the purchaser’s
sole and exclusive remedy in the event of suchatiefefailure to perform is limited to the corremtiof the defect or failure by repair,
refurbishment or replacement, at the Company’s gptmn and expense. The Company estimates itsMaaedwarranty obligations based on
the Company’s historical experience of known pradaiture rates, use of materials to repair or aepldefective products, and service deliver
costs incurred in correcting product failures. didigion, from time to time, specific hardware wantyaaccruals may be made if unforeseen
technical problems arise with specific productsnisigement periodically assesses the adequacy Qfaimpany’s recorded warranty liabilities
and adjusts the amounts as necessary.

Activity related to product warranty was as follogirs thousands):

Three Months Ended Six Months Ended
June 29, June 30, June 29, June 30,
2013 2012 2013 2012
Beginning balance $ 16,67: $ 12,98¢ $ 16,48: $ 12,86¢
Charges to operatiol 6,17¢ 3,10z 10,34¢ 5,82¢
Utilization (2,055 (1,83)) (4,13¢) (3,809
Change in estimai® (1,099 (55€) (2,989 (1,189
Balance at the end of the peri $ 19,70: $ 13,70: $ 19,70: $ 13,70:

@ The Company records hardware warranty liabilitiasdal on the latest quality and cost informatiorilabte as of that date. The favorable
changes in estimate shown here are due to contim@ovements in overall actual failure rates amalimpact of these improvements on
the Company’s estimate of expected future retunaschanges in the estimated cost of replacingdailgts using either repaired or new
units.

14. Litigation and Contingencies
Legal Matters

From time to time, the Company is subject to vagitmgal proceedings, claims and litigation arismthe ordinary course of business.
While the outcome of these matters is currentlydetérminable, the Company does not expect thatltimeate costs to resolve these matters
will have a material effect on its consolidatedafigial position, results of operations, or castwfloA complete description of the Company’s
legal proceedings can be found in “Item 3. LegakcPedings” of Part | of the Company’s Annual Report-orm 10K for the fiscal year ende
December 29, 2012 filed with the SEC on March 8,2®ny updates to the information contained in@wnpany’s Annual Report on Form
10-K are set forth below.

Cheetah Patent Infringement Litigation

A hearing was held on July 16, 2013, during whiuh parties presented evidence to the U.S. Distacirt for the Eastern District of
Texas Texarkana Division regarding the interpretatf various claim terms of patent no. 6,795,608 patent no. 7,142,347. On July 24,
2013, the Court issued an order regarding clainsttoation, in which the Court agreed with somehaf Company’s proposed claim
constructions.
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In addition to the ongoing Cheetah litigation, amd 10, 2013, the Company filed a Petition fornartes Review to challenge the
validity of Cheetah’s patent no. 6,888,661 (the&s1@Patent”) in a separate proceeding before theedi8tates Patent and Trademark Office.
Cheetah has sued Finisar Corporation for infringgoéthe ‘661 Patent in the U.S. District Count foe Eastern District of Michigan.

Based on the information available at this time, @ompany concluded that the likelihood of a lo&h wespect to this suit is reasonably
possible. The Company has further concluded theatghge of the reasonably possible loss is anriifiignt amount and will not have a
material adverse effect on the Company’s busiresssolidated financial position, results of opemasi, or cash flows. No provision has been
made for this lawsuit in the Compasyfinancial statements. Factors that the Compangidered in the determination of the likelihoochdbs:
and the estimate of the range of that loss in spehis matter included the merits of the cdise ,nature of the litigation (including the
complex and technical nature of patent litigatidh length of time the matter has been pendirglifthof the stay by the court, the status ol
plaintiff as a non-operating entity, the Comparigtention to vigorously defend the case unlesaiit loe settled for an insignificant amount anc
the likelihood of the plaintiff accepting an amoiumthis range. However, the outcome of such leggatters is inherently unpredictable and
subject to significant uncertainties.

Cambrian Science Patent Infringement Litigation

On June 17, 2013, the U.S. District Court for thental District of California issued an order ratjag claim construction, in which the
Court agreed with some of the Company’s proposaithctonstructions.

Based on the information available at this time, @ompany concluded that the likelihood of a lo&h wespect to this suit is less than
reasonably possible and therefore, a range ofclssot be provided. As a result, the Company hakma provision for this lawsuit in its
financial statements. Factors that the Companyidered in the determination of the likelihood dbas in respect to this matter included the
merits of the case, the nature of the litigatiowi{iding the complex and technical nature of paliggation), the length of time the matter has
been pending, and the status of the plaintiff asraoperating entity, and the Company’s intentmrigorously defend this case.

Loss Contingencie

The Company is subject to the possibility of vasidmsses arising in the ordinary course of businBssse may relate to disputes,
litigation and other legal actions. In the preparabf its quarterly and annual financial statensetiie Company considers the likelihood of
or the incurrence of a liability, including whetheis probable, reasonably possible or remote dHability has been incurred, as well as the
Company’s ability to reasonably estimate the amaoiifiss, in determining loss contingencies. Inoadance with U.S. GAAP, an estimated
loss contingency is accrued when it is probabledhability has been incurred and the amounbs§ican be reasonably estimated. The
Company regularly evaluates current informatiodetermine whether any accruals should be adjustédvaether new accruals are required.
As of June 29, 2013, the Company has not accruegtorded any such material liabilities.
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Item 2. Managemen's Discussion and Analysis of Financial Condition drResults of Operation

This quarterly report on Form 10-Q contains “forwhtooking statements” that involve risks and unagtties, as well as assumptions
that, if they never materialize or prove incorremuld cause our results to differ materially frémose expressed or implied by such forward-
looking statements. Such forward-looking statemisieiade any expectation of earnings, revenuessgrargins, expenses or other financial
items; any statements of the plans, strategiesolijettives of management for future operations @erdonnel; factors that may affect our
operating results; statements concerning new prtelacservices, including future PIC capacity arehwnproduct costs, delivery dates and
revenues; statements related to capital expendifisatements related to future economic conditipesformance, market growth or our sales
cycle; statements related to our convertible senimes; statements related to the effects of liligaon our financial position, results of
operations, or cash flows; statements as to ingusénds and other matters that do not relate rito historical facts or statements of
assumptions underlying any of the foregoing. Tiséstements are often identified by the use of weudh as “anticipate,” “believe,”
“continue,” “could,” “estimate,” “expect,” “intend, ” “may,” or “will,” and similar expressions or varations. These statements are based on
the beliefs and assumptions of our management b@as@dormation currently available to managemesuch forward-looking statements are
subject to risks, uncertainties and other factdwattcould cause actual results and the timing ofaie events to differ materially from future
results expressed or implied by such forward-loglstatements. Factors that could cause or contelttatsuch differences include, but are not
limited to, those identified below, and those dss&d in the section titled “Risk Factors” includeldewhere in this Form 1Q-and in our othe
SEC filings, including our annual report on Form-KCOor the fiscal year ended December 29, 20121 fda March 5, 2013. Such forward-
looking statements speak only as of the date sfréort. We disclaim any obligation to update &aryard4ooking statements to reflect eve
or circumstances after the date of such statem@tis following discussion and analysis should lz&lri@ conjunction with our condensed
consolidated financial statements and notes thdretinded elsewhere in this quarterly report on fot0-Q.

Overview

Infinera was founded in December 2000 with a unigs®n for optical networking. Prior to Infinerepmmunications service provider
optical networks were built from fairly commoditiz@roducts, broadly known as wavelength divisioritiplexing (“WDM”")
systems. Continued growth in bandwidth demand hedise of cloud services have increased the raetid delivery of high-capacity, low-
cost bandwidth throughout the network. Infineradads this can best be achieved with photonic nateg circuits (“PICs”) and that only
through photonic integration can network operaédfisiently scale their network bandwidth. To ade¢he increasing demand for cloud-base
services and data center connectivity, we introdube Infinera Intelligent Transport Network™ iméu2013. We believe the Intelligent
Transport Network helps carriers increase revenltitsthe timely delivery of reliable, differentiateservices while reducing operating costs
through scale, multi-layer convergence and autamnati

Essential to our strategy has been the use of &@sway to deliver massive dense wavelength divisiultiplexing (“DWDM”)
bandwidth in a very small power and space footpahbwing the integration of high capacity switegiinto the same platform. We introduced
the DTN platform based on the 100Gigabits per se{t®bps”) PIC in 2004 and since then have madeifstgint enhancements by increasing
reach and fiber capacity for the long-haul markdting the Infinera MTC, a 19-inch DTN chassis optiailored for the metro core market,
and adding a submarine version of the DTN platfanthe Submarine Line Terminating Equipment marketddition, we introduced our
ATN metro access platform (“ATN platform”), extendithe benefits of Intelligent Transport to the @dd the network. In the second quarter
of 2012, we started shipping the DTN-X platformséa on our third generation 500G PIC. The DTN-Xfptan provides high capacity 100G
coherent DWDM in the form of 500G super-channels iategrates five Terabits per second of OTN sviiitglinto a single converged
platform.

Our goal is to be the leading provider of Intelig@ransport Networks to communications servicevjglers, internet content providers,
cable operators, subsea network operators, andsotbar revenue growth will depend on the continaeckptance of our products, growth of
communications traffic and the proliferation of bandth-intensive services, which increases the fieettansport capacity. Our ability to
increase our revenue and achieve profitability dldirectly affected by the level of acceptancewfproducts in the long-haul and metro
WDM markets and by our ability to cost-effectivelgvelop and sell innovative products that levemgetechnology advantages.

As of June 29, 2013, we have sold our network syst®r deployment in the optical networks of 12%tomers worldwide, including
CenturyLink, Colt, Cox Communications, Dante, Debts Telekom, Equinix, Inc., Interoute, KDDI, Lex&INTT, OTE, Pacnet Telefonica ¢
TeliaSonera International. Since the commencemfestiipping our DTN-X platform in the second quamé2012, we have 31 customers who
have purchased our DTN-X platform. We do not hawveiterm sales commitments from our customers.ake,d few of our customers have
accounted for a significant portion of our revenye.customer accounted for over 10% of our reveénuke three months ended June 29, 201
and one customer accounted for over 10% of oumexén the three months ended June 30, 2012. Gateraar accounted for over 10% of «
revenue in each of the six months ended June 29 20d June 30, 2012. Our business will be harifnealyiof our key customers do not
generate as much revenue as we forecast, stopgsimghfrom us, or substantially reduce their ordenss.
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We are headquartered in Sunnyvale, California, efitiployees located throughout the Americas, Eurape the Asia Pacific region. We
expect to continue to add personnel in the UnitadeS and internationally to develop our produots grovide additional geographic sales and
technical support coverage. We primarily sell otodoicts through our direct sales force, with a $pattion sold indirectly through resellers.
We derived 88% and 92% of our revenue from direlgissto customers in the three and six months edwaleel 29, 2013, respectively, and 99%
and 98% of our revenue for the three and six moatited June 30, 2012, respectively. Our stratetyyleverage reseller channels where
appropriate to expand our presence in certain gebggs; however, we expect to continue generatsgpatantial majority of our revenue frc
direct sales. Our indirect channel revenues ineasthe second quarter of 2013, both in absalabiars and as a percentage of revenue,
reflecting increased activities with strategic tleseaccounts in a number of regions.

Our near-term year-over-year and quarter-over-quagivenue will likely be volatile and may be impatby several factors including
general economic and market conditions, time-toketadevelopment of new products, acquisitions @f nastomers and the timing of large
product deployments.

In May 2013, we issued $150.0 million of 1.75% certible senior notes (the “Notes”) due June 1, 20¥8 intend to use the net
proceeds for working capital and other general a@ie purposes. See Note 9, “Convertible Senioe$§dto the Notes to Condensed
Consolidated Financial Statements for more inforomat

In 2013, we intend to continue to focus our effansleveraging the DTN platform to win new network footprint and gain rket share
These efforts will be balanced with a focus on pidost improvements and overall prudent finantiahagement.

We expect to continue to make significant investtmémthe business, and management currently lesithat operating expenses for
2013 will range from $245 million to $250 milliomcluding stock-based compensation expense of appately $30 million to $35 million.

Critical Accounting Policies and Estimates

Management’s Discussion and Analysis of Financ@hdition and Results of Operations is based upertondensed consolidated
financial statements, which we have prepared io@ance with U.S. GAAP. The preparation of theparitial statements requires
management to make estimates and assumptiondfenztttae reported amounts of assets, liabilittesenue and expenses, and related
disclosure of contingent assets and liabilitiesnitgement bases its estimates on historical experi@nd on various other assumptions that it
believes to be reasonable under the circumstatieesesults of which form the basis for making jomiats 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 ifajuires an accounting estimate to be made basadsumptions about matters that are
highly uncertain at the time the estimate is m#ddifferent estimates reasonably could have bessdyor if changes in the estimate that are
reasonably likely to occur could materially imp#e financial statements. Management believesiiesé have been no significant changes
during the six months ended June 29, 2013 to #mesitthat we disclosed as our critical accountirigies and estimates in Management's
Discussion and Analysis of Financial Condition &ebults of Operations in our Annual Report on F&¥K for the fiscal year ended
December 29, 2012.
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Results of Operations

The following sets forth, for the periods presentatain unaudited condensed consolidated statsrépnperations information (in

thousands, except %):

Revenue
Product
Ratable product and related support and ser
Services
Total revenue
Cost of revenue
Product
Ratable product and related support and senr
Services
Total cost of revenu
Gross profit

Revenue
Product
Ratable product and related support and senr
Services
Total revenue
Cost of revenue
Product
Ratable product and related support and senr
Services
Total cost of revenu
Gross profit

Three Months Ended

June 29, 201 June 30, 201:
% of total % of total
Amount revenue Amount revenue Change % Change
$ 120,15: 87% $ 77,84: 83% $ 42,31( 54%
494 0% 522 1% (29) -6%
17,73¢ 13% 15,09: 16% 2,64¢ 18%
$ 138,38! 100% $ 93,45t 10C% $ 44,92 48%
$ 80,12¢ 58% $ 56,017 60% $ 24,110 43%
69 0% 16€ 0% (97) -58%
6,53¢ 5% 4,901 5% 1,632 33%
$ 86,73: 63% $ 61,08¢ 65% $ 25,64% 42%
$ 51,65« 37% $ 32,37¢ 35% $ 19,28( 60%
Six Months Ended
June 29, 201: June 30, 2012
% of total % of total
Amount revenue Amount revenue Change % Change

$ 227,96:. 87% $ 170,23 86% $ 57,72¢ 34%
1,02¢ 0% 1,05¢ 0% (26) 2%
34,02( 13% 26,87 14% 7,14¢ 27%
$ 263,01( 10C% $ 198,15¢ 10% $ 64,85 33%
$ 155,48: 59% $ 115,34: 58% $ 40,14( 35%
164 0% 357 0% (199 -54%
13,00¢ 5% 9,66( 5% 3,34¢ 35%
$ 168,65: 64% $ 125,35¢ 63% $ 43,29¢ 35%
$ 94,35¢ 36% $ 72,80 37% $ 21,55¢ 30%
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The following table summarizes our revenue by gaplagy and sales channel for the periods presentéddusands, except %):

Three Months Ended

Six Months Ended

June 29, June 30, June 29, June 30,
2013 2012 2013 2012
Total revenue by geograpl
Domestic $ 88,25 $ 65,79 $ 167,32 $ 136,68!
Internationa 50,13¢ 27,66¢ 95,68¢ 61,47
$ 138,38! $ 93,45¢ $ 263,01 $ 198,15¢
% Revenue by geograpl
Domestic 64% 70% 64% 69%
Internationa 36% 30% 36% 31%
100% 100% 10C% 10C%
Total revenue by sales chan
Direct $ 122,23« $ 92,16¢ $ 243,08. $ 194,01:
Indirect 16,15: 1,29( 19,92¢ 4,14¢
$ 138,38! $ 93,45¢ $ 263,01( $ 198,15¢
% Revenue by sales chan
Direct 88% 99% 92% 98%
Indirect 12% 1% 8% 2%
10C% 10C% 10C% 10C%
Revenue

Total revenue increased by $44.9 million, or 48%jry the three months ended June 29, 2013 compaitbe corresponding period in
2012. Total revenue increased by $64.9 milliorB2%o, during the six months ended June 29, 2013 acedpto the corresponding period in
2012. The significant increase in revenues is piilgndue to the strong adoption of our DTN-X platioby both new and existing customers.
International revenue increased to 36%, of totedmee for the three and six months ended June(®3 om 30% and 31%, respectively, of
total revenue in the corresponding periods in 20h2. increase in international revenues refleatseimsed investments in sales resources in
both Europe and Asia and our increased use ofleestlannels to expand our presence geographitilyle we expect international revenues
to continue to grow in absolute dollars on a loagrt basis as we increase our sales activities ol Asia Pacific and other regions,
international revenues may fluctuate as a percera@tptal revenue depending on the size and tirofrdgployments both internationally and
in the United States.

Total product revenue increased by $42.3 milliar64%, during the three months ended June 29, 20dfpared to the corresponding
period in 2012. Total product revenue increase@%%.7 million, or 34%, for the six months endedel@A, 2013 compared to the
corresponding period in 2012. These increases dgrdo higher sales of our DTN-X platform to bo#wnand existing customers in the first
half of 2013. Total ratable revenue levels remaicaukistent at $0.5 million and $1.0 million foetthree and six months ended June 29, 201
respectively, compared to $0.5 million and $1.1liomil for the corresponding periods in 2012, respet.

Total services revenue increased by $2.6 millior,8%, during the three months ended June 29, 26dared to the corresponding
period in 2012 primarily reflecting the incrementatognition of $1.6 million in deployment servigesenue, $0.8 million in software
subscription revenue and $0.2 million for hardwaegranty and spares management related servicea. SEovices revenue increased by $7.1
million, or 27%, for the six months ended JuneZ®1 3 compared to the corresponding period in 20t2auily reflecting the incremental
recognition of $3.8 million in deployment servigesenue, $1.5 million for hardware warranty andrepananagement related services and
million in software subscription revenue. As ouwstalled customer base grows, we expect to contmgeow our extended hardware warranty
and spares management services revenues in figricalg.

Cost of Revenue and Gross Margin

Gross margin increased to 37% in the three momttiecJune 29, 2013 from 35% in the correspondiniggef 2012. This increase
primarily reflected our progress on yield improvertseand cost reductions on the DTN-X platform.

Gross margin decreased to 36% in the six monthededdne 29, 2013 from 37% in the correspondinggdenf 2012. The transition of a
portion of our revenues from the DTN platform ta @TN-X platform, with its initial lower gross mairgs, contributed to a decline in gross
margins in the first half of 2013. In addition, wentinued to experience a higher level of lowergiranetwork footprint sales in the first hall
2013, as we completed a significant number of n@MEX deployments. These effects were offset byitichusion of production ramp costs
associated with the DTN-X and most notably someeimental LCM amounts related to our DMNinventory and shipments that were awai
customer acceptance in the second quarter of 20&82emain focused on achieving cost reductionderdXTN-X platform and expect
improved yields and more mature manufacturing psses to contribute to improved gross margins ones.t
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We do not have the visibility necessary to acclygieedict quarterly gross margins beyond a onertgudéime horizon, but believe that
increased revenues and improved product mix, coaebivith planned cost reductions on the DTN-X platfomay allow for some margin

expansion in the second half of 2013 and in fupe@s.

Operating Expenses
The following tables summarize our operating expsriser the periods presented (in thousands, eXégpt

Three Months Ended

June 29, June 30,
2013 2012
% of total % of total
Amount revenue Amount revenue Change % Change
Operating expense
Research and developm $ 31,68 23% $ 31,67¢ 3% % 5 0%
Sales and marketir 17,15¢ 13% 17,771 19% (622) -3%
General and administrati 11,42¢ 8% 12,32( 13% (894) -7%
Total operating expens: $ 60,26: 44% $ 61,77 66% $ (1,51) -2%
Six Months Ended
June 29, June 30,
2013 2012
% of total % of total
Amount revenue Amount revenue Change % Change
Operating expense
Research and developm $ 61,407 23% $ 62,66 32% $ (1,259 -2%
Sales and marketir 35,20: 14% 36,01¢ 18% (81¢) -2%
General and administrati 21,29¢ 8% 23,40« 12% (2,106 -9%
Total operating expens: $ 117,90¢ 45%  $ 122,08 62% $ (4,179 -3%

The following table summarizes the stock-based @raation expense included in our operating expdivséisousands):

Three Months Ended Six Months Ended
June 29, June 30, June 29, June 30,
2013 2012 2013 2012
Research and development $ 2,627 $ 3,69t $ 5,741 $ 7,01t
Sales and marketir 1,807 2,742 3,80¢ 4,96:
General and administratic 1,591 2,70¢ 2,36( 4,92¢
Total $ 6,02( $ 9,14 $ 11,907 $ 16,90¢

Research and Development Exper

Research and development expenses remained rijidtataduring the three months ended June 29, 2@ifpared to the corresponding
period in 2012. Increases in cash compensatior2 &f Rillion and depreciation of $0.1 million werkset by decreases in stock-based
compensation expenses of $1.1 million, equipmedtsarfitware spending of $0.9 million, and profesalautside services and other costs of
$0.1 million.

Research and development expenses decreased hyi$ib3, or 2%, in the six months ended June Z8,2compared to the
corresponding period in 2012 primarily due to dases in equipment and software spending of $21®&miktockbased compensation expe
of $1.3 million, professional and outside servicests of $0.6 million and other costs of $0.4 moiili These decreases were offset by increase
cash compensation and personnel related costs ®hdiBion and $0.4 million of increased depreaati
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Sales and Marketing Expenses

Sales and marketing expenses decreased by $0i6mdlr 3%, during the three months ended Jun@2@B3 compared to the
corresponding period in 2012 primarily due to daess in stock-based compensation of $0.9 millrawvet and related expenses of $0.6
million, customer lab trials of $0.4 million anchetr marketing expenses of $0.2 million, offset 1 million increase in compensation and
personnel-related expenses.

Sales and marketing expenses decreased by $0i8mdlr 2%, in the six months ended June 29, 2@h3pared to the corresponding
period in 2012 primarily due to decreases in stoaked compensation of $1.2 million, travel andteel&xpenses of $0.9 million and customel
lab trials of $0.8 million, offset by a $2.1 milliancrease in compensation and personnel-relateenses.

General and Administrative Expenses

General and administrative expenses decreased.dyriillion, or 7%, during the three months endedeJR9, 2013 compared to the
corresponding period in 2012, primarily due to @éased stock-based compensation expense of $lidnnghrtially offset by increased
consulting services expenses and other costs 2frillion.

General and administrative expenses decreased.byr#iion, or 9%, in the six months ended JuneZ®,3 compared to the
corresponding period in 2012, primarily due to éased stock-based compensation expense of $2i6nnghrtially offset by increased
depreciation and other costs of $0.5 million.

Other Income (Expense), Net

Three Months Ended Six Months Ended
June 29, June 30, June 29, June 30,
2013 2012 2013 2012
(In thousands)

Interest incom $ 207 $ 22¢ $ 404 $ 503

Interest expens (849) — (849) —
Other gain (loss), n¢ (15¢) 14¢ (367) (275
Total income (expense), n $ (800 $ 377 $ (806 $ 22¢

Interest income decreased by an insignificant armioutie three and six months ended June 29, 206dtpared to the corresponding
period in 2012. The decrease was mainly due tordetal investments.

Interest expense for the three and six months eddieel 29, 2013 consisted of cash interest paynaetamortization of discount and
issuance costs related to the Notes issued in N&g.2

Other gain (loss), net for the three months endeé 29, 2013 consisted of $0.2 million of realized unrealized foreign currency
transaction loss. Other gain (loss), net for the¢hmonths ended June 30, 2012 included $0.5 mitifoealized gain as a result of our AAA
rated auction rate security (“ARS”) called at patue during the second quarter of 2012. This wesebby $0.3 million of realized and
unrealized foreign currency transaction loss.

Other gain (loss), net for the six months endec 2% 2013 included $0.6 million of realized andeaatized foreign currency transaction
loss partially offset by a $0.2 million gain froimet disposal of our remaining ARS. Other gain (loss] for the six months ended June 30, 2
included a loss of $0.8 million of realized andeadized foreign currency transactions, offset byp$illion of realized gain as a result of our
AAA rated ARS called at par value during the secqudrter of 2012.

Income Tax Provisio

Provision for income taxes for the three and sinthe ended June 29, 2013 was $0.6 million and $dl@&n, respectively, or negative
6.4% and negative 3.8%, respectively, on a prdesx of $9.4 million and $24.4 million, respectiv€elhis compared to a tax provision of
$0.5 million and $1.1 million, respectively, or rmiye 1.8% and negative 2.3%, respectively, oreat@x loss of $29.0 million and $49.1
million, respectively for the three and six monémsied June 30, 2012. The difference between oectefé tax rates and the federal statutory
rate of 35% is primarily attributable to unbenefitd.S. losses, foreign taxes provided on the incofraur foreign subsidiaries, non-deductible
stock-based compensation expense, and variougttistegms. The lower tax expense in the first sbnths of 2013 compared to the first six
months of 2012 relates to a release of transfemgrireserves following a statute of limitationpde.
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The realization of tax benefits of deferred taxetsss dependent upon future levels of taxablenresmf an appropriate character, in the
periods the items are scheduled to be deductibiaxable. Based on the available objective evidemeaagement believes it is more likely
than not that the domestic net deferred tax asg@#tsot be realizable. Accordingly, we have prosiia full valuation allowance against our
domestic deferred tax assets, net of deferredabiities, as of June 29, 2013 and December 2222 determining future taxable income,
make assumptions to forecast federal, state aachational operating income, the reversal of taxédporary differences, and the
implementation of any feasible and prudent tax pilag strategies. The assumptions require signifigafgment regarding the forecasts of
future taxable income and are consistent with otedasts used to manage our business. We intanditain the remaining valuation
allowance until sufficient positive evidence exigtsupport a reversal of, or decrease, in theataln allowance.

Liquidity and Capital Resources

Six Months Ended
June 29, June 30,

2013 2012
(In thousands)

Net cash flow provided by (used ii

Operating activitie! $ (3,375 $ (28,50
Investing activities $ (74,768 $ 12,85!
Financing activitie: $ 155,46t $ 6,25/

June 29, December 2¢

2013 2012
(In thousands)

Cash and cash equivalel $ 181,21: $ 104,66t
Shor-term and lon-term investment 143,86« 79,02(
Long-term restricted cas 3,85( 3,86¢

$ 328,92! $ 187,55

Cash, cash equivalents, short-term and long-temestments and long-term restricted cash consisigbily-liquid investments in
certificates of deposits, money market funds, consrakpaper, corporate bonds and U.S. treasuries.réstricted cash balance amounts are
pledged as collateral for certain stand-by and cercral letters of credit.

Operating Activities

Net cash used in operating activities for the sonths ended June 29, 2013 was $3.4 million as credpa $28.5 million for the
corresponding period in 2012. Cash flow from ogatpactivities consists of net loss, adjusted fon4cash charges, plus or minus working
capital changes. Our working capital accounts crdiaccounts receivables and prepaid assetsthadaurrent assets. Claims against
working capital include accounts payable, accrugmbpses and other current liabilities and our cdible senior notes. Our working capital
requirements can fluctuate significantly dependinghe timing of deployments and the acceptand@dand payment terms on those
deployments. Additionally, our ability to manageentory turns and our ability to negotiate favoeaphyment terms with our vendors may
impact our working capital requirements.

Net loss for the six months ended June 29, 20138283 million, which included non-cash charge$29.6 million, compared to a net
loss of $50.2 million in the corresponding periad®2012, including non-cash charges of $32.2 million

Net cash used to fund working capital was $7.7iomilfor the six months ended June 29, 2013. Accorateivables decreased $10.3
million primarily due to improved timing of acceptze and invoicing of DTN-X deployments. Accountyqiale decreased by $24.0 million
primarily reflecting the timing of inventory purches and improved linearity of supply during theiqur

Net cash used to fund working capital was $10.%ionifor the six months ended June 30, 2012. Inwgnincreased by $24.8 million
primarily due to increased levels of DTN-X inventan advance of shipments and increased levelsTid iventory previously committed to
the supply chain in response to the flooding evenfhailand in 2011. Accounts payable decreasefi&g million due to the timing of
purchases and payments of purchases during thedpéccrued liabilities decreased by $2.3 milliomarily due to reduced levels of
compensation and commission related accruals. Twesepartially offset by decreased accounts redéds of $24.4 million primarily driven
by better linearity of invoicing and collectiongtiaties in the period.
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Investing Activities

Net cash used in investing activities in the sixths ended June 29, 2013 was $74.8 million comparedt cash provided by investing
activities of $12.9 million in the correspondingipe of 2012. Net cash used in investing activifsthe six months ended June 29, 2013
included $65.3 million from purchases, maturities)s and sales of investments in the period, &d #illion of capital expenditures. The
increase in net cash used in investing activiti@aarily related to the investment of the processtzived from the issuance of the Notes. Net
proceeds from investing activities for the six mienénded June 30, 2012 included net proceeds o $3Rion from purchases, maturities,
calls and sales of investments in the period ghriddfset by $19.8 million of capital expenditures

Financing Activities

Net proceeds from financing activities in the sianths ended June 29, 2013 and June 30, 2012 weB5Hillion compared to $6.3
million in the corresponding period of 2012. Finggcactivities for the six months ended June 29.2icluded net proceeds from the issui
of the Notes of $144.5 million and proceeds from igsuance of common stock under our stock-basageasation plans of $12.5 million.
These activities were offset by $1.5 million rethte the repurchase of shares from employees igfysatinimum tax withholdings. Financing
activities for the six months ended June 30, 20tRided issuance of common stock under our stoskébaompensation plans of $7.1 million
offset by $0.8 million related to the repurchasslmdres from employees to satisfy minimum tax vattiimgs.

Liquidity
In May 2013, we issued $150.0 million of 1.75% certible senior notes due June 1, 2018 (the “Not&3ig Notes will mature on
June 1, 2018, unless earlier purchased by us mectal. Interest is payable semi-annually in ag@ar June 1 and December 1 of each year,

commencing December 1, 2013. The net proceedstfierhotes issuance were approximately $144.5 milMde intend to use the net
proceeds for working capital and other general a@e purposes.

Upon conversion, it is our intention to pay cashado the lesser of the aggregate principal amandtthe conversion value of the Notes
being converted and cash, shares of common staglcombination of cash and shares of common stiakyr election, for any remaining
conversion obligation. The Notes will be convesilflduring any 20 trading days during the 30 censige trading days of any fiscal quarter
commencing after September 28, 2013, our commark $tades at a price exceeding 130% of the cormensiice of approximately $12.58 |
share applicable to the Notes. The Notes haveetdigen convertible at the holdeogtion. The carrying value of the Notes was $106il6on
as of June 29, 2013, which represents the liakitityponent of the $150.0 million principal balancet of $44.4 million debt discount. The
debt discount is currently being amortized overrmaining five years until maturity of the Notesdune 1, 2018.

As of June 29, 2013, contractual obligations relatethe Notes are payments of $1.3 million dudini2013, $2.6 million due each year
from 2014 through 2017 and $151.3 million due in0These amounts represent principal and inteess$t payments over the term of the
Notes. Any future redemption or conversion of thad¢ could impact the amount or timing of our gaayments. See Note “Senior
Convertible Notes,” to the Notes to Condensed Cladested Financial Statements for more information.

For 2013, capital expenditures are expected ta lfeei range of approximately $20 million to $25lioi, primarily for product
development.

We believe that our current cash and cash equitsaterd investments will be sufficient to meet onti@pated cash needs for working
capital and capital expenditures for at least #nd 42 months. If these sources of cash are ircsenffi to satisfy our liquidity requirements
beyond 12 months, we may require additional cafiiéah equity or debt financings to fund our opesas, to respond to competitive pressures
or strategic opportunities, or otherwise. We mat/b@able to secure timely additional financingfawvorable terms, or at all. The terms of any
additional financing may place limits on our fin&al@nd operating flexibility. If we raise additiahfunds through further issuances of equity,
convertible debt securities or other securitiesvettible into equity, our existing stockholders kbsuffer dilution in their percentage
ownership of us, and any new securities we issuteldtave rights, preferences and privileges seanitiose of holders of our common stock.
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Off-Balance Sheet Arrangements

As of June 29, 2013, we did not have any relatigpssWith unconsolidated entities or financial parships, such as entities often refel
to as structured finance or special purpose esititiich would have been established for the perpdsacilitating off-balance sheet
arrangements or other contractually narrow or Behipurposes.

Item 3. Quantitative and Qualitative Disclosures about MakRisk

For quantitative and qualitative disclosures aboatket risk affecting us, see “Quantitative and lipatave Disclosures About Market
Risk” in Item 7A. of Part Il of our Annual Reporhd-orm 10-K for the fiscal year ended December2®29.2, which is incorporated herein by
reference. Our exposure to market risk has notggmaterially since December 29, 2012, excephichanges related to our issuance @
Notes during the second quarter of 2013, as discuisslow.

Market Risk and Market Interest Risk

In May 2013, we issued $150.0 million of 1.75% certible senior notes due June 1, 2018. Holderseoayert the Notes prior to
maturity upon the occurrence of certain circumstgnt/pon conversion, we will pay or deliver, as¢hee may be, cash, shares of our com
stock or a combination of cash and shares of onmeon stock, at our election.

As of June 29, 2013, the fair value of the Notes §566.8 million. The fair value was determinedenisn the closing trading price of
Notes as of June 28, 2013. The fair value the Netesbject to interest rate risk, market risk atiter factors due to the convertible feat
The fair value of the convertible notes will gerlgrancrease as interest rates fall and decreagg@®st rates rise. In addition, the fair valéie o
the Notes will generally increase as our commoakspwice increases and will generally decreasauas@mmon stock price declines in value.
The interest and market value changes affect thediue of our convertible notes but do not impaut financial position, cash flows or rest
of operations due to the fixed nature of the dédtigation. Additionally, we do not carry the contible notes at fair value. We present the fair
value of the convertible notes for required disalespurposes.

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

An evaluation was performed by management, wittptméicipation of our chief executive officer (“CECand our chief financial officer
(“CFQ"), of the effectiveness of our disclosure tofs and procedures (as defined in Rules 13a-H3(@)15d -15(e) under the Securities
Exchange Act of 1934, as amended (the “Exchang®)AE&tisclosure controls and procedures are desigaesnsure that information required
to be disclosed in our reports filed or submitteder the Exchange Act is recorded, processed, suaedaand reported within the time peris
specified in the SEC'’s rules and forms. Based end¥aluation, our CEO and CFO have concluded &sabf the end of the fiscal period
covered by this quarterly report on Form 10-Q, @isclosure controls and procedures were effecty@dvide reasonable assurance that
information required to be disclosed by us in réptitat we file or submit under the Exchange Acerded, processed, summarized and
reported within the time periods specified by tl&CS rules and forms and that such informatiorcisuanulated and communicated to
management, including the CEO and CFO, as apptept@mallow timely decisions regarding requiresiatbsures.

Changes in Internal Control over Financial Reportirg

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

Inherent Limitations of Internal Controls

Our management, including our CEO and CFO, doesxpdct that our disclosure controls and procedaresir internal controls will
prevent all error and all fraud. A control systara,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 controksand instances of fraud, if any, within us hasen detected. These inherent limitations
include the realities that judgments in decisiorkima can be faulty, and that breakdowns can oceuaabse of a simple error or mistake.
Additionally, controls can be circumvented by thdividual acts of some persons, by collusion of bwonore people, or by management
override of the control. The design of any systdémomtrols also is based in part upon certain agpsioms about the likelihood of future events,
and there can be no assurance that any desigaugikeed in achieving our stated goals under adipiatl future conditions. Over time, contr
may become inadequate because of changes in anyjitr the degree of compliance with the policieprocedures may deteriorate. Because
of the inherent limitations in a cost-effective toh system, misstatements due to error or fraug ataur and not be detected.

30



Table of Contents

PART Il. OTHER INFORMATION

Item 1. Legal Proceeding:

From time to time, we are subject to various lggateedings, claims and litigation arising in tihdimary course of business. While the
outcome of these matters is currently not detertimave 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 degxtin 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 endet@&nber 29, 2012 filed with the SEC on
March 5, 2013. Any updates to the information corgd in our Annual Report on Form 10-K are settfdrélow.

Cheetah Patent Infringement Litigation

A hearing was held on July 16, 2013, during whiuh parties presented evidence to the U.S. Distacirt for the Eastern District of
Texas Texarkana Division regarding the interpretatf various claim terms of patent no. 6,795,608 patent no. 7,142,347. On July 24,
2013, the Court issued an order regarding clainsttoation, in which the Court agreed with some wf proposed claim constructions.

In addition to the ongoing Cheetah litigation, amd 10, 2013, we filed a Petition for Inter PaRReview to challenge the validity of
Cheetah’s. patent no. 6,888,661 (the “661 Patentd separate proceeding before the United SRat=nt and Trademark Office. Cheetah ha:
sued Finisar Corporation for infringement of th61@Patent in the U.S. District Court for the East@rstrict of Michigan.

Based on the information available at this time,omacluded that the likelihood of a loss with resye this suit is reasonably
possible. We have further concluded that the rarigee reasonably possible loss is an insignifieanbunt and will not have a material adw
effect on our business, consolidated financialtamsiresults of operations, or cash flows. No [Bmn has been made for this lawsuit in our
financial statements. Factors that we considergdardetermination of the likelihood of a loss dinel estimate of the range of that loss in
respect to this matter included the merits of higec the nature of the litigation (including thengtex and technical nature of patent litigation),
the length of time the matter has been pendingljftraf the stay by the court, the status of thaintiff as a non-operating entity, our intention
to vigorously defend the case unless it can béedéir an insignificant amount and the likelihcafithe plaintiff accepting an amount in this
range. However, the outcome of such legal matseirshierently unpredictable and subject to signifiaancertainties.

Cambrian Science Patent Infringement Litigation

On June 17, 2013, the U.S. District Court for thental District of California issued an order ratjag claim construction, in which the
Court agreed with some of our proposed claim cansons.

Based on the information available at this time,omacluded that the likelihood of a loss with regge this suit is less than reasonably
possible and therefore, a range of loss cannotdygded. As a result, we have made no provisiorthar lawsuit in our financial statements.
Factors that we considered in the determinatiath@likelihood of a loss in respect to this mattetuded the merits of the case, the nature of
the litigation (including the complex and techninature of patent litigation), the length of tintee tmatter has been pending, and the status of
the plaintiff as a non-operating entity, and oueirion to vigorously defend this case.
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ltem 1A. Risk Factors

A description of the risks and uncertainties asatead with our business is set forth below. Thisdpson includes any material changes
to and supersedes the description of the risksienugértainties associated with our business preWodisclosed in Part I, Item 1A of our
Annual Report on Form -K for the fiscal year ended December 29, 2012. &muld carefully consider such risks and uncetta# together
with the other information contained in this repastir Annual Report on Form 10-K for the fiscal yeaded December 29, 2012 and in our
other public filings. If any of such risks and urtaities 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 palffilings. In addition, if any of th
following risks and uncertainties, or if any oth@ks and uncertainties, actually occurs, our besis, financial condition or operating resu
could be harmed substantially, which could causenttarket price of our stock to decline, perhapsisicantly.

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

For the fiscal year ended December 29, 2012, warded a net loss of $85.3 million. As of Decemb@r2012, our accumulated deficit
was $572.4 million. As of June 29, 2013, our acclated deficit was $597.7 million. We expect to éoné to make significant expenditures
related to the continued development of our businEsese expenditures may include the additiorec§gnnel related to the sales, marketing
and research and development of our products dedt obsts related to the maintenance and expaosimur manufacturing facilities and
research and development operations. We may thersfstain significant operating losses and negatash flows in the future. We will have
to maintain significant increased revenue and prbdtoss margins to achieve profitability on anwadrbasis.

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 fluctuatetala@evariety of factors, many of which are outsadl@ur control. Over the past four
fiscal quarters, our revenue has ranged from $1hilldn to $138.4 million and our operating losastranged from $8.6 million to $18.2
million. As a result, comparing our operating réswn a period-to-period basis may not be meanin@ur budgeted expense levels are basec
in large part, on our expectations of long-ternufatrevenue and the development efforts assocwgthdhese future revenues. As a result,
fluctuations in our revenue and gross margins ldlle a significant impact on our operating res@isen the relatively fixed nature of our
operating costs including those relating to ouspenel and facilities, particularly for our engiriag personnel, any substantial adjustment to
our expenses to account for lower levels of revemillde difficult and may take time. Consequentfypur revenue does not meet projected
levels in the short-term, our inventory levels apearating expenses would be high relative to regeresulting in additional operating losses.

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

. fluctuations in demand, sales cycles and pricepffoducts and services, including discounts giveresponse to competitive
pricing pressures

. fluctuations in our product mix, including the nakhigher and lower margin products and significaut changes resulting from
new customer deploymen:

. changes in custom¢ budgets for optical communications network equipnpemchases and changes in their purchasing cy
. order cancellations or reductions or delays inve)i schedules by our custome

. timeliness of our custome¢ payments for their purchase

. our ability to control costs, including our opengtiexpenses and the costs of components we purfdrasg products

. readiness of customer sites for installation of maducts
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the timing of product releases or upgrades by usyaur competitors. In particular, if we fail totdeve targeted release dates for

our future products, or convert lab trials anddielaluations by potential customers into purctomders, our revenue and operating

results may be negatively impact

any significant changes in the competitive dynamiocsur market, including any new entrants, techgimal advances or substan
discounting of product:

availability of thirc-party suppliers to provide contract engineering iasthllation services for u

the timing of recognizing revenue in any given deigrincluding the impact of revenue recogniticenstards and any future chan
in U.S. generally accepted accounting princip“U.S. GAAF’) or new interpretations of existing accounting rusesd

general economic conditions in domestic and int&nal markets

Many factors affecting our results of operations lagyond our control and make it difficult to piediur results for a particular quarter
to accurately predict future revenues beyond aquaeter time horizon. If our revenue or operatiagults fall below the expectations of
investors or securities analysts or below any guidave may in the future provide to the market,pghee of our common stock may decline
substantially.

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

Our gross margins fluctuate from period-to-periad &ary by customer and by product specificationeiQhe past four fiscal quarters,
our gross margins have ranged from 34% to 37%.goass margins are likely to continue to fluctuatd avill be affected by a number of
factors, including:

the mix in any period of the customers purchasimgpsoducts and the product mix, including the treéamix of higher and lower
margin products and service

significant new customer deployments, often witkigher portion of lower or negative margin commaouuipment;

price discounts negotiated by our custom

introduction of new products, such as the [-X platform, with initial sales at relatively smaiblumes and higher product cos
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 compondatsour products

changes in our manufacturing costs, including flatbns in yields and production volumes; i

increased warranty or repair co¢

It is likely that the average unit prices of ouogucts will decrease over time in response to caoithgepricing pressures, increased
negotiated sales discounts, new product introdastiy us or our competitors or other factors. lditmh, some of our customer contracts
contain annual technology discounts that requir wecrease the sales price of our products sethaestomers. In response, we will need to
reduce the cost of our products through manufagjueificiencies, design improvements and cost redis. If these efforts are not successful
or if we are unable to reduce our costs to a greadtent than the reduction in the price of ourduas, our revenue and gross margin will
decline, causing our operating results to dechihectuations in gross margin may make it diffideltmanage our business and achieve or
maintain profitability.
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Aggressive business tactics by our competitors mdnarm our business.

The markets in which we compete are extremely coitiygand have resulted in aggressive businesesaoy 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 adlity combined with extensive marketing effol

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

. offering to repurchase our equipment from existagtomers; an
. asserting intellectual property righ

The level of competition and pricing pressure temghcrease during periods of economic weakneskiong periods when there are
fewer network build-out projects. If we fail to cpete successfully against our current and futunepetitors, or if our current or future
competitors continue or expand aggressive bustaesss, including those described above, demandupproducts could decline, we could
experience delays or cancellations of customerrsyae we could be required to reduce our pricesaease our expenses.

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

Our future success depends on factors that inctbasemount of data transmitted over communicati@te/orks and the growth of
optical communications networks to meet the inadatemand for optical capacity. These factors telhhe growth of mobility, video, cloud-
based services, increased broadband connectiuityhencontinuing adoption of high-capacity, revegeeerating services. If demand for such
bandwidth does not continue, or slows down, therfieeincreased bandwidth across networks and #ué&en for optical communications
network products may not continue to grow and godpct sales would be negatively impacted. In aalditif general economic conditions
weaken, our customers and potential customers foay® delay their purchase decisions, which wddsle an adverse effect on our busines:
and financial condition.

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

Because our products are based on complex technoimjuding, in some cases, the development of-gereration PICs and speciali
ASICs, we may experience unanticipated delays ueld@ing, improving, manufacturing or deployinggbeproducts. The development pros
for our PICs is lengthy, and any modifications tw BICs, including the development of our next-gatien PICs, entail significant
development cost and risks.

At any given time, various new product introduci@nd enhancements to our existing products, suifiitaére products based on our
nextgeneration PICs, are in the development phase raloa yet ready for commercial manufacturing grldgment. We rely on third partie
some of which are relatively early stage compan@dgevelop and manufacture components for our-gereration products, which can req
custom development. The maturing process from &tboy prototype to customer trials, and subsequéatyjeneral availability, involves a
significant number of simultaneous developmentréffarhese efforts often must be completed in &lifjmanner so that they may be
introduced into the product development cycle far ystems, and include:

. completion of product development, including thenptetion of any associated PIC development, sucuasext-generation PICs,
and the completion of associated module developmaitiding modules developed by third parti
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. the qualification and multiple sourcing of criticamponents

. validation of manufacturing methods and proces

. extensive quality assurance and reliability testind staffing of testing infrastructui
. validation of software; an

. establishment of systems integration and systestyvédidation requirement

Each of these steps, in turn, presents risks hfr&irework or delay, any one of which could desesthe speed and scope of product
introduction and marketplace acceptance of ourymtsd New generations of our PICs, specialized ASifd intensive software testing are
important to the timely introduction of new prodsieind enhancements to our existing products, andudgject to these development risks. In
addition, unexpected intellectual property disputatture of critical design elements, and a hdsitber development execution risks may
delay, or even prevent, the introduction of newdpicis or enhancements to our existing productselfio not develop and successfully
introduce or enhance products in a timely mannarcompetitive position will suffer. In additiorf,we do not develop and successfully
introduce or enhance products in sufficient timesdo satisfy our customer’s expectations, we losg future business from such customers
and harm our reputation and our customer relatipsskeither of which would harm our business anerafing results.

The introduction of our DTN-X platform may adversely impact the timing of our revenues, our results obperations and our margins.

We began shipping our DTN-X platform in the secqundrter of 2012 and recognized initial revenuegierDTN-X platform in the third
quarter of 2012. As a relatively new product, weefancreased “product introduction” risks includingks associated with customer
qualification and evaluation of the DTN-X platforaelays in the development or manufacturing of@A®-X platform, reliability, quality or
other defects, and delays in customer purchasesldition, the DTN-X platform is subject to morgrsficant cost variations and increased
difficulty in predicting customer demand and effeely managing inventory levels so that they aréria with anticipated demand.

The introduction of the DTN-X platform, with similabut enhanced functionality to the DTN platfoingreases the risk that customers
may forego purchases of the DTN platform in favbthe DTN-X platform. Accordingly, a portion of oTN platform revenues will be
impacted by this new product as some of our custeiaed prospects will choose to purchase the DTiNa¥Xorm in place of the DTN
platform. In addition, the introduction of the DTXplatform may put pressure on the price of ouseng DTN platform. Because the DTN-X
platform is a new product for which customers meqguire additional testing requirements prior toegtance, initial revenue recognition for
DTN-X platform may take longer than for sales af DTN platform. Any delay in our ability to convéab trials and field evaluations by
potential customers into purchase orders, or irability to recognize revenue from the DTN-X mayeaisely impact our quarterly revenue
results. In addition, if we are required to wrifé ar write down a significant amount of inventogyr results of operations for the period woulc
be adversely affected.

We may be required to recognize costs and expdosesr DTN-X platform before we can recognize the related meree Accordingly, &
we can continue to ramp up the manufacture of oiNIX platform, our margins related to the initialas of the DTN-X platform may be
negatively impacted. Such uncertainty related ¢oittroduction and market acceptance of our DTN{fprm could have a material adverse
effect on our business, financial condition, opatesults and prospects.

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

Competition in the optical networking equipment k&iis intense, and we expect such competitiondeease. A number of very large
companies have historically dominated the opticahmunications network equipment industry. Our cotibqrs include current wavelength
division multiplexing suppliers, such as Alcateldemt, Ciena Corporation, Cisco Systems, Ericssojitsk Limited, Huawei Technologies
Co., NEC Corporation, Tellabs and ZTE Corporati@ompetition in these markets is based on price neervial terms, functionality,
manufacturing capability, pre-existing installasoservices, existing business and customer rakdtips, scalability and the ability of products
and breadth and quality of services to meet ouiocusrs’ immediate and future network requireme@ther companies have, or may in the
future develop, products that are or could be cditiygee with our products. In particular, if a comjter develops a photonic integrated circuit
with similar functionality to our PICs, our busisesould be harmed. Recent mergers from our coropgtitnd any future acquisitions or
combinations between or among our competitors ndagraely affect our competitive position by stréregting our competitors.
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Many of our competitors have substantially greaeame recognition and technical, financial and m@mgeesources, greater
manufacturing capacity and better establishediogiships with incumbent carriers and other potéwctistomers than we have. Many of our
competitors have more resources to develop or excaind more experience in developing or acquimegy products and technologies and in
creating market awareness for those products addogies. In addition, many of our competitorséhthe financial resources to offer
competitive products at aggressive pricing leviet tould prevent us from competing effectivelyrtRrer, many of our competitors have built
long-standing relationships with some of our prasipe customers and have the ability to providaricing to customers and could, therefore,
have an inherent advantage in selling productedee customers.

We compete with low-cost producers from China tiaat increase pricing pressure on us and a numisgnalfer companies that provide
competition for a specific product, customer segneergeographic market. These competitors oftem liasir products on the latest available
technologies. Due to the narrower focus of thdréf, these competitors may achieve commercialabitity of their products more quickly
than we can and may provide attractive alternativesir customers.

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

Substantial changes in the optical networking itrgusave occurred over the last few years. Mangmpidl customers have confronted
static or declining revenue. Many of our custonierge substantial debt burdens, many have expeddim@ncial distress, and some have g
out of business, been acquired by other servicegers, or announced their withdrawal from segmefithe business. Consolidation in the
markets in which we compete has resulted in chaimgée structure of the communications networkimdustry, with greater concentration of
purchasing power in a small number of large serpiowiders, cable operators, internet content pleng and government agencies. The
increased concentration among our customer basalsayead to increased competition for new netvdmloyments and increased
negotiating power for our customers. This may rexjus to decrease our average selling prices winicthd have an adverse impact on our
operating results.

Further, many of our customers are large commupitaiservice providers that have substantial pwicigagpower 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 developtiaddi features in the products we sell to themvdfare required to develop additional
features for our product for a customer, we mayepgliired to defer some of our revenue for suchstoooer until we have developed and
delivered such additional features. We have and e¢oaginue to be required to agree to unfavorabtaroercial terms with these customers,
including reducing the average selling price of products or agreeing to extended payment termassiponse to these commercial
requirements or competitive pricing pressures. Bintain acceptable operating results, we will n@ecomply with these commercial terms,
develop and introduce new products and productresgments on a timely basis and continue to reduceasts.

We expect the factors described above to continadféct our business and operating results fandeterminate period, in several ways,
including:
. overall capital expenditures by many of our custanoe potential customers may be flat or redu
. we will continue to have only limited ability torfecast the volume and product mix of our se
. managing expenditures and inventory will be diffi¢a light of the uncertainties surrounding oursiness; ani
. increased competition will enable customers tosinsin more favorable terms and conditions for satetuding product discounts,
extended payment terms or financing assistanca casdition of procuring their busine:

If we are unable to offset any reductions in owrage selling prices with increased sales volumdseduced production costs, or if we
fail to develop and introduce new products and robments on a timely basis, or if we disagree anrgarpretation and compliance with the
commercial terms of our customer agreements, datioaships with our customers and our operatirsglts would be harmed.
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We must respond to rapid technological change ancmply with evolving industry standards and requirenents for our products to be
successful.

The optical networking equipment market is changme by rapid technological change, changes itoooer 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 emergencewoimdustry 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 adog
by our customers and competitors. If the standardequirements adopted by our prospective custerrer 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 a significant portidroar research and development efforts in the agmEnt of our next-generation
products. We expect our competitors to continuenfarove the performance of their existing prodwstd to introduce new products and
technologies and to influence customers’ buyinteda so as to emphasize product capabilitieswieatio not, or may not, possess. To be
competitive, we must properly anticipate futuretooser requirements and we must continue to inugstfcant resources in research and
development, sales and marketing and customer stipipoe do not anticipate these future custoneguirements and invest in the
technologies necessary to enable us to have agelltihe appropriate solutions, it may limit ounguetitive position and future sales, which
would have an adverse effect on our business aaddial condition. We may not have sufficient reses to make these investments and we
may not be able to make the technological advaneesssary to be competitive.

We are dependent on sole source and limited soursappliers for several key components, and if we flaio 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 partar, we rely on our own
production of certain components of our produaishsas PICs, and on third parties as sole soumgists for certain of the components of
products, including ASICs, field-programmable gateys, processors, and other semiconductor amchbppmponents. We purchase these
items on a purchase order basis and have no lengentracts with many of these sole source supgpli®e have increased our reliance on
third parties to develop and manufacture componfentsertain products (40 Gbps and 100 Gbps), sofméhich require custom development.
For example, for the 40 Gbps application of our Ddlatform, we purchase customized discrete compsnérany of our sole or limited
source suppliers suffer from capacity constraiotser than expected yields, deployment delays, vetokpages or any other reduction or
disruption in output, they may be unable to meetdalivery schedule which could result in lost newre, additional product costs and
deployment delays that could harm our businesscastbmer relationships. Further, our suppliersd@uiter into exclusive arrangements with
our competitors, refuse to sell their productsamponents to us at commercially reasonable prices all, go out of business or discontinue
their relationships with us. We may be unable teettep alternative sources for these 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 revenuejtadthl 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 willunable to deliver those components to ou
contract manufacturer in a timely manner and watlierefore, be unable to meet our prospective muests’ product delivery requirements. In
addition, the sourcing from new suppliers may regjus to re-design our products, which could caedays in the manufacturing and delivery
of our products. In the past, we have experienedidety delays because of lack of availability ohgoonents or reliability issues with
components that we were purchasing. In additiomesof our suppliers have gone out of businesstdiiheir supply of components to us, or
indicated that they may be going out of businesgstdrcally, we have seen a tightening of supplthvé number of our suppliers and we have
experienced longer than normal lead times and gujgays. We may in the future experience a shertdgertain components as a result of
our own manufacturing issues, manufacturing isstiegir suppliers or contract manufacturers, capaciblem experiences by our supplier
contract manufacturers, or strong demand in thesirg for such components. A return to growth i@ étonomy is likely to continue to create
pressure on us and our suppliers to accuratelgg@rojerall component demand and manufacturingaigpd hese supplier disruptions may
continue to occur in the future, which could limiir ability to produce our products and cause dait@o meet a customer’s delivery
requirements. Such events could harm our reputatighour customer relationships, either of whiclulddarm our business and operating
results.

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 futureatheisifor our products several months prior to teduled delivery to our prospective
customers. This requires us to make significantéstments before we know if corresponding revenlieoirecognized. Lead times for
materials and components, including ASICs, thaheed to order for the manufacture of our produaty gignificantly and depend on factors
such as the specific supplier, contract terms amdashd for each component at a given time. In tlsg pae have experienced lengthening in
lead times for certain components. If the lead $iffite components are lengthened, we may be reqgtarpdrchase increased levels of such
components to satisfy our delivery commitmentsupcustomers.
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If we overestimate demand for our products or paldir elements of our products and increase ownitory in anticipation of customer
orders that do not materialize, we will have exdrgentory, we will face a risk of obsolescence aigificant inventory write-downs and our
fixed costs will be spread across fewer unitsjmgigur per unit costs. If we underestimate denfandur products, we will have inadequate
inventory, which could slow down or interrupt thamafacturing of our products and result in delayshipments and our ability to recognize
revenue. If actual market conditions are less fabierthan 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 loss of certaistomer opportunities or a breach of
our customer agreements that requires paymentoages for delay.

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

We rely on thirdparty contract manufacturers to perform a signifiqgaortion of the manufacturing of our productsd aur future succes
will depend on our ability to have sufficient volemof our products manufactured in a cost-effecive quality-controlled manner. We have
engaged third parties to manufacture certain elésrefrour products at multiple contract manufacigrsites located around the world but do
not have long-term agreements in place with sommipofmanufacturers and suppliers. There are a nuaflysks associated with our
dependence on contract manufacturers, including:

. reduced control over delivery schedules, partitylar international contract manufacturing sit

. reliance on the quality assurance procedures af garties

. potential uncertainty regarding manufacturing ysedahd costs

. potential lack of adequate capacity during periafdsigh demand

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

. limited warranties on components supplied ta

. potential misappropriation of our intellectual peoty; and

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

Any of these risks could impair our ability to filllbrders. Our contract manufacturers may notlile o meet the delivery requirements
of our customers, which could decrease customisfaetion and harm our product sales. We do noéhang-term contracts or arrangements
with our contract manufacturers that will guararmeeduct availability, or the continuation of patiar pricing or payment terms. If our
contract manufacturers are unable or unwillingdotimue manufacturing our products or componentsuofproducts in required volumes or
our relationship with any of our contract manufaets is discontinued for any reason, we would bired to identify and qualify alternative
manufacturers, which could cause us to be unabiteetet our supply requirements to our customersesult in the breach of our customer
agreements. Qualifying a new contract manufactamdrcommencing volume production is expensive amd-tonsuming and if we are
required to change or qualify a new contract maetufer, we would likely lose sales revenue and apgnmaur existing customer relationships.

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 revenue. As a resulthbosiness will be harmed if any of
our key customers do not generate as much revenwe forecast, stop purchasing from us, or suliatgnteduce their orders to us. In
addition, our business will be harmed if we failtaintain our competitive advantage with our kegtomers.

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 arealdsito these customers at competitive pricesyanohay not be successful at doing so. In
most cases, our sales are made to these customstspt to standard purchase agreements rathelotiigsterm purchase commitments, and
orders may be cancelled or reduced readily. Iretlent of a cancellation or reduction of an ordex,may not have enough time to reduce
operating expenses to minimize the effect of tisé levenue on our business. Our operating resilltsamtinue to depend on our ability to sell
our products to our key customers.
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If we fail to expand sales of our products into intrnational markets or to sell our products to new ypes of customers, such as U.S.
regional Bell operating companies and internationapostal, telephone and telegraph companies, our remue will be harmed.

We believe that, in order to grow our revenue amsiriess and to build a large and diverse custoass,lwe must successfully sell our
products in international markets and to new tygfasustomers, such as U.S. regional Bell operatorgpanies and international postal,
telephone and telegraph companies. We have lireitpdrience selling our products internationally smtl.S. regional Bell operating
companies and international postal, telephone @ledtaph companies. Sales cycles for these cussameioften very lengthy and competition
for these customers is intense. To succeed in gadee efforts, we believe we must hire additiaadés personnel to develop our relationships
with these potential customers and develop and genaw sales channels through resellers, distriatod 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 propriet@ghnology. We rely on a combination of methodprtmect our intellectual property,
including limiting access to certain informatiomdautilizing trade secret, patent, copyright amadlémark laws and confidentiality agreements
with employees and third parties, all of which off@ly limited protection. The steps we have tat@protect our proprietary rights may be
inadequate to preclude misappropriation or unaigbdrdisclosure of our proprietary information efringement 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 anéasingly important issue as we expand our opertod product development into countries
that provide a lower level of intellectual propepiptection. We do not know whether any of our peagbatent applications will result in the
issuance of patents or whether the examinationegsowill require us to narrow our claims, and eff@atents are issued, they may be
contested, circumvented or invalidated. Moreovss,rights granted under any issued patents magrogide us with a competitive advantage,
and, as with any technology, competitors may be &btevelop similar or superior technologies to@un now or in the future.

Protecting against the unauthorized use of ourymsd trademarks and other proprietary rights geasive, difficult, time consuming
and, in some cases, impossible. Litigation maydmessary in the future to enforce or defend oetladtual property rights, to protect our tri
secrets or to determine the validity or scope efgioprietary rights of others. Such litigation kebresult in substantial cost and diversion of
management resources, either of which could hamiesiness, financial condition and operating tssturthermore, many of our current ¢
potential competitors have the ability to dedicaibstantially greater resources to enforce thétlectual property rights than we do.
Accordingly, despite our efforts, we may not beeaol prevent third parties from infringing uponnsisappropriating 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 alatieig 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 optimaiworking technology. We expect that infringemeatms may increase as the number of
products and competitors in our market increasdsoarrlaps occur. From time to time, third partiesy assert exclusive patent, copyright,
trademark and other intellectual property rightseithnologies and related standards that are ittt our business or seek to invalidate the
proprietary rights that we hold. Competitors orestthird parties have, and may continue to as$airhs or initiate litigation or other
proceedings against us or our manufacturers, ms@r customers alleging infringement of theirmpietary rights, or seeking to invalidate our
proprietary rights, with respect to our productd gechnology. In the event that we are unsuccessfigfending against any such claims, or
any resulting lawsuit or proceedings, we could if@bility for damages and/or have valuable prefaiy rights invalidated.

Any claim of infringement from a third party, evene without merit, could cause us to incur subghabsts defending against the cla
and could distract our management from runningbmsiness. Furthermore, a party making such a cidsngccessful, could secure a judgment
that requires us to pay substantial damages. Anjethg could also include an injunction or other tauder that could prevent us from offering
our products. In addition, we might be requiredéek a license for the use of such intellectugbgry, which may not be available on
commercially reasonable terms or at all. Alternaliiywe may be required to develop non-infringiaghnology, which would require
significant effort and expense and may ultimatedylme successful. Any of these events could hannbosiness, financial condition and
operating results. Competitors and other thirdipsutave and may continue to assert infringemeiimsl against our customers and sales
partners. Any of these claims would require usitiate or defend potentially protracted and cobtigation on their behalf, regardless of the
merits of these claims, because we generally indfgroaor customers and sales partners from claimafahgement of proprietary rights of
third parties. If any of these claims succeed, veg tve forced to pay damages on behalf of our custeor sales partners, which could have a
adverse effect on our business, financial condiiod operating results.
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We incorporate open source software into our pridudthough we monitor our use of open sourceveaié closely, the terms of many
open source licenses have not been interpreted®yddurts, and there is a risk that such liceneal be construed in a manner that could
impose unanticipated conditions or restriction®anability to commercialize our products. In sastent, we could be required to seek licel
from third parties in order to continue offeringr@uoducts, to re-engineer our products or to difoae the sale of our products in the event ri
engineering cannot be accomplished on a timelysbasly of which could adversely affect our businepgrating results and financial
condition.

We are currently involved in litigation with Chektand Level 3 whereby Cheetah alleges that we awdlIL3 infringe on two Cheetah
patents. In addition, Cambrian has filed suit agfairs and seven of our customers alleging thatiskeof our DTN platform by our customers
infringes upon a Cambrian patent. Information rdigay these matters is set forth in Item 1. “Legald@edings” and is incorporated herein by
reference. We believe these lawsuits are withouttraed intend to defend ourselves vigorously. Wayranter into settlements or be subject tc
judgments that may, individually or in the aggregdtave a material adverse effect on our busifiessicial condition or operating resul
Litigation can be expensive, lengthy and disruptivaormal business operations. Moreover, the tesillitigation are inherently uncertain &
may result in adverse rulings or decisions. Inghent that Cheetah or Cambrian is successful iaimibg a judgment requiring us to pay
damages, obtaining a judgment requiring us to imiBnour customers for damages imposed upon thembtining an injunction preventing
the sale of our products, our business and opgratisults 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 demargdcould harm our business.

The manufacturing process for certain componentaioproducts, including our PICs, is technicaliyallenging. In the event that any of
these manufacturing facilities were fully or pdijiaestroyed, as a result of fire, water damageatberwise, it would limit our ability to
produce our products. Because of the complex nafuver manufacturing facilities, such loss woudété¢ a considerable amount of time to
repair or rebuild. The partial or complete losaoy of our manufacturing facilities, or an evenisiag the interruption in our use of such
facility for any extended period of time would causur business, financial condition and operatesyits to be harmed.

Minor deviations in the PIC manufacturing process cause substantial decreases in yields andiia sases, cause production to be
suspended. In the past, we have had significarmnees in our PIC yields, including production mtgtions and suspensions and may have
continued yield variances, including additionakimtiptions or suspensions in the future. We expectmanufacturing yield for our next-
generation PICs to be lower initially and increasave achieve full production. Poor yields from BUE manufacturing process or defects,
integration issues or other performance problenmiimproducts could limit our ability to satisfystomer demand requirements, and could
cause us customer relations and business reputatibtems, harming our business and operatingtsesul

Our inability to obtain sufficient manufacturingpaity to meet demand, either in our own facilibeshrough foundry or similar
arrangements with third parties, could harm owatiehships 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 fotiaxali bandwidth capacity and on the economic heatid willingness of our
customers and potential customers to make camitahitments to purchase our products and services. result of macroeconomic or market
uncertainty, we may face new risks that we haveyabidentified. In addition, a number of the riglssociated with our business, which are
disclosed in these risk factors, may increasekaliiood, magnitude or duration.

In the past, unfavorable macroeconomic and maukeditions have resulted in sustained periods ofedesed demand for optical
communications products. These conditions mayrasalt in the tightening of credit markets, whichymimit 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 custometslay or cancel their purchases, increasergethey take to pay or default on their
payment obligations, each of which would negatiafect our business and operating results. Coatinveakness and uncertainty in the
global economy could cause some of our customdred¢ome illiquid, delay payments or adversely aften collection of their accounts,
which could result in a higher level of bad delpenxse. In addition, currency fluctuations couldategly affect our international customers’
ability or desire to purchase our products.
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Challenging economic conditions have from timeinwetcontributed to slowdowns in the telecommunaaiindustry in which we
operate. Such slowdowns may result in:

. reduced demand for our products as a result ofti@nts on capital spending by our customers, palgily service provider:

. increased price competition for our products, mdy écom our competitors, but also as a resultwf customer’s or potential
customers utilization of inventoried or underutilized pradsi, which could put additional downward pressur@or near term gro:
profits;

. risk of excess or obsolete inventori

. excess manufacturing capacity and higher associstexthead 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 maywadsely affect our suppliers or the terms on whighpurchase products from these
suppliers. It may also cause some of our suppieebecome illiquid. Any of these impacts could lirour ability to obtain components for our
products from these suppliers and could adversepact our supply chain or the delivery scheduleuocustomers. This also could require us
to purchase more expensive components, or re-desigproducts, which could cause increases indiseaf our products and delays in the

manufacturing and delivery of our products. Suchnés could harm our gross margins and harm outadpn and our customer relationships,
either of which could harm our business and opegatsults.

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

The development and production of new products hiigih technology content is complicated and ofterives problems with software,
components and manufacturing methods. Complex taedand software systems, such as our product&ftEmcontain undetected errors
when first introduced or as new versions are reléas addition, errors associated with componamstpurchase from third parties, including
customized components, may be difficult to resolMe. have experienced errors in the past in cormeetith our DTN platform, including
failures due to the receipt of faulty componentgrfrour suppliers. We suspect that errors, inclugioigntially serious errors, will be found
from time to time in our products. Our products rsaffer degradation of performance and reliabibier time.

If reliability, quality or network monitoring probims develop, a number of negative effects on osinbas could result, including:

. delays in our ability to recognize reven

. costs associated with fixing software or hardwafects or replacing produci

. 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 ourdpict development effort

. delays in collecting accounts receival
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. 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 subjpgutdduct 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 custosngte. These interruptions or delays
may result from product performance problems omfissues with installation and activation, some&vbich are outside our control. If we
experience significant interruptions or delays thatcannot promptly resolve, the associated revémnbese installations may be delayed or
confidence in our products could be underminedgctvicbuld cause us to lose customers and fail taneddcustomers.

Our debt obligations may adversely affect our abity to raise additional capital and will be a burdenon our future cash flows and cash
resources, particularly if these obligations are g#ed in cash upon maturity or sooner upon an evenof default.

In May 2013, we issued $150 million aggregate ppalcamount of 1.75% convertible senior notes dueeJl, 2018 (the “Notes”). The
degree to which we are leveraged could have impbcansequences, including, but not limited to,ftilewing:

. our ability to obtain additional financing in thetfire for working capital, capital expendituresjuaisitions, litigation, general
corporate or other purposes may be limi

. a substantial portion of our future cash balancg beadedicated to the payment of the principalwfindebtedness as we have the
intention to pay the principal amount of the Ndtesash upon conversion if specified conditionsrast or when due, such that we
would not have those funds available for use inbusginess

. if upon any conversion of the Notes we are requioeshtisfy our conversion obligation with sharésur common stock or if a
make-whole fundamental change occurs, our existing $tolcler? interest in us would be diluted; a

. we may be more vulnerable to economic downturiss, &ble to withstand competitive pressures andlkdble in responding to
changing business and economic conditi

Our ability to meet our payment obligations undear debt instruments depends on our future cash filesformance. This, to some ext
is subject to general economic, financial, comiwetjtlegislative and regulatory factors, as welb#ger factors which may be beyond our
control. There can be no assurance that our bissimdiggenerate positive cash flow from operatiomsthat additional capital will be available
to us, in an amount sufficient to enable us to meetdebt payment obligations and to fund otharidlify needs. If we are unable to generate
sufficient cash flow to service our debt obligaspwe may need to refinance or restructure our, delitassets, reduce or delay capital
investments, or seek to raise additional capitalel were unable to implement one or more of trednatives, we may be unable to meet oul
debt payment obligations. As a result, we may beemalnerable to economic downturns, less ableitostand competitive pressures and less
flexible in responding to changing business andhenac conditions.

We may issue additional shares of our common stoék connection with the conversion of the Notes, anthereby dilute our existing
stockholders and potentially adversely affect the mrket price of our common stock.

In the event that some or all of the Notes are eded into common stock, the ownership interesexidting stockholders will be dilute
and any sales in the public market of any sharesioEommon stock issuable upon such conversidheoNotes could adversely affect the
prevailing market price of our common stock. Initidd, the anticipated conversion of the Notes dadgpress the market price of our comr
stock.

The accounting method for convertible debt securigs that may be settled in cash, such as the Notesuld have a material effect on our
reported financial results.

Under Accounting Standards Codification 470-20, Dwith Conversion and Other Options, which we réteas ASC 470-20, an entity
must separately account for the liability and ega@mponents of the convertible debt instrumenist{sas the Notes) that may be settled
entirely or partially in cash upon conversion imanner that reflects the issuer’'s economic interest The effect of ASC 470-20 on the
accounting for the Notes is that the equity compoierequired to be included in the additionaldpii capital section of stockholders’ equity
on our consolidated balance sheet at the issuateeadd the value of the equity component woulttdeted as debt discount for purposes of
accounting for the debt component of the Notesa Assult, we will be required to record a greateoant of non-cash interest expense as a
result of the amortization of the discounted cangyalue of the Notes to their face amount ovetéhne of the Notes. We will report larger net
losses in our financial results because ASC 4704R20@equire interest to include both the amortieatof the debt discount and the instrument’
coupon interest, which could adversely affect awrfe financial results, the trading price of oamenon stock and the trading price of the
Notes.
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The make-whole fundamental change provisions of thidotes may delay or prevent an otherwise beneficigdkeover attempt of us.

If a make-whole fundamental change such as an sitiqui of our company occurs prior to the matudfythe Notes, under certain
circumstances, the conversion rate for the Notdsnerease such that additional shares of our comstock will be issued upon conversion of
the Notes in connection with such make-whole funelatal change. The increase in the conversion riitbevdetermined based on the date or
which the make-whole fundamental change occur&ootnes effective and the price paid (or deemed paidshare of our common stock in
such transaction. This increase will be dilutivetw existing stockholders. Our obligation to irase the conversion rate upon the occurren
a make-whole fundamental change may, in certaguunistances, delay or prevent a takeover of ushifgitt otherwise be beneficial to our
stockholders.

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 upgocotiitinued contributions of our key managemergirerering, sales and marketing,
and finance personnel, many of whom would be diffito replace. For example, senior members ofemgineering team have unique techr
experience that would be difficult to replace. Werbt have long-term employment contracts or keggelife insurance covering any of our
key personnel. Because our products are complexyugt hire and retain a large number of highlyniedi customer service and support
personnel to ensure that the deployment of ourymisddo not result in network disruption for oustamers. We believe our future success
depend in large part upon our ability to ident#gtract and retain highly skilled managerial, eegiting, sales, marketing, finance and custome
service and support personnel. Competition fordhedividuals is intense in our industry, espegiallthe San Francisco Bay Area where we
are headquartered. We may not succeed in idergifgttracting and retaining appropriate personfie loss of the services of any of our key
personnel, the inability to identify, attract otai qualified personnel in the future or delaysirng qualified personnel, particularly engine
and sales personnel, could make it difficult fotesnanage our business and meet key objectiveb,asitimely product introductions.

Our sales cycle can be long and unpredictable, whiacould result in an unexpected revenue shortfalhi any given quarter.

Our products have a lengthy sales cycle, whichesd@nd from six to twelve months and may take duager for larger prospective
customers such as U.S. regional Bell operating @mieg, international postal, telephone and teldgcapnpanies and U.S. competitive local
exchange carriers. Our prospective customers comsélytificant evaluation, testing, implementatiordacceptance procedures before they
purchase our products. We incur substantial salésrarketing expenses and expend significant mameigieeffort during this time, regardless
of whether we make a sale.

Because the purchase of our equipment involvesauiiied cost, most of our customers wait to purehas equipment until they are
ready to deploy it in their network. As a resulisidifficult for us to accurately predict the fimy of future purchases by our customers. In
addition, product purchases are often subject tigbuconstraints, multiple approvals and unplaradrdinistrative processing and other del
If sales expected from customers for a particuleartgr are not realized in that quarter or ataalt, revenue will be negatively impacted.

Our international sales and operations subject usatadditional risks that may harm our operating restts.

We market, sell and service our products glob&ty2012, 2011 and 2010, we derived approximatef 320% and 25%, 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 lodatBa@ngalore, India; Beijing, China; and Kanatan@da. 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 cowigr successes in selling our products will ddperpart on our ability to form
relationships with local partners. Our inabilityitlentify appropriate partners or reach mutuallyséactory arrangements for international sale:
of our products could impact our ability to maimtair increase international market demand for oadupcts.
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Our international operations are subject to inhierisks, 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, infrastrucand legal compliance costs
associated with multiple international locatio

. the impact of recessions in economies outside thitet States

. tariff and trade barriers and other regulatory megquents 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 riglitsome countries

. potentially adverse tax consequenc

. political and economic instabilit

. effects of changes in currency exchange rates wduald negatively affect our financial results axagh flows; an
. service provider and government spending patt

International customers may also require that waplp with certain testing or customization of ouogucts to conform to local
standards. The product development costs to teststomize our products could be extensive andtanabexpense for us.

As we continue to expand our business globally,smacess will depend, in large part, on our abibtanticipate and effectively manage
these and other risks associated with our inteynatioperations. Our failure to manage any of this&s 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 to countries outsidéhefUnited States, and are in currencies otherth8ndollars, particularly the Euro.
Accordingly, fluctuations in foreign currency ratesost notably the strengthening of the U.S. ddlgainst the Euro, could have a material
impact on our revenue in future periods. We emttr foreign currency exchange forward contractetiuce the impact of foreign currency
fluctuations on accounts receivable denominatdgliro. These hedging programs reduce the impaairoérecy exchange rate movements on
certain transactions, but do not cover all foreigmominated transactions and therefore do notedngtiminate the impact of fluctuations in
exchange rates which could negatively affect osults of operations and financial 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.

We are required to comply with Section 404 of tlagb@negxley Act of 2002. The provisions of the act requimmong other things, tt
we maintain effective internal control over finaalaieporting and disclosure controls and procedu®esparing our financial statements
involves a number of complex processes, many ofhvhie done manually and are dependent upon indivithta input or review. These
processes include, but are not limited to, caloudatevenue, deferred revenue and inventory cWéksle we continue to automate our proce
and enhance our review and put in place contraledace the likelihood for errors, we expect tloatthe foreseeable future, many of our
processes will remain manually intensive and thulgest to human error.
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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. Whilkave no current agreements or
commitments, we may in the future acquire busirsgge®duct lines or technologies. In the eventyf faiture acquisitions, we may not
ultimately strengthen our competitive position ohi@ve our goals, or they may be viewed negatilsglgustomers, financial markets or
investors and we could:

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

Acquisitions also involve numerous risks, including

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

. assumption of unknown liabilitie:

. adverse effects on existing business relationshiftssuppliers and custome!

. increased accounting compliance ri

. risks associated with entering new markets;

. potential loss of key employee

We may not be able to successfully integrate amsynasgses, products, technologies or personnelviatight acquire in the future. Our
failure to do so could have an adverse effect arbasginess, financial condition and operating tssul

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

We have established development centers in IndianaCand Canada and expect to continue to incieigsg of personnel for these
facilities. There is no assurance that our relianmen development resources in India, China or @améll enable us to achieve meaningful
cost reductions or greater resource efficiencytheur our development efforts and other operatinrieese countries involve significant risks,
including:

. difficulty hiring and retaining appropriate enginieg resources due to intense competition for sesburces and resulting wage
inflation;

. the knowledge transfer related to our technology exposure to misappropriation of intellectual ndy or confidential
information, including information that is proprey to us, our customers and other third par

. heightened exposure to changes in the economigtigeand political conditions of India, China aG&nada
. fluctuation in currency exchange rates and tasrasdsociated with international operations;

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

Difficulties resulting from the factors above arttier risks related to our operations in these a@mtould expose us to increased
expense, impair our development efforts, harm owonpetitive position and damage our reputation.
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Unforeseen health, safety and environmental costsuld harm our business.

Our manufacturing operations use substances thaegulated by various federal, state and intavnatilaws governing health, safety
the environment, including the Waste Electrical &hettronic Equipment and Restriction of the Us€eftain Hazardous Substances in
Electrical and Electronic Equipment regulationsgdd by the European Union. If we experience alprotwith 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 suligtability if we do not handle these substanicesompliance with safety standards for
storage and transportation and applicable lawseléxperience a problem or fail to comply with ssalfety 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 weaeglproducts. U.S. export control
laws also limit our ability to conduct product deyament activities in certain countries. In additizarious countries regulate the import of
certain technologies and have enacted laws théd ¢ioit 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 exportilggns may create delays in the
introduction of our products in international magkgrevent our customers with international openatfrom deploying our products
throughout their global systems or, in some cgsesent the import and export of our products tiade countries altogether. Any change in
import and export regulations or related legislatishift in approach to the enforcement or scopexadting regulations, or change in the
countries, persons or technologies targeted by sgilations, could result in decreased use opoadlucts by, or in our decreased ability to
export or sell our products to, existing or potehntustomers with international operations. Faikareomply with these and similar laws on a
timely basis, or at all, decreased use of our prtsdor any limitation on our ability to export @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 ality financing as well as cash flow
from operations to fund our operations, capitalemdgtures and expansion. We may require additicagital from equity or debt financings in
the future to fund our operations or respond topetitive pressures or strategic opportunities. \Bkeeha history of significant operating losses
For 2012, we had a net loss of $85.3 million. la ¢vent that we require additional capital, we matybe able to secure timely additional
financing on favorable terms, or at all. The tewhany additional financing may place limits on dmancial and operating flexibility. If we
raise additional funds through further issuancesquiity, convertible debt securities or other siiegrconvertible into equity, our existing
stockholders could suffer dilution in their percege ownership of our company, and any new secsisiteissue could have rights, preference:
and privileges senior to those of holders of oungmn stock. If we are unable to obtain adequatnfimg or financing on terms satisfactor
us, if and when we require it, our ability to growsupport our business and to respond to busofedenges could be limited and our busines
will be harmed.

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

The Federal Communications Commission, or FCCjurégliction over the entire U.S. communicationdustry and, as a result, our
products and our U.S. customers are subject to fe®S and regulations. Current and future FCC m@nis 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 interioaial customers in the future. Moreover, many flidgons are evaluating or implementing
regulations relating to cyber security, privacy aadla protection, which can affect the market agiirements for networking and
communications equipment. Delays caused by our tange with regulatory requirements could resulpastponements or cancellations of
product orders. Further, we may not be successfobtaining or maintaining any regulatory approvhbt may, in the future, be required to
operate our business. Any failure to obtain sugir@ls could harm our business and operating teesul

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

Our headquarters and the majority of our infragtme; including our PIC fabrication manufacturiagifity, are located in Northern
California, an area that is susceptible to eartkgsiand other natural disasters. Further, a tstratiack aimed at Northern California or at our
nation’s energy or telecommunications infrastruetcwuld hinder or delay the development and sateioproducts. In the event that an
earthquake, terrorist attack or other catastropfie o destroy any part of our facilities, or ceriaf our contract manufacturers’ facilities,
destroy or disrupt vital infrastructure systeménderrupt our operations for any extended periotimég, our business, financial condition and
operating results would be harmed.

46



Table of Contents

Security incidents, such as data breaches and cybattacks, could compromise our intellectual propertyand proprietary or confidential
information and cause significant damage to our busess and reputation.

In the ordinary course of our business, we mairgaimsitive data on our networks, including datatesl to our intellectual property and
data related to our business and that of our cumt®and business partners that is considered ptapyrior confidential information. We belie
that companies in the technology industry have leenreasingly subject to a wide variety of secunitgidents, cyberttacks and other attem,
to gain unauthorized access. While the secure sranice of this information is critical to our buess and reputation, our network and storag
applications may be subject to unauthorized adog$mckers or breached due to operator error, asdfece or other system disruptions. It |
be difficult to anticipate or immediately detecthisecurity incidents or data breaches and the gamaused as a result. Accordingly, a data
breach, cyber-attack, or unauthorized access olodisre of our information, could compromise oueilectual property and reveal proprietary
or confidential business information. In addititiiese security incidents could also cause us tar isignificant remediation costs and expen
disrupt key business operations, subject us tdityaland divert attention of management and kdgimation technology resources, any of
which could cause significant harm to our busiress reputation.

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

The trading prices of our common stock and the rétgesi of other technology companies have beennaag continue to be highly
volatile. Further, our common stock has limitedptrading history. Factors affecting the tradimgg@ of our common stock include:

. variations in our operating resul

. announcements of technological innovations, newiGes or service enhancements, strategic alliancagreements 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 orgdsmin recommendations by any
securities analysts that elect to follow our comratotk;

. market conditions in our industry, the industrié®oar 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 lossvasitor confidence, the trading price of
our common stock could decline for reasons unrélet@ur business, financial condition or operatiesults. The trading price of our common
stock might also decline in reaction to events #ifct other companies in our industry even ikthevents do not directly affect us. Each of
these factors, among others, could harm the vdlyew investment in our common stock. Some comgmthiat have had volatile market
prices for their securities have had securitiesscaction lawsuits filed against them. If a suitevied against us, regardless of its merits or
outcome, it could result in substantial costs ardrtimanagement’s attention and resources.

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

We are a Delaware corporation and the anti-takeprarisions of the Delaware General Corporation LaWwich apply to us, may
discourage, delay or prevent a change in contrgrbhibiting us from engaging in a business comtmnawith an interested stockholder for a
period of three years after the person becomestarested stockholder, even if a change of comtonild be beneficial to our existing
stockholders. In addition, our amended and restzeificate of incorporation and amended and tedthylaws may discourage, delay or
prevent a change in our management or control evénat stockholders may consider favorable. Owrated and restated certificate of
incorporation and amended and restated bylaws:

. authorize the issuance of “blank checkhvertible preferred stock that could be issuedinyboard of directors to thwart a takec
attempt;
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. establish a classified board of directors, as alre$which the successors to the directors whesas have expired will be elected
to serve from the time of election and qualificatimtil the third annual meeting following theieetion;

. require that directors only be removed from officecause and only upon a supermajority stockholdés;

. provide that vacancies on the board of directoxduding newly-created directorships, may be fikedy by a majority vote of
directors then in office rather than by stockhaodgl

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

Exhibit No.
4.1

10.1*

10.2

31.1

31.2

32.1

101.INS**

101.SCH**
101.CAL**
101.DEF**
101.LAB**
101.PRE*

Description
Indenture dated May 30, 2013, between the RegisarathU.S. Bank National Association, as trus®

Consulting Agreement dated April 10, 2013, betwienRegistrant and Michael O. McCarthy @

Purchase Agreement dated May 23, 2013, betweeRebistrant and Morgan Stanley and Co. LLC and Galunsachs &
Co., as representatives of the initial purcha<®

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

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

Certification of Chief Executive Officer and Chigfhancial Officer pursuant to 18 U.S.C. Section(,3% adopted
pursuant to Section 906 of the Sarbi-Oxley Act of 2002

XBRL Instance Documer

XBRL Taxonomy Extension Schema Docum

XBRL Taxonomy Extension Calculation Linkbase Docuntr
XBRL Taxonomy Extension Definition Linkbase Docurt
XBRL Taxonomy Extension Label Linkbase Docum
XBRL Taxonomy Extension Presentation Linkbase Doent

The certification attached as Exhibit 32.1 thatomepanies this Quarterly Report on Form 10-Q isdestmed filed with the SEC and is
not to be incorporated by reference into any filiidnfinera under the Securities Act of 1933 @& Becurities Exchange Act of 1934, whether
made before or after the date of this Quarterlyd®epn Form 10-Q, irrespective of any general ipooation language contained in such filing.

* Management contracts or compensation plan or agraagts in which directors or executive officerseligible to participate

**  XBRL information is furnished and not filed for puoses of Sections 11 and 12 of the Securities At®83 and Section 18 of the
Securities Exchange Act of 1934, and is not sult@eability under those sections, is not paraol registration statement or prospectus
to which it relates and is not incorporated or deéno be incorporated by reference into any regfisin statement, prospectus or other

document

@ Incorporated by reference to exhibit filed with Reégan’s Current Report on Forn-K, filed with the SEC on May 30, 201
@ Incorporated by reference to exhibit filed with Reégn’s Current Report on Forn-K, filed with the SEC on April 11, 201
@ Incorporated by reference to exhibit filed with Reégan’s Current Report on Forn-K, filed with the SEC on May 24, 201
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SIGNATURES

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

the undersigned thereunto duly authorized.
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Infinera Corporation

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

Date: August 5, 201



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 ForrQLOf Infinera Corporation;

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

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

4. The registrant’s other certifying officer andrke 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 defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

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

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

c¢) Evaluated the effectiveness of the registragisslosure controls and procedures and presentidsineport our conclusions
about the effectiveness of the disclosure conintsprocedures, as of the end of the period cousyeldis report based on such
evaluation; and

d) Disclosed in this report any change in the tegid’s internal control over financial reportirttgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fofigbal quarter in the case of an annual repo#) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s intexl control over financial reporting; and

5. The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimiternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

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

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

Dated: August 5, 2013

By: /s/ THOMASJ. FALLON
Thomas J. Fallon
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 ForrQLOf Infinera Corporation;

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

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

4. The registrant’s other certifying officer andrke 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 defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

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

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

c¢) Evaluated the effectiveness of the registragisslosure controls and procedures and presentidsineport our conclusions
about the effectiveness of the disclosure conintsprocedures, as of the end of the period cousyeldis report based on such
evaluation; and

d) Disclosed in this report any change in the tegid’s internal control over financial reportirttgat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fofigbal quarter in the case of an annual repo#) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s intexl control over financial reporting; and

5. The registrant’s other certifying officer antdve disclosed, based on our most recent evaluatimiternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

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

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

Dated: August 5, 2013

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.SS€ction 1350, as adopted pursuant to Section 9@&dbarbanes-Oxley Act of 2002, that the
Quarterly Report on Form 10-Q of Infinera Corparatfor the quarterly period ended June 29, 2018 &dmplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeof 1934 and the information contained in suchmir@0-Q fairly presents, in all material
respects, the financial condition and results @rapons of Infinera Corporation.

Date: August 5, 2013 /s/ THoOMASJ. FALLON
Thomas J. Fallon
Chief Executive Officer
(Principal Executive Officer)

I, Ita M. Brennan, certify pursuant to 18 U.S.Cctimn 1350, as adopted pursuant to Section 906eoSarbanes-Oxley Act of 2002, that the
Quarterly Report on Form 10-Q of Infinera Corparatfor the quarterly period ended June 29, 20118 &dmplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeof1934 and the information contained in the aréy Report on Form 10-Q fairly
presents, in all material respects, the finanaaldition and results of operations of Infinera Gugtion.

Date: August 5, 2013 /s/ 17AM. 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 Sarbar@sley Act of 2002 has been provided to Infinera fitwation
and will be retained by Infinera Corporation anchfshed to the U.S. Securities and Exchange Cononiss its staff upon request.

This certification “accompanies” the Quarterly Repgm Form 10-Q to which it relates, is not deerfiled! with the U.S. Securities and
Exchange Commission and is not to be incorporagye@ference into any filing of the Company under 8ecurities Act of 1933, as amended,
or the Securities Exchange Act of 1934, as amefbdther made before or after the date of the @dgrReport on Form 10-Q), irrespective
of any general incorporation language containeslizh filing.



