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Item 2.02 Results of Operations and Financial Condition.

On November 3, 2008, Extreme Networks, Inc. issued a press release announcing its financial results for the fiscal quarter ended September 28, 2008 and
held a conference call regarding those results.

Copies of the press release and a transcript of the conference call relating to the financial results for the fiscal quarter ended September 28, 2008 are
attached hereto as Exhibit 99.1 and 99.2, respectively, and incorporated herein by reference.
 
Item 9.01 Financial Statements and Exhibits.
 

 (d) Exhibits.
 
Exhibit No.   Description

99.1
  

Press Release dated November 3, 2008 announcing the financial results of Extreme Networks, Inc. for the fiscal quarter ended September 28,
2008.

99.2
  

Transcript of earnings call, held on November 3, 2008, relating to the financial results of Extreme Networks, Inc. for the fiscal quarter ended
September 28, 2008.
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SIGNATURES

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

Date: November 6, 2008
 

EXTREME NETWORKS, INC.

By:  /s/ Karen M. Rogge
 Karen M. Rogge
 Senior Vice President and Chief Financial Officer
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Exhibit 99.1

FOR IMMEDIATE RELEASE
 
For more information, contact:   
Extreme Networks   
Investor Relations   Public Relations
408/579-3030   408/579-3483
investor_relations@extremenetworks.com   gcross@extremenetworks.com

EXTREME NETWORKS REPORTS FIRST QUARTER FINANCIAL RESULTS
Strong Quarterly Cash Flow; New Products Coming to Market

SANTA CLARA, Calif.; Nov. 3, 2008 – Extreme Networks, Inc. (Nasdaq: EXTR) today announced financial results for its first quarter ended September 28,
2008. For the quarter, net revenue was $89.5 million, compared to $89.0 million in the year-ago quarter.

Net income on a GAAP basis was $1.6 million or $0.01 per diluted share, which is based on 111.5 million weighted average shares outstanding. That compares to
year-ago net income of $3.6 million or $0.03 per diluted share.

Non-GAAP net income for the first fiscal quarter of 2009, excluding $0.4 million in stock-based compensation charges, was $2.0 million or $0.02 per diluted
share. That compares to year-ago non-GAAP net income of $4.6 million or $0.04 per diluted share, excluding $1.0 million in stock-based compensation charges.
A reconciliation of GAAP to non-GAAP financial measures is included in the accompanying financial tables.

“With the recent introduction of innovative new products, our customers are able to deploy high performing networks at compelling prices,” said Mark Canepa,
president and CEO of Extreme Networks. “We see an opportunity to capitalize in this economic downturn as Enterprises and Metro Carriers worldwide are
increasing their focus upon price/performance as a primary decision criteria for new deployments.”

For the first fiscal quarter of 2009, revenues in North America (U.S., Canada, and Central America) were $35.7 million, revenues in EMEA (Europe, Middle
East, Africa, and South America) were $41.6 million, and revenues in APAC (Asia Pacific and Japan) were $12.2 million. That compares to the year-ago
revenues of $41.6 million in North America, $30.9 million in EMEA, and $16.5 million in APAC.



During the first quarter of fiscal 2009, the company generated $20.6 million of cash from operations and used approximately $100 million of cash to complete the
repurchase of approximately 28.6 million shares of common stock.

Conference Call

Extreme Networks will host a conference call to discuss these results today at 5:00 p.m. Eastern Time (2:00 p.m. Pacific Time). A live webcast and replay of the
call will be available at http://www.extremenetworks.com/about-extreme/investor-relations.aspx. Financial information to be discussed during the conference call
is posted on the Investor Relations section of the Company’s website (www.extremenetworks.com).

Non-GAAP Financial Measures

Extreme Networks provides all financial information required in accordance with generally accepted accounting principles (GAAP). To supplement our
consolidated financial statements presented in accordance with GAAP, we are also providing with this press release non-GAAP net income and non-GAAP net
income per share information. In preparing our non-GAAP information, we have excluded, where applicable, stock compensation (a non-cash charge). Because of
the non-cash nature of this charge, we believe that excluding it provides both management and investors with additional insight into our current operations, the
trends affecting the Company and the Company’s marketplace performance. In particular, management finds it useful to exclude the non-cash charge in order to
more readily correlate the Company’s operating activities with the Company’s ability to generate cash from operations. Accordingly, management uses these non-
GAAP measures, along with the comparable GAAP information, in evaluating our historical performance and in planning our future business activities. Please
note that our non-GAAP measures may be different than those used by other companies. The additional non-GAAP financial information we present should be
considered in conjunction with, and not as a substitute for, our financial information presented in accordance with GAAP. We have provided a non-GAAP
reconciliation of the Consolidated Statement of Operations for the fiscal quarter ended September 30, 2007 and September 28, 2008, which are adjusted to
exclude share-based compensation expense for these periods. These measures should only be used to evaluate the Company’s results of operations in conjunction
with the corresponding GAAP measures for comparable financial information and understanding of the Company’s ongoing performance as a business. Extreme
Networks uses both GAAP and non-GAAP measures to evaluate and manage its operations.



Extreme Networks, Inc.

Extreme Networks provides converged Ethernet networks that support data, voice and video for enterprises and service providers. The company’s network
solutions feature high performance and high availability switching that deliver insight and control enabling customers to solve their real-world business
communications challenges. Operating in more than 50 countries, Extreme Networks provides wired and wireless secure LANs, data center infrastructure and
Service Provider Ethernet transport solutions that are complemented by global, 24x7 service and support. For more information, visit:
http://www.extremenetworks.com

Extreme Networks is either a trademark or registered trademark of Extreme Networks, Inc. in the United States and/or other countries.

# # #

This announcement contains forward-looking statements that involve risks and uncertainties, including statements regarding acceptance of the Company’s newer
products in the market and its expectations regarding its products. Actual results could differ materially from those projected in the forward-looking statements as
a result of certain risk factors, including, but not limited to: fluctuations in demand for the Company’s products and services; a highly competitive business
environment for network switching equipment; its effectiveness in controlling expenses, the possibility that the Company might experience delays in the
development of new technology and products; customer response to its new technology and products; the timing of any recovery in the global economy; risks
related to pending or future litigations, and a dependency on third parties for certain components and for the manufacturing of the Company’s products. The
Company undertakes no obligation to update the forward-looking information in this release. More information about potential factors that could affect the
Company’s business and financial results is included in its filings with the Securities and Exchange Commission, including, without limitation, under the
captions: “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” and “Risk Factors,” which is on file with the Securities and
Exchange Commission.”



EXTREME NETWORKS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands)

 

   
September 28,

2008   
June 29,

2008  
   (unaudited)   (1)  

ASSETS    
Current assets:    

Cash and cash equivalents   $ 45,459  $ 70,370 
Short-term investments    12,603   42,922 
Accounts receivable, net    53,283   64,417 
Inventories, net    16,338   13,942 
Deferred income taxes    289   254 
Prepaid expenses and other current assets, net    4,788   4,654 

    
 

   
 

Total current assets    132,760   196,559 
Property and equipment, net    44,113   43,348 
Marketable securities    84,519   112,380 
Other assets, net    12,079   13,474 

    
 

   
 

Total assets   $ 273,471  $ 365,761 
    

 

   

 

LIABILITIES AND STOCKHOLDERS’ EQUITY    
Current liabilities:    

Accounts payable   $ 24,353  $ 16,921 
Accrued compensation and benefits    14,869   18,956 
Restructuring liabilities    2,742   2,612 
Accrued warranty    4,340   4,824 
Deferred revenue, net    33,953   31,284 
Deferred revenue, net of cost of sales to distributors    19,836   14,138 
Other accrued liabilities    24,883   27,728 

    
 

   
 

Total current liabilities    124,976   116,463 
Restructuring liabilities, less current portion    5,983   6,777 
Deferred revenue, less current portion    8,869   9,006 
Deferred income taxes    453   403 
Other long-term liabilities    905   1,058 
Commitments and contingencies    
Stockholders’ equity:    

Common stock    945,023   943,283 
Treasury stock    (149,734)  (48,303)
Accumulated other comprehensive loss    (2,440)  (723)
Accumulated deficit    (660,564)  (662,203)

    
 

   
 

Total stockholders’ equity    132,285   232,054 
    

 
   

 

Total liabilities and stockholders’ equity   $ 273,471  $ 365,761 
    

 

   

 

 
(1) The information in this column is derived from the Company’s consolidated balance sheet included in the Company’s Annual Report on Form 10K for the

year ended June 29, 2008.



EXTREME NETWORKS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

(unaudited)
 
   Three Months Ended  

   
September 28,

2008   
September 30,

2007  
Net revenues:    

Product   $ 74,349  $ 74,145 
Service    15,177   14,817 

    
 

   
 

Total net revenues    89,526   88,962 
    

 
   

 

Cost of revenues:    
Product    30,133   31,256 
Service    7,961   8,610 

    
 

   
 

Total cost of revenues    38,094   39,866 
    

 
   

 

Gross profit:    
Product    44,216   42,889 
Service    7,216   6,207 

    
 

   
 

Total gross profit    51,432   49,096 
    

 
   

 

Operating expenses:    
Sales and marketing    25,857   24,538 
Research and development    16,605   16,491 
General and administrative    8,439   6,523 

    
 

   
 

Total operating expenses    50,901   47,552 
    

 
   

 

Operating income    531   1,544 
Interest income    1,423   2,773 
Interest expense    (50)  (20)
Other income / (expense) net    548   (242)

    
 

   
 

Income before income taxes    2,452   4,055 
Provision for income taxes    813   422 

    
 

   
 

Net Income   $ 1,639  $ 3,633 
    

 

   

 

Basic and diluted net income per share:    
Net income per share - basic    0.01   0.03 
Net income per share - diluted    0.01   0.03 
Shares used in per share calculation - basic    111,323   113,904 
Shares used in per share calculation - diluted    111,488   115,230 



EXTREME NETWORKS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(unaudited)
 
   Three Months Ended  

   
September 28,

2008   
September 30,

2007  
Cash flows from operating activities:    

Net income   $ 1,639  $ 3,633 
Adjustments to reconcile net income to net cash provided by operating activities:    

Depreciation and amortization    1,657   1,945 
Provision for doubtful accounts    —     100 
Provision for excess and obsolete inventory    98   719 
Deferred income taxes    15   (35)
Amortization of warrant    —     1,012 
Loss on retirement of assets    94   —   
Stock-based compensation    412   1,026 
Changes in operating assets and liabilities, net    

Accounts receivable    11,134   5,797 
Inventories    (2,520)  477 
Prepaid expenses and other assets    1,262   724 
Accounts payable    7,433   (4,519)
Accrued compensation and benefits    (4,087)  (339)
Restructuring liabilities    (664)  (3,370)
Accrued warranty    (483)  (82)
Deferred revenue, net    2,532   (22,262)
Deferred revenue, net of cost of sales to distributors    5,698   20,255 
Other accrued liabilities    (3,642)  2,167 

    
 

   
 

Net cash provided by operating activities    20,578   7,248 
    

 
   

 

Cash flows provided by (used in) investing activities:    
Capital expenditures    (2,515)  (486)
Purchases of investments    —     (93,596)
Proceeds from maturities of investments and marketable securities    20,000   37,686 
Proceeds from sales of investments and marketable securities    37,102   22,701 

    
 

   
 

Net cash provided by (used in) investing activities    54,587   (33,695)
    

 
   

 

Cash flows (used in) provided by financing activities:    
Proceeds from issuance of common stock    1,355   1,760 
Repurchase of common stock, including expenses    (101,431)  —   

    
 

   
 

Net cash (used in) provided by financing activities    (100,076)  1,760 
    

 
   

 

Net decrease in cash and cash equivalents    (24,911)  (24,687)
    

 
   

 

Cash and cash equivalents at beginning of period    70,370   71,573 
Cash and cash equivalents at end of period   $ 45,459  $ 46,886 

    

 

   

 



EXTREME NETWORKS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
GAAP TO NON-GAAP RECONCILIATION

(In thousands, except per share amounts)
(Unaudited)

 
   Three Months Ended

   
September 28,

2008   
September 30,

2007
Net income (loss) - GAAP Basis   $ 1,639  $ 3,633

    

 

   

Non-GAAP adjustments    
Stock-based compensation expense   $ 386  $ 1,014

    
 

   

Total non-GAAP adjustments   $ 386  $ 1,014
    

 
   

Net income (loss) - Non-GAAP Basis   $ 2,025  $ 4,647
    

 

   

Non-GAAP adjustments    
Cost of product revenue   $ (66) $ 97
Cost of service revenue    32   52
Sales and Marketing    175   391
Research and Development    151   318
General and Administrative    94   156

    
 

   

Total non-GAAP adjustments   $ 386  $ 1,014
    

 

   



Exhibit 99.2

Extreme Networks
First Quarter 2009 Financial Results Conference Call
November 3, 2008 5:00 p.m. EST
 
Operator:

  

Good afternoon ladies and gentlemen and welcome to the Extreme Networks 2009 First Quarter Conference Call. At this time, all
participants are in a listen-only mode. Following today’s presentation, instructions will be given for the question and answer session. If
anyone needs assistance at any time during the conference, please press the star followed by 0.

  

On the call today from Extreme Networks are Mark Canepa, President and Chief Executive Officer; and Karen Rogge, Senior Vice
President and Chief Financial Officer.

  As a reminder, this conference is being recorded today: Monday, November 3, 2008.

  

This afternoon, Extreme Networks issued a press release announcing the Company’s financial results for the first fiscal quarter of 2009. A
copy of this release is available at the Company’s website at www.extremenetworks.com. This call is being broadcast live over the internet
and will be posted on the Extreme Networks website for replay shortly after the conclusion of this call.

  

The Company has asked me to remind you that this conference call contains forward-looking statements that involve risks and
uncertainties, including statements regarding acceptance of the Company’s newer products in the market and its expectations regarding its
products. Actual results could differ materially from those projected in the forward-looking statements as a result of certain risk factors,
including, but not limited to: fluctuations in demand for the Company’s products and services; a highly competitive business environment
for network switching equipment; its effectiveness in controlling expenses; the possibility that the Company might experience delays in the
development of new technology and products; customer response to its new technology and products; the timing of any recovery in the
global economy; risks related to pending or future litigations; and a dependency on third parties for certain components and for the
manufacturing of the Company’s products.

  

The Company undertakes no obligation to update the forward-looking information on this conference call. More information about
potential factors that could affect our business and financial results is included in the Company’s filings with the Securities and Exchange
Commission, including, without limitation, under the captions: “Management’s Discussion and Analysis of Financial Condition and
Results of Operations,” and “Risk Factors,” which is on file with the Securities and Exchange Commission.”



  

Throughout the conference call, the Company will reference both GAAP and non-GAAP financial results. The Company has provided a
reconciliation table of GAAP to non-GAAP information in the tables that accompany the press release and on its website. Please go to the
‘Investor Relations’ section of the Company’s website at www.extremenetworks.com. In addition, all announced results are preliminary,
and may be subject to change when the review of the fiscal quarter is concluded and/or a form 10-Q is filed.

  I would now like to turn the call over to Mark Canepa, President and CEO of Extreme Networks. Please go ahead sir.

Mark Canepa:

  

Thank you, Mary, and thank you all for joining us today. I’d like to cover three points with you: a very brief review of the quarter, our view
of success in a financial downturn, and market expansion opportunities that we are positioned to capture. I will then turn the call over to
Karen for details on this quarter’s financials.
 

Revenue for the quarter was $89.5 million, which is up slightly from the prior year in spite of significant macro-economic headwinds that
continue to drive caution in the industry. Pro-forma earnings were 2 cents per share.
 

Product Book to Bill was slightly above 1. In the quarter we materially increased our deferred product revenue, which Karen will elaborate
later on.
 

In addition we generated over $20 million in cash flow from operations due to strong cash flow management and execution during the last
couple of quarters.
 

Let’s talk about the economic environment.
 

In the near- and mid-term the macro-economic environment is likely to be challenging worldwide. The U.S. and the world economies are
slowing. Although the industry is focused on challenges, we are looking for opportunities.
 

Let’s look at the Enterprise market. The downturn in 2001 was primarily driven by the failure of new and unproven technology companies.
Customers were uncertain of the survival of these companies, so they bought only from large companies with large market shares. Today
the situation is different. The current downturn is primarily driven by a de-leveraging of credit, rather than the failure of technology
companies. Therefore we believe that many customers will turn to companies that have a proven track record of delivering high
performance solutions that require require far lower capital expenditures. In other words: price matters, and cost matters.



  

During the past two years we have extended our product line with lower-cost products that provide the same software benefits of XOS that
all Extreme products do, but at a lower price point. The supply chain for our Summit and BD8800 products now fully utilizes the ODM
model – which is a low cost model. This allows us to maintain strong margins, while at the same time provides a low capital cost solution
to customers that competes very effectively with those from larger vendors.

  

So, in a tough economic environment, we have introduced lower cost products that deliver all of the performance and software value that
customers expect. We deliver to customers a lower capital cost solution, that allows them to borrow less. We expect this will allow us to
win more market share from the industry leaders.

  

Now let’s talk about market expansion. Let’s spend a minute on the carrier market. Independent of the economy, carriers here in the U.S.
and throughout Europe and Asia face an incredible opportunity: the delivery of video to consumers. There is clear demand for this new
service that may replace, or significantly dislocate how entertainment is delivered. Carriers have to respond to the video challenge. During
the next few years there will be a scramble among carriers, ISPs and MSOs to deliver new video services and capture a potentially
lucrative part of the market. On the other hand, with budgets under intense scrutiny, there is huge pressure to build out new networks far
more cost effectively. We believe Carrier grade Ethernet is the logical technology to base these new network deployments. Customers can
now take advantage of the new, innovative and lower cost technologies we have developed for them. We have positioned the Company in
this bright spot of a fast growing $2+ billion Networking segment and we intend to fully capitalize on this opportunity.

  

During this quarter, we announced the Black Diamond 20K family - our 5th generation of carrier based technology that represents 24
months of focused and innovative research and development. The BD20K family is a new, purpose built platform, specifically designed to
provide the scalability and reliability required for the most demanding Metro Carrier applications. With bandwidth that establishes us as
the leader in the industry, communication-port density that enables leading space utilization within carrier environments, and pricing that is
compelling, the BD20K is the ideal platform with which to construct carrier triple play service infrastructure.

  

I have spent several weeks on the road speaking with new and existing carrier customers about their needs for equipment for their future
network deployments. Carriers are excited about the BD20K. They greatly appreciate the scalability, features and performance, but most
importantly they need the capability it gives them to engineer their businesses for success.

  

Now, with the tighter economy, where the justification of ROI on new projects is even more important, we have the products and solutions
that we believe can make a material difference to our customers. We provide them not only with superior solutions at lower cost than our
larger competitors today, but with the assurance that these solutions have the lasting value our customers expect.



  

Today, with the availability of infrastructure to deploy fully converged Ethernet based networks, our carrier customers are presented with
the opportunity to deliver their existing and future services over one network – much cheaper to deploy and operate, significantly simpler
to maintain and support, and faster to evolve and enhance. We believe we are at the cusp of a disruptive inflection point in this
marketplace. At Extreme, we have focused on building powerful solutions that will put us at the forefront of enabling and leading this
disruption. We believe the demand is clear, the market growth is impressive, and our technology ready to address our carrier customer
requirements.
 

All technology companies face a degree of uncertainty. Extreme is no different. But I have always found that a strong product cycle is very
important – headwind or tailwind – to success.
 

I’ve talked about our plans for success in Enterprise and in the Metro Ethernet market. Now I would like to touch on the Data Center
market, another opportunity for market expansion. Within the Data Center market, the rise of 10 gigabit has enabled cost effective, flexible,
scalable and standards compliant Ethernet to support and to enable the convergence of the Data Center infrastructure. Our customers in the
Data Center are facing a need to transition from multiple physical communication media – like Fiber Channel, SCSI, etc. – to a lower-cost,
more flexible converged-communications environment. In parallel with this the availability of newer communications protocols – like
Fiber Channel over Ethernet, iSCSI, etc. – Data Center managers are now presented with the very real opportunity to unify and converge
their connectivity infrastructure. At Extreme we have understood this trend and have been working on powerful solutions.
 

For example, in April we announced the Summit X650 - a leading 10 gigabit fixed configuration switch which changes the scalability and
cost structure of delivering “top-of-rack” data center, compute grid and storage connectivity solutions. The architectural flexibility of the
X650 enables the transformation of the Data Center to 10 gigabit bandwidth requirements and beyond. In addition to offering 10 gigabit
communications over both Copper and fiber, the X650 is fully “stackable” with other members of the Summit product family. This unique
capability allows us to deliver the reliability and availability of Chassis based products at a lower cost and with a smaller footprint and
lower power consumption. We fully intend to provide technological and solution leadership in this high growth portion of the Ethernet
market.
 

During the quarter, we continued to expand the breadth and depth of our relationship with our global partners. In combination, our sales
with Avaya, Ericsson and Nokia remained at double digit growth rates from last year. Growth with our alliance partners continues to be
solid and well



  

above the Company average, driven by the creation and delivery of powerful enterprise and carrier solutions. We have rolled out a new
channel incentive program in both EMEA and the Americas and we are in process of rolling the program out in our Asia-Pacific
geography. The program has been well received; it is helping us cement and extend the relationship with our long time channel partners
and it is helping us attract new partners by enabling them to create and deliver specific solutions for their customer’s networks.
 

Turning to customer wins:
 

In the Enterprise space, ESPN, the sports television leader, continues to invest in their network infrastructure supporting High Definition
programming with Extreme Networks’ scalable 10 gigabit solutions. This partnership demonstrates our ability to deliver powerful
infrastructure for Video-on-Demand applications.
 

Lockheed Martin of Fort Worth, Texas has upgraded its network edge, migrating to our ExtremeXOS-based Summit switches, providing
uniform features and performance.
 

We supplied the U.S. Marine Corps with our converged network solution delivering the speed and integrated security required for their
demanding applications.
 

We assisted the U.S. Army by supporting them in building a high performance data center network with the added capacity to support
sophisticated communications, including multicast video.
 

In Asia, the Korean Air Force chose Extreme to replace their ATM networks at seven separate air bases and migrated to a scalable gigabit
Ethernet network featuring a range of Extreme products.
 

Within the Carrier Ethernet market, we continue to build new and extend existing networks. In Russia, Extreme is a part of the large
Moscow network renovation project that includes a set of government facilities and approximately 3,000 schools, which are upgrading
their networks to support next generation applications and converged services. We are working with local service provider MRS to deliver
this leading and scalable network environment.
 

Ogero Telecom in the Middle East selected Extreme’s scalable Carrier Ethernet technology to support broadband network connectivity
between local ISPs with plans to expand to the delivery bandwidth intensive IP-TV services. Another example of Extreme technology
delivering sophisticated Video infrastructure solutions.
 

Certainly the state of the economy will present challenges in the near term. We will focus on investing in new products, improving
partnerships with our channel and end users, improving processes, and yes, have a tight focus on cost control so that we are ready for the
growth that will materialize as the economy regains its footing.



  

Nevertheless in this economic climate companies will look to proven brands which can deliver value. We have invested in our marketing
with recent advertising and other brand creation activities. We offer value by delivering proven solutions at far more cost effective prices
than our larger competitors. We have a lineup of fresh new products and our development organizations continue to deliver more state of
the art technology to our field and our partners. Both the Summit X650 and the BD20K will help us execute during the second half of this
fiscal year. Our field teams are in place and we have strong partners to work with.
 

We believe that we are well positioned as the only public “pure play” Ethernet Company at the beginning of a strong new product cycle.
 

With that, I’ll turn the call over to Karen for additional financial details.

Karen Rogge:

  

Thanks, Mark, and good afternoon to everyone.
 

Overall, revenue for the quarter was slightly above the prior year, pro-forma gross margin improved 2 percentage points compared to the
year ago quarter, and we generated over $20 million of cash flow from operations during the quarter.
 

Total revenue at $89.5 million was slightly above the year ago quarter and deferred product revenue increased $3.4 million from the fourth
quarter of fiscal 2008. The increase in deferred product revenue was in part due to our adoption of SOP 97-2 software revenue recognition
practices.
 

Product revenue at $74.3 million increased slightly from the year ago quarter, primarily driven by strong performance in the EMEA region.
Our product book-to-bill ratio was slightly above 1 for the quarter.
 

Service revenue at $15.2 million increased slightly from the year ago quarter. We’re beginning to see stabilization of our services business
due to increased sales focus and continued interest from our customers in protecting their technology investments.
 

Looking at the markets we address, the percent of enterprise to service provider sales for the quarter was 69% and 31%, respectively,
compared to our historical pattern of 75% and 25%, respectively. The increased percentage of service provider sales was due to a higher
proportion of service provider sales in the EMEA region.
 

Our new products released in the past 24 months have continued to gain customer acceptance and contributed above 40% of the
Company’s revenue for the quarter.



  

The ratio of stackable and modular product sales was 63% and 37%, respectively, and in line with our historical pattern.
 

Looking at revenues by geography for the quarter:
 

North America’s revenue, which includes the U.S., Canada and Central America, was $35.7 million, a decrease of 14.2% from the year-
ago quarter. We have seen a slowing of business in the America’s, which we believe is due to the broader macro economic climate. For the
quarter, product and services revenue decreased 16.9% and 5.1%, respectively, in comparison to the year ago quarter.
 

EMEA had a very strong quarter, growing total revenue 34.5% over the year-ago-quarter to $41.6 million dollars. This is the 4th
consecutive quarter of revenue growth in the region, primarily driven by service provider sales in Eastern Europe. Product sales in EMEA
were up 34.3% and service revenue increased 37.5% compared to the year ago quarter.
 

Revenue in Asia-Pacific, including Japan, was $12.2 million, which is down $4.2 million or 25.4% from the year ago quarter. We continue
to perform well in selected markets in Asia, including Korea and India and have turnaround programs underway to extend our presence in
the rest of Asia.
 

I will turn now to non-GAAP results, which excludes the effect of stock-based compensation charges. Note that we have included, in our
press release, a reconciliation of GAAP to non-GAAP financials.
 

As a percentage of revenue, total non-GAAP gross margin was 57.4%, and 2 percentage points improved from the prior years’ period.
 

Product non-GAAP gross margin as a percent of revenue was 59.3%, an improvement of 1.7 percentage points from the prior years’
period. The increase in product gross margin was primarily due to improved inventory and supply chain management resulting in lower
excess and obsolescence costs, and lower standard costs – partially offset, by higher distribution and material scrap costs.
 

Service Non-GAAP gross margin at 48.2% of revenue improved 6 percentage points compared to the year-ago quarter, primarily due to
increased revenue and non-recurring costs in the prior year period related to service upgrades.
 

Our non-GAAP operating expenses were $50.5 million, a decline of $3.9 million from the prior quarter and an increase of $3.8 million
from the year ago quarter. Litigation charges for the quarter were $1.6 million, which is down $2.8 million from last quarter and up $0.8
million from the year ago quarter. The decline in litigation expenses from the prior sequential quarter was due to the completion of the
Enterasys trial. Sales and marketing expenses increased $1.5 million compared to the year ago



  

quarter, primarily due to increased compensation expenses and timing of marketing programs related to new products R&D expenses
increased slightly from the year ago quarter. G&A expenses, excluding litigation charges, increased $1.3 million compared to the year-ago
quarter, primarily due to professional services related to the implementation of SOP 97-2 and increased compensation expenses.
 

Other income was $1.9 million and primarily includes interest on our investment portfolio of $1.4 million and foreword exchange gains
related to assets in our international subsidiaries of $0.6 million
 

Turning to the bottom line, non-GAAP net income was $2.0 million or $0.02 per diluted share, which compares to $4.6 million or $0.04
per diluted share in the year-ago quarter.
 

In summary, while revenue and gross margins improved from the 1st fiscal quarter of last year, increased operating costs offset the stronger
gross margin.
 

During the quarter we completed a share repurchase of 28.6 million shares of common stock, and ended the period with 88.3 million of
total shares outstanding. Diluted earnings per share is calculated based on total weighted average shares outstanding during the period,
which were 111.5 million for the quarter.
 

Looking at the balance sheet as of the end of September, we generated $20.6 million of cash from operations and used approximately $100
million of cash to complete the share repurchase, ending the quarter with $142.6 million of cash, cash equivalents, and investments, a net
decrease of $83.1 million.
 

As mentioned, we generated $20.6 million of cash flow from operations for the period, which is up from the June quarter, primarily due to
improved cash management of our accounts payable and increased collections from strong 4th quarter revenue. We do not anticipate the
generation cash flow from operations to be as strong in the coming quarter, however we are managing the business to be cash flow
positive.
 

Total full time regular employees were 862 and in line with the prior quarter.
 

Looking forward, we are continuing our practice of not providing specific guidance for the coming quarter. As Mark mentioned, we are
continuing to focus on bringing our new products to market, enhancing our sales channels – and controlling costs. We continue to be
sensitive to the changing economic environment and committed to managing the business to be cash flow positive and earnings positive.
 

With that, I will now turn the call back over to Mark.



Mark Canepa:   Thank you, Karen. Mary, we’re now ready to take questions.

Operator:   [Operator Instructions] Your first question comes from Manny Recarey with Kaufman Brothers.

Manny Recarey:
  

A couple of questions; I’ll start with EMEA, that was strong driven by the service provider market. Do you see kind of that market being as
impacted as the enterprise market is by the macro environment? I mean can you keep that strength up?

Mark Canepa:

  

Let’s talk in general about AMEA had some pretty good results and business was up in general and certainly the carrier part of the market
was pretty strong. When you look at carriers; carriers, when they go about deploying networks, they can’t stop them in the middle. They
have consumers and they have services they want to deploy and while they can modulate things, they have to put out those new
capabilities. So we think in general the cycle for carriers sales tend to be longer, it takes longer to win them, and once you’ve won them,
they also tend to generate a much steadier recurring stream.
 

So we continue to work with the carriers that have started deployments and they’re all in various stages of the life cycle of deploying their
networks and obviously we’re working really hard to go get new carriers, to win new carriers business.
 

I was personally there in Europe for about a week and a half earlier towards the end of September and the beginning of October and while
a lot of our customers in Eastern Europe and potentially new customers did talk about the financial markets and the possibility that credit
would be tighter, they were all pretty convinced that they needed to deploy new and newer networks.
 

So while we see that there might be some slowdown, we are going to continue to be very aggressive there and keep our sales teams
focused on winning new business.

Manny Recarey:

  

Karen, deferred product revenue was $3.4 million? If you can help me just think about that a little bit. Is the way to think about that similar
to the service deferred revenue, where that should grow overtime or is that something that we had expected to kind of see booked in the
December quarter?

Karen Rogge:

  

Okay. In terms of our deferred product revenue, you’re right, in the quarter we had deferred product revenue go up $3.4 million quarter-
over-quarter and this quarter in particular is the first quarter of adoption of SOP 97-2 . While we did see some increase related to the new
accounting practice, we booked approximately 30% of our revenues, we applied SOP 97-2 to – practices in the quarter – given the fact that
software is now more than incidental on those products, and as our products evolved we would expect the application of SOP 97-2 to grow.
So during the coming quarter we’re anticipating applying the SOP 97-2 practice to roughly 70% of our revenue.



  

That said, during the first quarter, approximately $1.5 million out of that $3.4 was due to 97-2. The rest was due to what would be kind of
normal revenue deferrals in terms of timing or customer acceptance that had been a normal part of the business ongoing. Does that answer
your question, Manny?

Manny Recarey:

  

Yes. One last question and then I’ll jump into queue. If you look at your three operating expense lines, in the G&A you had the litigation
expense, that should go down or go away in the December quarter. Was there anything else in the other two lines that you would say were
more kind of incidental for the September quarter, so that looking forward in addition to just managing costs are not going to be repeated?

Karen Rogge:

  

If I look at each of the three lines, sales and marketing for example, sales and marketing in the quarter, you realize that we did have a
higher increase in deferred revenue this quarter, when you look at sales and marketing as a percent of revenue.
 

Then, if I turn to the G&A line, we have litigation charges that vary over quarters depending upon where we are in litigation. We do have
other litigation other than in Enterasys and we do try to manage those tightly. However some of that is not exactly in our control.
 

In looking at G&A types of charges that will continue into Q2, is that we will continue to incur professional services related to the adoption
of 97-2 in the second quarter as well and I would not anticipate those professional services to be ongoing, but I do anticipate incurring
those in the second quarter.

Manny Recarey:   Okay. Then how about the R&D, because that bumped up sequentially?

Karen Rogge:
  

R&D tends to vary with where we are in the product life cycle and we just announced in this last quarter, we announced or BD20K product
and Mark can probably add a few comments on to that announcement.

Mark Canepa:

  

Yes. If you think about it we booked the 650 in the BD20K sort of in their very final phase of development. It’s where a lot of the
prototypes, the beta programs, a lot of the testing and regression cycles have to take place and so there tends to be at the tail end of the
programs a bit of bump up in expenses and so we’re coming to the tail end of those and so we should be seeing the R&D line item get
some more normal levels as we get those products out the door.

Operator:   Your next question comes from Samuel Wilson with JMP Securities.



Sam Wilson:
  

A couple of small questions; first on the change in deferred revenue for the new accounting treatment, did that influence at all your top line
revenue recognition?

Karen Rogge:

  

Okay, so Sam the question is in deferred revenue, for SOP 97-2, yes, it did in fact impact in that revenue. That’s why it’s in deferred
revenue. So, what is happening is it runs through the balance sheet as deferred revenue and then over time will come back through the
income statement.

Mark Canepa:
  

But to be precise Sam, had we not been under 97-2, that $1.5 million that Karen talked about being deferred would have been sitting on the
revenue line.

Sam Wilson:

  

Got it. That’s what I wanted to understand and then second could you just talk a little bit about, I know over the last six quarters you’ve
made a fair number of changes to the sales organization, etc; how do you feel about where the sales organization is today vis-à-vis where
you want it to be?

Mark Canepa:

  

Sure. I feel pretty good. Obviously I feel very good with where we’ve got the sales organization sitting in Europe, Middle East and South
America right now. They are growing rapidly, the team is in place, they’re doing a pretty good job. I think I actually feel better with the
positioning of the American sales force than probably the financial results give us right now, and the team is in place, the channel programs
are in place. We are fighting the economy right now within North America.

  

The area that we’re rebuilding is Asia-Pacific. As you know in the beginning of April we brought on board a new Vice President for Sales
and we’re rebuilding a number of the organizations. Korea and India as Karen mentioned are doing very, very well. Areas like Japan need
some work and areas Australia and New Zealand need some work.

  

So we’re in the process of building and rebuilding in those organizations. I feel very comfortable that Paul, our new VP of Asia-Pacific
sales will get a handle on those. He’s been there managing Asia-Pacific operations for American companies for over 15 years and he’s
written down a pretty good plan and we’re giving him the time to go execute on it.

Sam Wilson:   And then last question for you, any 10% customers during the quarter?

Karen Rogge:   Yes we did, Sam. Our 10% customers during the quarter included Ericsson, Westcon and Tech Data.

Operator:   Your next question comes from Tim Long with Banc of America Securities.

Scott Thompson:
  

This is Scott Thompson in for Tim Long. I want to talk a little about the pipeline; are we building the pipeline out a little bit to offset some
pushing out of projects, can you guys comment on that a bit?



Mark Canepa:

  

Well obviously we have built the pipeline for Q2; we are looking at the pipeline for Q3. Pipeline creation is one of big things that the sales
force does all of the time. Obviously the further out you go, the harder it is to get exact numbers on the pipeline. We believe we have a
reasonable pipeline in Q2. It’s obviously pretty early in the quarter. I don’t think for Q2 the issue is likely to be the pipeline – that is the
number of deals that are available to us. I think if there is any issue that’s likely to be the closure rate of that pipeline and customers’
willingness to go forward on their network projects or go forward with them in a somewhat smaller fashion. So that’s what we’re
attempting to assess on an on going basis. We are working closely with the sales force and only time will tell.

  

A lot of our customers are telling us that the programs are moving forward but when it comes time to get the actual PO’s, in some cases
they scale them back a little bit and they sometime take a little longer to deploy whatever networking projects they’re going to want to do.
We think that’s going to continue for the next couple, three quarters until the economy in the west especially begins to regain some kind of
comfort level.

  

I think mostly the problems out there right now are psychological more than anything else and we’re going to have to work closely with
our customers to really understand how comfortable they are in their own businesses and with their own customers as they go and assess
the size of their IT budgets.

Scott Thompson:
  

Okay and I’ve heard recently that Avay is doing a little restructuring on the sales side is that starting to turn around for them? Are you
starting to see better results through your line with them?

Mark Canepa:

  

Yes. I mean what we’re seeing is our relationship with Avaya is very strong. We’re going in there with joint deals. We both know who our
competitor is and so therefore that linkage is very strong. The restructuring in Avaya is just getting started, they had a new CEO. They now
apparently just put any permanent CEO. So, you know time will tell.

  

I stay in personal close contact with the senior leadership at Avaya. We communicate basically on a weekly basis and so far I feel pretty
comfortable on how things are going. In terms of how Avaya is likely to perform, obviously, you might want to ask them.

Operator:   [Operator Instructions]

  Your next question comes from Rohit Chopra with Wedbush Morgan.

Mark Canepa:
  

Hi, this is Sanjit Singh for Rohit Chopra. A couple of questions for you. You mentioned credit issues at the top of the call; have you seen
any customers have issues or deferred deals related to any credit issues and inability to purchase.



Mark Canepa:

  

No, we have not, at this point. What I have seen a little bit as I’ve talked to new potential customers mostly in the carrier space, customers
that might deploy some fairly large networks over the next year or so, ask those kinds of questions certainly and this is not primarily in the
western world. When I leave the western world and end up in places like Asia or some places in Eastern Europe, they were asking some of
those questions.

  

Now when was I there? I was there basically the last week and a half of September and the first week and a half of October, and that’s kind
of when there was a lot of turmoil and people were asking themselves a lot of questions. Perhaps now there is more clarity out there as to
where the sources of borrowings might be and back then as you remember, credit was pretty well in a frozen state in many parts of the
world.

  

So I am planning on being back out on the road later on next month and I might be able it get some better information, but some of our
potential customers feelings about access to credit.

Sanjit Singh:
  

And Karen on taxes, I saw the tax rate bump up a little bit. Are you guys expecting to see any benefit from the R&D tax credit that was
passed last month and can you give us what your take is on taxes going forward?

Karen Rogge:
  

In terms of taxes and how I would look at that from my modeling purpose, I would tend to look at the company’s affected tax rate in the
past. We have quite a few NOLs out there.

Sanjit Singh:   And any benefit from the R&D tax credit?

Karen Rogge:   We’re looking at it and trying to determine what impact, if any it might have on it. We’ll monitor it going forward.

Sanjit Singh:
  

And then finally, Mark, did you see a lot of your competitors posted strong government sales in the U.S., in terms of maybe federal and
you guys are typically strong in the educational vertical. Any insight into how those two verticals are performing?

Mark Canepa:

  

So you saw that some of the ones that I highlighted today happened to be government. We seem to be having in the last quarter or two
some pretty reasonable government sales. I don’t know whether that’s the start of a trend or not. In addition, our education market
continues to do very well, both domestically as well as internationally.

  

In general, we see healthcare and education and to some extent government being markets that tend to be a little bit more resilient in these
times because they’re publicly funded, they represent infrastructure development that they’re doing for the longer term. To some extent we
have been in hindsight fortunate to focus on some of those markets, which today continue to deliver.



Operator:   Your next question comes from Michael Coady with B. Riley and Company.

Michael Coady:
  

Karen you could talk a little bit more about the bump up in accounts payable. There were a number of factors that led to the strong
operating cash flow, but that was a big contributor. How much does that come down do you think over the next couple of quarters?

Karen Rogge:   The bump up in accounts payable?

Michael Coady:   Yes.

Karen Rogge:

  

Yes, we did have a change in our cash conversion cycle overall through the quarter and what I would look at in terms of the cash
conversion cycle going forward because we came down to 34 days overall. We do not expect that to be repeatable in the coming quarter to
that extent. Driving it would be the timing of our inventory purchases, which is affecting our accounts payable during the quarter, and then
the other big driver in our cash conversion cycle is our accounts receivable and timing of sales during the quarter that affect our DSO
calculation.

Mark Canepa:   That said, we expect to continue to be cash flow positive for operations this quarter.

Michael Coady:

  

Okay and then related to the timing of sales during the quarter, could you talk a little bit please about the linearity that you experienced
during the September quarter. It seems that the sort on the economy happened in September, maybe mid September. Would you provide
forward guidance, talk about what you saw in the quarter and perhaps what you saw throughout October?

Mark Canepa:

  

Sure. Given that things bounce around a little bit, we didn’t see anything materially different than the normal 25/25/50 we normally see. It
bounces around a few points here or there, but there was nothing unusual in our hockey stick pattern that would have suggested a sort of a
dramatic departure from this, within the normal variability that we have.

  

Not unlike Q3 of last year that we spoke of where we saw a meaningful sort of falloff in the last ten days of the quarter. That did not repeat
itself. The hockey stick was sort of a reasonably looking hockey stick in this past quarter.

Michael Coady:
  

And then just one last question; regarding CapEx, it was down a little bit sequentially but still seems to be high historically. What do you
project for CapEx going forward and are you spending on something in particular right now?



Mark Canepa:

  

The vast majority of our capital expenditure right now is going into test equipment and equipment to get the new products developed and
into manufacturing. We are in an upswing in our product pipeline and when we introduce those products, you got to get the manufacturing
test equipment, you got to get the regression test equipment, you got to make sure the laboratory and services organization is populated
with the equipment required to handle and deal with customer calls as the equipment starts shipping. So that’s where the majority of our
capital expenditures go and that tends to follow the product life cycle.

Operator:   Your next question comes from Manny Recarey with Kaufman Brothers.

Manny Recarey:   Two quick questions; Karen, was there any impact on the top line from currency?

Karen Rogge:   Well we sell our products in U.S. dollars.

Manny Recarey:   So there was no impact?

Karen Rogge:   No impact.

Manny Recarey:
  

Okay and then you spoke briefly about the split between enterprise and services being more services this quarter. Should we look at that as
kind of a new rate to expect going forward or would you expect to revert back to your historical range?

Mark Canepa:

  

That’s a great question. So first of all, we don’t set a target. It is not like I go to my organization and say “we’re going to target the
company to have a certain percentage of carrier business versus enterprise.” We have our volume products group that’s mostly focused on
enterprise, we have our scalable products group that’s mostly focused on carrier, and I basically tell them to go get their markets and go as
hard as they possibly can to go gain market share and improve that.

  

So the reality is the relative ratios is a function of the business that’s out there, the relative strength of our product lines and kind of a lot of
other factors that are hard to quantify. Is it possible that the carrier side could continue to increase a little bit? Yes.

  

The BD20K has just gotten announced. It’s going to ship here within the next 90 or so days and it could have a potentially really good
impact in driving a lot of carrier business. At the same time, the X650 is also about to start shipping and so it could have a pretty good
impact into the data center, which we put as part of the enterprise business.

  

So I don’t know. I’m going to watch this thing, I’m going to invest the money where I think we can generate the right return and then the
ratios will kind of fall where they are going to end up falling.

Operator:   Your next question comes from Mark Sue with RBC.

Jess Lubert:

  

This is actually Jess calling for Mark. Just wondering if you could talk a little bit more about Eastern Europe; you guys obviously had a
very strong quarter there, but the month of October has seen some unparallel volatility and I was wondering if you could speak at all about
what you’ve seen since the quarter closed in that area of the world?



Mark Canepa:

  

I mean we’ve only got a few weeks in the beginning of the quarter and since we don’t put any current quarter guidance out there it’s tough
to make any very precise statements on this thing. We are continuing to drive; the team in Europe is well engaged; we’ve got a number of
customers that have ongoing deployments there; and we’re going to have to see how the rest of the quarter shapes out.

Operator:   Thank you and management there are no further questions. I’ll turn it back to you for closing comments.

Mark Canepa:

  

Thank you, Mary. So thanks to all of you for joining us this afternoon. I want to thank our employees for their hard work in this past
quarter. We continue to enhance the competitiveness of our products and the competitive standing and position the company has for long-
term success and I look forward to speaking to all of you again at our next conference call. Thank you.

Operator:

  

Thank you. Ladies and gentlemen that will conclude today’s teleconference. If you would like to listen to a replay of today’s conference
please dial into 303-590-3000 or 1-800-405-2236 and enter the access code of 11120724#. We thank you again for your participation today
and at this time you may disconnect. Have a nice day.


