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Item 2.02 Results of Operations and Financial Condition.

On October 24, 2007, Extreme Networks, Inc. issued a press release announcing its financial results for the fiscal quarter ended September 30, 2007 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 30, 2007 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 October 24, 2007 announcing the financial results of Extreme Networks, Inc. for the fiscal quarter ended September 30,
2007.

99.2
 

Transcript of earnings call, held on October 24, 2007, relating to the financial results of Extreme Networks, Inc. for the fiscal quarter ended
September 30, 2007.
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hereunto duly authorized.

Date: October 29, 2007
 

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 Q1 REVENUE AND EPS GROWTH

Revenue up 6% Y/Y; Gross Margin up 14% Y/Y; Positive Cash Flow

SANTA CLARA, Calif.; Oct 24, 2007 – Extreme Networks, Inc. (Nasdaq: EXTR) today announced financial results for its fiscal first quarter ended
September 30, 2007. For the quarter, net revenue increased 6 percent to $89.0 million, from $83.8 million in the fiscal first quarter of 2007.

Net income on a GAAP basis for the fiscal first quarter of 2008 was $3.6 million or $0.03 cents per diluted share, compared to a net loss of $4.9 million or a loss
of $0.04 per diluted share in the year-ago quarter.

Non-GAAP net income for the fiscal first quarter of 2008, excluding $1.0 million in stock-based compensation charges, was $4.7 million or $0.04 EPS per diluted
share. That compares to a year-ago non-GAAP net loss of $1.5 million or a loss of $0.01 per diluted share, which excludes $1.9 million in stock-based
compensation charges and a $1.5 million restructuring charge. A reconciliation of GAAP to non-GAAP financial measures is included in the accompanying
financial tables.

“We are pleased to see a continuation of our turnaround this quarter, with substantial improvement to operating margins, and with revenue up both sequentially
and year-over-year to a level we have not seen since December 2005,” said Mark Canepa, president and CEO of Extreme Networks. “We continue to demonstrate
consistent measured progress. Our results reflect solid demand for our products.”

Cash, short-term investments, and marketable securities were $224.7 million as of September 30, 2007, compared to $215.9 million as of July 1, 2007, reflecting
positive cash flow from operations.



Conference Call

Extreme Networks will host a conference call to discuss these results today at 5:30 p.m. Eastern Time (2:30 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 its
consolidated financial statements presented in accordance with GAAP, the Company has provided a non-GAAP reconciliation of its Consolidated Statement of
Operations for the fiscal quarters ended September 30, 2007 and October 1, 2006, which are adjusted to exclude share-based compensation expense and costs
associated with the restructuring of the Company’s Japan operations. These non-GAAP measures are not computed in accordance with GAAP and may differ
from the methods used by other companies. These non-GAAP measures are not meant as a substitute for comparable GAAP measures. 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 designs, builds and installs Ethernet infrastructure solutions that solve the toughest business communications challenges. The company’s
commitment to open networking sets it apart from the alternatives by delivering meaningful insight and unprecedented control to applications and services.
Extreme Networks believes openness is the best foundation for growth, freedom, flexibility and choice. Extreme Networks focuses on enterprises and service
providers who demand high performance, converged networks that support voice, video and data over a wired and wireless infrastructure. For more information,
visit: http://www.extremenetworks.com.

# # #

Extreme Networks and Summit are either registered trademarks or trademarks 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 our expectations regarding our
products, future revenue and expenses and strategy. 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: our, fluctuations in demand for our products and services; a highly competitive business environment for
network switching equipment; changes in results identified as part of the process of completing the closing and audit of results for the quarter and the year,
effectiveness in controlling expenses, the possibility that we might experience delays in the development of new technology and products; customer response to
our new technology and products; risks related to pending or future litigations, and a dependency on third parties for certain components and for the
manufacturing of our products. We undertake no obligation to update the forward-looking information in this release. More information about potential factors
that could affect our business and financial results is included in our 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)
(Unaudited)

 

   
September 30,

2007   
July 1,
2007  

ASSETS    
Current assets:    

Cash and cash equivalents   $ 46,886  $ 71,573 
Short-term investments    121,873   91,599 
Accounts receivable, net    26,579   23,066 
Inventories, net    25,172   25,261 
Prepaid expenses and other current assets, net    2,483   14,457 

    
 

   
 

Total current assets    222,993   225,956 
Property and equipment, net    41,696   43,156 

Marketable securities    55,987   52,683 
Other assets, net    17,827   20,102 

    
 

   
 

TOTAL ASSETS   $ 338,503  $ 341,897 
    

 

   

 

LIABILITIES AND STOCKHOLDERS’ EQUITY    
Current liabilities:    

Accounts payable   $ 16,783  $ 21,303 
Accrued compensation and benefits    14,502   14,841 
Restructuring liabilities    2,843   5,532 
Accrued warranty    7,101   7,182 
Deferred revenue    32,778   32,160 
Other accrued liabilities    20,537   23,263 

    
 

   
 

Total current liabilities    94,544   104,281 
Restructuring liabilities, less current portion    7,774   8,456 
Deferred revenue, less current portion    10,110   10,286 
Deferred income taxes    688   688 
Other long-term liabilities    1,857   1,961 
Commitments and contingencies    
Stockholders’ equity:    

Common stock and capital in excess of par value    937,314   934,540 
Treasury stock    (48,303)  (48,303)
Accumulated other comprehensive loss    1,474   572 
Accumulated deficit    (666,955)  (670,584)

    
 

   
 

Total stockholders’ equity    223,530   216,225 
    

 
   

 

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY   $ 338,503  $ 341,897 
    

 

   

 



EXTREME NETWORKS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

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

 
   Three Months Ended  

   
September 30,

2007   
October 1,

2006  
Net revenues:     

Product   $ 74,145  $ 67,982 
Service    14,817   15,781 

        
 

Total net revenues    88,962   83,763 
        

 

Cost of revenues:     
Product    31,256   31,799 
Service    8,610   8,813 

        
 

Total cost of revenues    39,866   40,612 
        

 

Gross margin:     
Product    42,889   36,183 
Services    6,207   6,968 

        
 

Total gross margin    49,096   43,151 
        

 

Operating expenses:     
Sales and marketing    24,538   25,443 
Research and development    16,491   15,774 
General and administrative    6,523   7,605 
Restructuring charge    —     1,534 

        
 

Total operating expenses    47,552   50,356 
        

 

Operating income (loss)    1,544   (7,205)
Other income, net    2,510   3,064 

        
 

Income (loss) before income taxes    4,054   (4,141)
Provision for income taxes    422   786 

        
 

Net income (loss)    3,632  $ (4,927)
        

 

Net income (loss) per share — basic   $ 0.03  $ (0.04)
Net income (loss) per share — diluted   $ 0.03  $ (0.04)
Shares used in per share calculation — basic    113,904   115,653 
Shares used in per share calculation — diluted    115,230   115,653 



EXTREME NETWORKS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
(Unaudited)

 
   Three Months Ended  

   
September 30,

2007   
October 1,

2006  
Net income (loss)   $ 3,632  $ (4,927)

Adjustments to reconcile net income (loss) to net cash provided by operating activities:    
Depreciation and amortization    1,945   2,361 
Provision for doubtful accounts    100   2 
Provision for excess and obsolete inventory    719   467 
Deferred income taxes    (35)  25 
Amortization of warrant    1,012   1,012 
Restructuring charge    —     1,534 
Loss on disposal of assets    —     76 
Stock-based compensation    1,026   1,850 
Changes in operating assets and liabilities, net    

Accounts receivable    (3,613)  (218)
Inventories    (644)  (5,239)
Prepaid expenses and other assets    13,274   647 
Accounts payable    (4,519)  4,215 
Accrued compensation and benefits    (339)  234 
Restructuring liabilities    (3,370)  (1,532)
Lease liability    —     —   
Accrued warranty    (82)  141 
Deferred revenue    443   (2,348)
Other accrued liabilities    (2,301)  2,218 

    
 

   
 

Net cash provided by (used in) operating activities    7,248   518 
    

 
   

 

Cash flows from investing activities:    
Capital expenditures    (486)  (758)
Purchases of investments    (93,596)  (76,980)
Proceeds from sales and maturities of investments and marketable securities    60,387   133,450 

    
 

   
 

Net cash provided by (used in) investing activities    (33,695)  55,712 
    

 
   

 

Cash flows from financing activities:    
Proceeds from issuance of common stock, net of repurchases    1,760   655 
Repurchase of common stock    —     (11,201)

    
 

   
 

Net cash provided by (used in) financing activities    1,760   (10,546)
    

 
   

 

Net increase (decrease) in cash and cash equivalents    (24,687)  45,684 
Cash and cash equivalents at beginning of year    71,573   92,598 

    
 

   
 

Cash and cash equivalents at end of year   $ 46,886  $138,282 
    

 

   

 



EXTREME NETWORKS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

GAAP TO NON-GAAP RECONCILIATION
(In thousands, except per share amounts)

(Unaudited)
 

   Three Months Ended  

   
September 30,

2007   
October 1,

2006  
Net income (loss)—GAAP Basis   $ 3,632  $ (4,927)

        

 

Non-GAAP adjustments     
Stock-based compensation expense   $ 1,026  $ 1,850 
Restructuring charge    —     1,534 

        
 

Total non-GAAP adjustments   $ 1,026  $ 3,384 
        

 

Net income (loss)—Non-GAAP Basis   $ 4,658  $ (1,543)
        

 

Non-GAAP adjustments     
Cost of product revenue   $ 109  $ 197 
Cost of service revenue    52   123 
Sales and Marketing    391   667 
Research and Development    318   558 
General and Administrative    156   305 
Restructuring charge    —     1,534 

        
 

Total non-GAAP adjustments   $ 1,026  $ 3,384 
        

 



EXTREME NETWORKS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

NON-GAAP PRESENTATION
(In thousands, except per share amounts)

(Unaudited)
 

   Three Months Ended  

   
September 30,

2007   
October 1,

2006  
Net revenues:     

Product   $ 74,145  $ 67,982 
Service    14,817   15,781 

        
 

Total net revenues    88,962   83,763 
        

 

Cost of revenues:     
Product    31,147   31,602 
Service    8,558   8,690 

        
 

Total cost of revenues    39,705   40,292 
        

 

Gross margin:     
Product    42,998   36,380 
Services    6,259   7,091 

        
 

Total gross margin    49,257   43,471 
        

 

Operating expenses:     
Sales and marketing    24,147   24,776 
Research and development    16,173   15,216 
General and administrative    6,367   7,300 
Restructuring charge    —     —   

        
 

Total operating expenses    46,687   47,292 
        

 

Operating income (loss)    2,570   (3,821)
Other income, net    2,510   3,064 

        
 

Income (loss) before income taxes    5,080   (757)
Provision for income taxes    422   786 

        
 

Net income (loss)   $ 4,658  $ (1,543)
        

 

Net income (loss) per share — basic   $ 0.04  $ (0.01)
Net income (loss) per share — diluted   $ 0.04  $ (0.01)

Shares used in per share calculation — basic    113,904   115,653 
Shares used in per share calculation — diluted    115,230   115,653 



Exhibit 99.2

Extreme Networks
Fiscal First Quarter 2008 Revenue Results Conference Call
October 24, 2007, 5:30 p.m. EDT
 
Operator: Good afternoon ladies and gentlemen. Welcome to the Extreme Networks 2008 First Quarter

Conference Call. At this time all participants are on 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 the zero. As a reminder this conference is being
recorded today, Wednesday, October 24, 2007.

 
 This afternoon Extreme Networks issued a press release announcing the company’s financial results for

the first quarter 2008. A copy of this release is available on the company’s web site at
www.extremenetworks.com. This call is being broadcast live over the Internet and will be posted on the
Extreme Networks web site for replay shortly after the conclusion of the call.

 
 The company has asked me to remind you that this conference contains forward-looking statements and

involves risks and uncertainties including statements regarding the company’s expectations as to
products, trends, and our performance. There can be no assurances that any forward-looking statements
will be achieved and actual result could differ materially from forecast and estimates. For factors that
may affect the business and financial results please refer to the company’s filings with the Securities
and Exchange Commission including, without limitation, under the caption “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 at www.SEC.gov.

 
 The company undertakes no obligation to update the forward-looking information in this conference

call. Throughout this conference call the company will reference both GAAP and non-GAAP financial
results. The company has provided a reconciliation table of GAAP and non-GAAP information in the
tables that accompany the press release on its website. Please go to the Investor Relation 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 10Q is filed.
 
 I will now turn the call over to Mark Canepa, President and Chief Executive Officer of Extreme

Networks, please go-ahead sir.
 
Mark Canepa: Thanks Vince, and thank you all for joining us. I will discuss some of



 the highlights of the quarter, point out the areas where we continue to make progress and describe how
we are positioning Extreme for continued long-term success. Then I will turn the call over to Karen for
detail on this quarter’s financials.

 
 The majority of metrics demonstrate that this was an excellent quarter, particularly as it comes on the

heels of solid performance a quarter ago. Top line revenue was up both sequentially and year-over-year
to the highest it’s been in seven quarters. Yet again the strength came from product sales, which
includes 9% over Q1 ‘07 and 3% sequentially.

 
 In FY ‘07 we established a revenue base line from which we would begin stable and predictable

business growth. In Q4 we showed that we were able to deliver year-over-year growth. This quarter
shows further improvement with continued top line revenue growth plus a material improvement in
EPS. This continued performance is due to a number of factors. The networking industry in general and
the Ethernet segment in particular continued to show strong growth. We have positioned Extreme to
participate in the $35 billion market. New applications such as IP Telephony, Video, Triple Play
services and security continue to drive the need for more bandwidth and more control over the
allocation of that bandwidth. Ethernet, which has been the logical choice for Enterprise connectivity, is
now increasingly becoming the logical and cost effective choice for many carrier applications as well.

 
 Within the broad Ethernet market, an increasing number of applications require sophisticated network

implementations. Whether it is a carrier who wants to deliver new triple play services at an affordable
price or a customer with an application that requires state of the art latency, bandwidth, and multicast
capabilities, we have positioned Extreme to focus on enabling and simplifying the infrastructure to
address these complex networking requirements. This has been and will continue to be the central
mission for our organization.

 
 Looking at our customers and markets, we continue to demonstrate solid traction in both the Enterprise

and the Metro Carrier Service Provider verticals. The unique and differentiated features of a single
scalable architecture, one operating environment from Edge to Core and our ability to deliver state of
the art Insight and Control, enable better TCO and allow us to win new and larger accounts.

 
 In Healthcare we were awarded business by several hospitals including a large deal with Jacobi

Medical in New York. Jacobi is the largest public hospital in the Bronx, serving some 1.2 million New
Yorkers. They chose our platform over other vendors because of our high-performance capability to
support a wide array of wired, wireless and security applications. In Hong Kong, we continue our work
with the Hong Kong Hospital Authority. Extreme has been building out numerous hospitals in the
region over a multiple year period. Our core to edge solutions provided this customer reliable, secure
and high performance networks



 that support the entire range of medical applications.
 
 In Higher Education we were awarded business by a number of colleges, including Oklahoma State

University, Texas Christian and the University of Mexico City. In addition to the business from
colleges, we are also winning business within the secondary education market as represented by Silver
Valley Unified School District in California and the Allegheny County Public Schools in Maryland, as
well as public school districts in Palm Beach, Florida and Marysville Ohio.

 
 In the Hospitality segment, building upon the success of implementing Extreme in their Las Vegas

operations, the Wynn Resort Macau, has finished the deployment of its new Extreme network. Wynn
has built a new hotel and resort community that features our scaleable wired and wireless network
infrastructure, giving their guests a highly connected experience throughout their stay.

 
 We continued our trend of selective wins in the Financial Services sector. The Extreme solution and our

differentiated capabilities delivered some major wins within the German financial markets, namely
SAB Dresden and West LB banks.

 
 We also recorded a number of wins in the Government segment. In France, the INRIA, the French

institute specializing in computers and automation research chose Extreme Networks to deliver their
new converged network. In the United Kingdom, Extreme was selected to provide network upgrades
for both the Hampshire and Derwentside city councils. In India we saw a significant win with the
Ministry of Foreign Affairs.

 
 The Metro market, or the Carrier Service Provider market, has always been and remains an area of

focus for us. We continue to win large deals worldwide, including Brazil’s Internet Gratis. Brazil is one
of the most rapidly growing world economies and iG is one of that country’s largest internet service
providers and one of the leaders in data hosting and co-location providers that chose Extreme as their
strategic platform.

 
 We won business with Millicom International Cellular, which has operations in 16 countries in Europe

and South America. They chose Extreme because of the capabilities and functionality of our data
transport, in conjunction with the Ericsson’s GSM/GPRS solution, our partner for this business.

 
 Business with our strategic partners – Avaya, Ericsson, Nokia Siemens Networks and Siemens

Enterprise – continues to be very strong and grew faster than the overall Extreme business. We continue
to foster these partnerships as a major part of our growth strategy. In particular, this year we are very
focused on replicating the U.S. success of our Avaya partnership in Europe.



 Turning to products: we continue to expand our portfolio. Two weeks ago we officially unveiled the
newest member of the lineup, the Summit X150. This switch was specifically designed to enable the
deployment of our successful XOS Operating System in a cost effective enterprise edge product at a
starting list price of under $1000. This product effectively extends our reach to help customers
dramatically lower costs while also simplifying network deployment. With the launch of this product,
there is no longer a need for a cost-conscious enterprise to deploy feature poor, commodity edge
product from other vendors within their network. Extreme can provide the entire solution, based upon
one operating system, with one common set of products which are easier to architect, deploy, optimize
and manage.

 
 The Sales and Marketing team executed well again this quarter.
 
 The Americas was the real standout again with revenue up 18% year-over-year. Our channel model

continues to gain traction in the U.S., the transaction size is increasing and we continue to hire great
people. Whether it is a system integrator looking for great networking solutions as part of a larger
project or an Avaya Business partner driving a large IP Telephony or convergence project, we are
seeing our channel partners as an increasingly strategic part of our growth plan. Revenue is up faster
than the market, the enterprise business is strong, there are more big deals and the team is executing.

 
 In EMEA we continued this quarter with solid business performance, even though at a level somewhat

below the last few quarters. Our on-going success in EMEA was partly due to a solid expansion
strategy in new countries, particularly in Eastern Europe. Going forward we will continue to capitalize
in the emerging regions of Eastern Europe, while also increasing focus on the larger, more traditional
western markets. To this extent 3 months ago we brought on board a very seasoned networking sales
executive to lead our EMEA geography. We see the opportunities and we are staffing to get them.

 
 Asia Pacific delivered solid results with revenue up 6% year-over-year and 35% sequentially. Last

quarter we combined Japan with the rest of the APAC sales geography under the leadership of one Vice
President. He is actively engaged in continuing the relationship with NTT and with building Enterprise-
focused channels. The turnaround with the new Japan management team is promising, but has not yet
materialized in term of results.

 
 In the area of Services, we brought online a new offer for subscription based training. Two of the major

wins I previously discussed also had high Services content from our PS practice. Having said that, the
maintenance revenue stream from our support contracts declined year-over-year mostly due to the end
of life of certain contracts in Japan. While these factors have negatively impacted our Services
financials in the short term, our focus continues to be on meeting the needs of our



 customers with new and evolving offers and grow this piece of our business.
 
 In all, chosen verticals are strengthening, costs are under control and profits are growing.
 
 I’ll let Karen give you the good news on the product margins, which continue to improve nicely as we

work very diligently to bring real discipline to our supply chain, and as we continue to shift towards
newer products. While the Gross margin percentage will continue to bounce around somewhat quarter-
to-quarter due to the timing and discounts of particular business, we are paying very close attention to
things that in the aggregate really add up. We still have work to do on our service margins, but with our
increased attention to the services area, we are optimistic that over time we will see those margins come
up as well.

 
 With that I would like to turn it over to Karen, she will speak in more detail about our financial results.

Karen?
 
Karen Rogge: Thanks, Mark. We are very pleased with Extreme’s financial results demonstrating measured growth as

compared to both last quarter and the year-ago quarter for revenue, gross margin and earnings per
share.

 
 Starting with revenue, total revenue was $89 million, an increase of 6% over the year-ago quarter and

2% over last quarter.
 
 Product revenues totaled $74.1 million, up 9% over the year-ago quarter. Our product book-to-bill was

slightly above 1 for the quarter.
 
 Service revenues were $14.8 million, down 3% from the prior quarter and down 6% from the year-ago

quarter. In comparison to the year-ago quarter, our maintenance contract revenue has trended down as
anticipated, due to the completion of extended term contracts amortized over 5 years and our transition
from a mandatory toward an elective support contract renewals. Over time, we look for our professional
and educational services to become more integral to the company’s financial success.

 
 Taking a look at sales by the markets we serve, the percentage enterprise-to-service-provider sales was

79% and 21% respectively. Trends in service provider sales increased 3 percentage points from the
prior quarter. The average service provider sales was 23% of total sales over the past 4 quarters.

 
 I will now briefly update you on our product revenue metrics:
 
 This quarter sales of XOS-based products continued to grow and were above 60% of product bookings.

We have substantially completed the transition to XOS-based products and going forward, we will no
longer report this metric.



 The ratio of stackable and modular products sales was 63% and 37% respectively, and comparable to
the prior quarter.

 
 Bookings for PoE ports increased sequentially and grew above 37% of total ports booked, up from 33%

in the prior quarter. We expect PoE ports to continue to grow based on demand for IP telephony.
 
 Looking at revenues on a geographic basis:
 
 U.S. revenue was up 19% year-over-year and flat sequentially to $40.7 million, due to increased

customer demand for our products.
 
 EMEA revenue, which includes our European operations, the Middle East and Africa, was $30.9

million, down 7% from the prior quarter and 6% from the year-ago quarter.
 
 Revenue in Asia Pacific, which includes Japan, was $16.5 million, up 35% from the prior quarter and

6% from the year-ago quarter.
 
 Revenues in other geographies, primarily North America outside of the U.S., was $0.9 million for the

quarter, $0.7 million in the prior quarter, and $1.1 million in the year-ago quarter.
 
 Now I’d like to comment on trends affecting our gross margins, excluding the effect of stock-based

compensation. Please note that we have included in our press release, a reconciliation of GAAP to Non-
GAAP financials.

 
 Total Non-GAAP gross margin as a percentage of sales was 55.4%, up slightly from the prior quarter

and up 350 basis points from the year-ago quarter.
 
 Product, non-GAAP gross margin as a percent of revenue was 58%, up 140 basis points from the prior

quarter and 450 basis points from the year-ago quarter. The increase in gross margin from the year-ago
quarter was primarily due to the mix of new higher margin products and reductions in both warranty
charges and distribution charges. The reduction in warranty charges for the quarter is due to product
quality improvements in comparison to historical levels.

 
 Non-GAAP service gross margin as a percent of revenue was 42.2%, down from the prior quarter and

the year-ago quarter due to lower revenue and to proactive service upgrades on a few of our key legacy
accounts, which are non-reoccurring in nature.

 
 Our Non-GAAP operating expense, which excludes stock-based compensation and restructuring

charges, were $46.7 million, down 5% from the prior quarter and down 1% from the year-ago quarter.
The decline in operating expenses from the prior quarter is due to our



 restructuring actions in Q4, fluctuations in project materials for R&D, seasonality of sales incentive
compensation and lower intellectual property litigation charges. Litigation charges for the quarter were
$0.8 million, down $0.5 million dollars from the prior quarter. Overall, we continue to expect our Non-
GAAP operating expenses, excluding litigation, to be in the range of $45 to $48 million over the fiscal
year.

 
 Other Income was $2.5 million, and primarily includes interest on our investment portfolio.
 
 Non-GAAP net income was $4.7 million or 4 cents per diluted share and up from a 1 cent loss in the

prior-year quarter, this excludes $1.0 million in stock-based compensation charges.
 
 Total shares used to calculate non-GAAP diluted EPS were 115.2 million and total shares outstanding

were 114.7 Million.
 
 GAAP net income for the quarter was $3.6 million or 3 cents per diluted share.
 
 Now moving to the balance sheet:
 
 Total of cash, cash equivalents and investments were $224.7 million, an increase of $8.9 million

compared to the end of Q4. During the quarter, we generated $7.2 million in cash flow from operations
and $1.8 million in proceeds from employee stock option exercises.

 
 Days sales outstanding was 27 days at quarter end, an increase of 3 days sequentially. Days payable

outstanding was 38 for the quarter, down from 49 in the prior quarter.
 
 Total inventory for Q1 was $25.2 million and in line with last quarter. Inventory turns were 6 for the

quarter, down slightly from the prior quarter.
 
 Total deferred revenue was $42.9 million, up $0.5 million from in the prior quarter of $42.4 million.

And, Capex was $0.5 million in the quarter.
 
 In conclusion, we are pleased with the company’s performance for the quarter. We have continued to

improve our revenue, gross margins and earnings per share performance at a measured pace over the
past four quarters.

 
 With that I will now turn it back over to Mark.
 
Mark Canepa: Thank you Karen. This concludes our prepared remarks and we are now ready to take your questions.
 
Operator: Thank you sir. We will now begin the question and answer session. As



 a reminder if you have a question please the star followed by the one on your touchtone phone. If you
would like to withdraw your question please press the star followed by the two. If you are using speaker
equipment today you will need to lift the handset before making your selection, one moment please for
our first question.

 
 Our first question comes from the line or Ryan Hutchinson with W.R. Hambrecht, please go ahead.
 
Ryan Hutchinson: Congratulations here on the progress made on the turnaround. I have a few questions if I may and I then

I’ll jump back in the queue. First of all Mark, just a general sense now that you are well underway into
this turnaround, as you look at the market growth rates over the next year do you thing that the business
here with the changes you made that you can at least grow in line with the overall market?

 
Mark Canepa: That’s obviously the $64 question right? Obviously the market continues to be very healthy and you

know the business that we’re in – that is we have chosen to be in businesses where growth rate is
probably in the high single-digit or low double-digit depending on whose data you are going with. You
know we focus on a few segments; we’ve got solid traction in the segments that we provided, obviously
as I’ve mentioned my intention is to get the company’s growth to be as high as we can make it, you
know. Without putting a time frame on it, we think that we can get to where the market is going to be.
Right now I’m focusing on putting together all of those things, on both a product point of view as well
as a sales, service, support, marketing to get us going in that direction. We’ve now delivered two solid
quarters of year-over-year growth and now the game plan is to continue to accelerate that growth as
best that we can.

 
Ryan Hutchinson: Okay and then in terms of strategy moving forward on the partner front. I’m bouncing around from

conference call to conference call, but I think I picked up that the partners grew faster than the overall
business, and then there was the commentary around expanding the opportunity, I guess, with Avaya
overseas. Is that right?

 
Mark Canepa: So when we talk about partners and we talk about growing faster than the overall business it refers to

the strategic partners that I mentioned, right? So we have four partners that we call strategic those are
Avaya, Ericsson, Nokia Siemens Networks, and there is Siemens Enterprise, as you well know Siemens
kind of broke up their business into two pieces there. And we look at those and clearly we continue to
see great traction with all four of them, we work very strategically with them and sure enough revenue
growth is showing. With Avaya, as it pertains to Avaya we’ve over the several years we’ve built a great
revenue growth partnership in the U.S. and we are learning from that model, and the big thrust in this
fiscal year, and it’s not just Extreme’s thrust, but it’s the thrust jointly between Extreme and Avaya is to
drive that growth rate in EMEA also. If you talk to Avaya about it they need that same kind



 networking partner and data infrastructure partner in EMEA also. So, I personally attended Avaya’s
sales off-site about 2 or 3 weeks ago. I talked with all of the senior executives including Mike Turk,
Stewart Wells and Charlie Ill at that conference. There is general strategic agreement and we got the
teams working pretty hard on that.

 
Ryan Hutchinson: Okay, great, and then finally just two small ones. First legal cost in the quarter, and I believe you gave

an expectation for the full year and I’m assuming that is in the overall results you provide in the press
release, just need to look at that and maybe one time in nature coming out of the G&A line item. And
then the tax rate was a little bit lower than I anticipated so just a tax rate update for fiscal 2008.

 
Karen Rogge: In terms of the litigation costs, we did include the litigation charges for the quarter during the call, so

those were $.08 million for the quarter. We did not give an expectation of litigation charges going
forward, you know those tend to kind of float around and fluctuate. So we’re not setting the expectation
there. We did reiterate that our non-GAAP operating expenses excluding litigation charges would be in
the range of $45 to $48 million per quarter for rest of the year.

 
Mark Canepa: Which is what we said last time.
 
Karen Rogge: Yeah, so we reiterated that. In terms of your question moving on to the effective tax rate, our tax rate is

a little more complicated – since we have a full valuation on our deferred assets – than most companies,
and we have over $200 million in deferred tax assets. So, the best way to do it is to take a look at what
we’ve reported in terms of our tax charges for the past couple of years and make your assumption on
that and basis for our model.

 
Ryan Hutchinson: Okay, great, and good luck.
 
Mark Canepa: Okay, thank you.
 
Operator: Thank you, our next question comes from the line of Tim Long , Bank of America Securities, please go

ahead.
 
Jess Lubert: Good afternoon this is Jess Lubert dialing in for Tim. Just a first question, in terms of the macro, can

you comment on the macro, the trends you are seeing, particularly in the U.S. market and clearly there
has been some nice progression on the top line and with the products. Is it fair to think that we should
see that continue here during the December quarter?

 
Mark Canepa: Well without, you know, obviously we are not in the business of giving guidance at this point in time,

but we see that the U.S. team has been working pretty hard over the last five quarters. They’ve gotten
things pretty well together on it, and we are going to see about their continued ability to execute. It’s
going to be – the deals, the transactions are



 getting a little larger so we are getting to participate in larger deals. The team continues to do some
great hires. There is a lot more stability in the patches where a lot of our sales people are. So, we are
beginning to see the results of that. The trick now is being able to continue to kind of keep that effort
going. So, I spend a lot of time out and about in the US, and the signs I see are generally good. We just
need to keep driving the available business.

 
Jess Lubert: So Mark, given this product progress, when do we get to the point where you start to feel comfortable

with the infrastructure you have in place and that you begin to add to that in the form of new hires. You
see a lot of your competitors aggressively hiring to capture the growth opportunities. It sounds like
you’ve gotten the organization under your control at this point in time. When should we see you start to
increase the hiring effort, you know particularly in the U.S.?

 
Mark Canepa: Yeah, so there is no ceiling, you know there is no headcount cap that I particularly put on the sales

organization. I give the sales organization some broad cost-of-revenue ratios, we call it CPRD, that we
need to manage to and I told them to be as aggressive as they feel they’re able to bring people on board
and turn them productive, so that’s sort of the overall dollar ratios work. And so the sales force is being
as aggressive as they feel they need to be and the business opportunities continue to materialize, they
already have the ability to go size themselves correctly.

 
Jess Lubert: So there is some hiring going on now?
 
Mark Canepa: Oh yeah, there is hiring going on. We continue to hire and upgrade the skill sets. Wherever the sales

force believes it is required. That, of course, is not just in the U.S. but in whatever region feels like
they’re able to take advantage of.

 
Jess Lubert: And then Mark, in terms of the service business, when you first came on board, you know one of your

initiatives was to make services a bigger portion of the Extreme story it really hasn’t happened yet.
When do we start to see that service business start to kind of improve?

 
Mark Canepa: Yeah, that’s a good question. We’ve been working and putting the pieces in place to do that. Last

quarter I appointed a vice president of our services organization reporting directly to me. This is the
first time that that was done within the company; it had been tucked into the organization, so this is
bringing it all the way up to my level. It takes a little bit of time to do a few things: one is to really build
the new services which can more than make up for the fact that the new products being much more
reliable, as you’ve heard us talk, to some extent carry a little bit less of the maintenance cost associated
with them. So we are working through all of that. Obviously this got realized very early, you know
when I got here and so we’ve been working on it and I will keep you posted as we go, but it’s
something that I’m – that has got a very high priority with me and we’re spending a lot of cycles on it.



Jess Lubert: Just two more quick ones. I mean the product gross margin has really improved nicely here, particularly
with the new products coming out, is there any reason to think that that can’t continue? And then if you
see any change in the Avaya relationship, they will be a private company most likely next week. How
do you foresee their new owners changing the structure there, and how do you see your relationship
with them going forward?

 
Mark Canepa: Well on the first-they are two very different questions. On the first question: it’s really tough to make

predictions, right? The gross margin – it’s going to be a function of the overall industry landscape.
Clearly things are competitive, so that’s one variable, so there is not a lot of free high gross margin
business just for the having out there; the deals tend to get contested; deal sizes tend to get larger, which
tends to be more contested rather than less. So there’s a variable. And at the same time we work the
supply chain very hard and over time we are moving certain manufacturing from North America
manufacturing over to Asia, which tends to help the supply chain. So and then on top of that, as you
heard Karen talk about, there’s quality issues that manifest into warranty; there are distribution charges
as you move things around the plan. So, there are probably about 6 or 7 variables that are all kind of
moving around, and so on a quarter to quarter basis it’s tough to really figure out where any single one
will land. Clearly what we are doing is focusing on all of them and trying to drive them in the right
direction and then we’ll see where, over time, we land. Clearly when you look at the P&L, gross margin
percent had a huge impact on the business, and so it is at mine and Karen’s utmost attention.

 
Jess Lubert: Nice quarter guys.
 
Operator: Thank you. Ladies and gentlemen as a reminder we ask that you limit yourself to one question and one

follow-up question and re-queue for any additional questions. Our next question comes from the line of
Samuel Wilson with JMP Securities, please go ahead.

 
Samuel Wilson: So I will do the trick of asking two questions with six parts each.
 
Mark Canepa: Yeah, Yeah that’s right Sam. Thanks.
 
Samuel Wilson: Mark, can you just give us an update on just, sort of, the general – I mean you sort of commented on it

a little bit, but just the pricing environment in general, are you seeing any changes over the last couple
of quarters in pricing?

 
Mark Canepa: In general other than, I said as the deals tend to get bigger you tend to be under more competitive

pressure rather than less. We also see Asia Pacific continue to be very competitive. There are some low
cost competitors out there, which clearly don’t offer anywhere close to the same functionality, but are
out there with some fairly low prices, so



 managing in Asia Pacific, particularly certain countries in Asia Pacific, is always an interesting
challenge for us to how to make sure we are able to communicate the value proposition that our
superior technology is able to deliver.

 
Samuel Wilson: And then can you talk a briefly about – XOS in general’s got sort of this open architecture in it’s ability

– when you first came on board, I think in the first sort of quarter, can you talk a little bit about
developers, developer community, sort of the partnerships around XOS and trying to get some activity
in that space. Can you sort of give us an update?

 
Mark Canepa: Sure absolutely. I believe that is a very important part of the equation. As you know as we continue to

work closely with Avaya, Avaya has certain parts of their application of telephony management
structure that live right in front of our switches, which helps create a very strategic relationship with
Avaya. What we’ve also done as a way of putting more meat behind this, we actually hired a team
within our solutions marketing organization singularly focused on this. During our last customer
advisory council this was a topic of discussion; this happened about a month or so ago, and there was a
lot of interest especially in a number of verticals like higher education and some others to do that. Also,
kind of stay tuned: we are working on putting together some announcements for later on in the fiscal
year that are directly related to this so continue to watch this space.

 
Samuel Wilson: Thanks, and then just two quick questions for Karen. I’m sorry if I missed this, but a headcount for the

quarter, and also you’ve been running about a million dollars of amortization of warrants you gave to
Avaya a number of years ago, and I think they roll off this year, is that true? This fiscal year?

 
Karen Rogge: In terms of the Avaya warrants, yes they roll off this fiscal year, in one month. Okay, and in terms of the

headcount we’re flat from our exit in Q4.
 
Samuel Wilson: Perfect. Thank you very much
 
Operator: Thank you. Our next question comes from the line of Phil Cusick with Bear Sterns, please go ahead.

Mr. Cusick, are you still on line with us? Mr. Cusick must have stepped away from his desk.
 
 Our next question come from the line of Manny Recarey with Kaufman Brothers, please go ahead.
 
Manny Recarey: Thanks and good evening. A few questions, one Karen was there any impact from currency in the

quarter on revenue?
 
Karen Rogge: You know Manny, I don’t have the details on that, but you know when you look at it from a dollar

basis; we sell everything in dollars. Okay, U.S. dollars? It’s all U.S.-based.



Manny Recarey: Okay, and the second question is when you came on board one of your, I think your initiatives is to look
at the supply chain and try to take as much cost as you could out of that, you’ve been there for a couple
of quarters now. Can you give an update on where you stand with that?

 
Karen Rogge: The organization is still working diligently on the supply chain so the numbers of initiatives that we

have eluded to over the past several quarters have been in moving aggressively on our direct material
charges and trying to negotiate those downward. We’ve transitioned a fair portion of our manufacturing
operations going now to Asia, and if you look at it, the product gross margins are up 450 basis points
year-over-year so you can see there is quite an impact in terms of the number of the supply chain
activity.

 
Manny Recarey: Okay so you mean, obviously that is something that is never completed but as from when you began

from now, do you feel like you’re kind of like half way through that or can you give any color on that?
 
Karen Rogge: Well in terms of color, I hate to give guidance at this stage in terms of any number of expectations, but

in term of initiates and activities what I say is that’s ongoing. So, we are continuing to work both our
kind of direct material chain, we’re continuing to work our distribution and logistics, and we’re
continuing to work in our indirect material areas. So you can expect that we’re going to keep that as a
continuous focus for the company for while.

 
Manny Recarey: Okay that’s helpful, thanks.
 
Operator: Thank you, our next question comes from the line of Subu Subrahmanyan from Sanders Morris, please

go ahead?
 
Subu Subrahmanyan: Thank you, I have two questions. First, can you talk a little bit about seasonality and the impact it could

have on your geographic mix going into next quarter especially APAC – big increase – and is that
sustainable versus U.S. and Europe do you expect to seasonal strength? And the other question was just
broadly on operating model: you talked about some ranges for OpEx for the year, can you just give us
some feel at least in the intermediate term for operating model in terms of what we should expect for
margins?

 
Karen Rogge: So let me answer the operating model and then Mark can catch get on and talk about the company’s

seasonality. But in terms of the operating model, again we’re looking at this-you know I hate to give
specific guidance in the quarter for individual quarters at this point, but what we’ve tried to lay out is
what that looks like for the OpEx for the year. Once again that range for non-GAAP operating expense
excluding litigation charges is in range of $45 to $48 million per quarter for the year, and tends to vary
depending upon things like project material for R&D or end-of-year seasonality in terms of sales for
incentive



 compensation for the quarter, et cetera. So, those are some of the fluctuations quarter to quarter.
 
Mark Canepa: So in terms of seasonality, at sort of the broadest level, I don’t expect the seasonality this quarter to be

any different than it was in the past years, okay, there is nothing that I know of that would cause it to be
significant or different than that. That said there is one or two deals in any one geography that come in
or push out and move this stuff around and, so on a normal seasonality we can always see some kind of
variation and it’s way early in the quarter to kind of make any sense out of those things. So, for now
make your best attempt at modeling moving forward over the next few quarters based on the kind of
seasonality patterns you saw us do over the last few years.

 
Subu Subrahmanyan: Good enough, and just a follow-up on that OpEx comment. Did this quarter have the full benefit of the

restructuring that you did in terms of the lower OpEx?
 
Karen Rogge: Yes it did.
 
Subu Subrahmanyan: Okay, thank you.
 
Operator: Thank you, our next question comes from Andrew Nowinski with Piper Jaffray please go ahead.
 
Andrew Nowinski: Hi guys, thanks for taking my question, nice improvement this quarter. First, I was just wondering, you

mentioned services are becoming a more critical piece of your business, and I’m just wondering, is it
fair to think that as edge products like the 150 – the X150 – and the X450 ramp up that we would
expect services to decline when compared to the services needed to implement a core product?

 
Mark Canepa: So when we talk about services we really need to focus on three different kinds of things. One, there is

the maintenance services and some of them the further out, you know products further out in the edge
we offer things like limited life time and so the maintenance support that kind of comes along with it,
and then at the end of that the customer is going to have to make up their minds about, geez, if it’s an
edge product and if the thing breaks do I simple replace it, or do I go upgrade my maintenance contract,
and so there is those kinds of decisions. And out at the edge you know customers make up their own
minds on than we try to make some sense out of it. The other piece of this puzzle is that as you get a
broader portfolio and as you are able to do more edge-to-core you get customers that all of a sudden
say, you know I used to go to someone else to go and have my professional services, my
implementations, my network configurations, all of that stuff, and we are beginning to see some
customers coming to us now and say we want you to just take care of it. You know come in and deploy
all of these, and now all of a sudden you can start to see, you start to make network deployments into
the hundred of thousands of switches that could



 drive a lot more implementation services, which in the past we might not just have been able to see. So,
there are lot of different variables again here and we are going to have to manage them all as we go
along.

 
Andrew Nowinski: Sure, okay thanks. Just one more quick question, you mentioned that the channel partners, but you

didn’t mention anything about ShoreTel. I’m just wondering how that channel is shaping up. It seems
like the market that they target, the small to medium enterprise businesses, is kind of a sweet spot for
you as well so it seems like it would be a good fit.

 
Karen Rogge: Excuse me, but we did not get the specific channel that you were talking about.
 
Andrew Nowinski: Oh the ShoreTel channel? I’m just wondering he didn’t mention anything about ShoreTel, it just

seemed like it was a great fit for a partnership.
 
Mark Canepa: So, we partner with ShoreTel, in various parts of the world; fairly good business here in the U.S. We

collaborate and we go into the right places with them. We are able to provide – given that they comply
with a different set of standards and given that we have technology that easily enables different kinds of
telephony equipment to self configure (you’ve heard us talk about our universal port technology and so
on) we do that very well. Obviously the size of the relationship isn’t of the size of the one that we have
with Avaya, but it enables that. And also with the 250 and now the 150, those products are designed to
do very well in these smaller implementations. So we will have to see how our relationship with
ShoreTel keeps going on that.

 
Andrew Nowinski: Okay, thanks.
 
Mark Canepa: So I think we have time for one last question.
 
Operator: Thank you, our final question comes from the line of Long Jiang from UBS, please go ahead.
 
Long Jiang: Hi, two quick questions. You mentioned during the call that product book-to-bill was slightly above one

for the quarter; what about overall book-to-bill?
 
Karen Rogge: The product book-to-bill was slightly above one. Service book-to-bill was below one, largely due to

kind of seasonality with service for the quarter, and overall we were slightly below one.
 
Long Jiang: Okay, all right. So I see a historical pattern here. Another question for service gross margin you

mentioned service gross margin was impacted by some non-recurring factors during the quarter, so
should I expect that to reverse itself next quarter?



Karen Rogge: Yes, you should expect not to have that event next quarter.
 
Long Jiang: Okay, that’s all of my questions. Thanks.
 
Operator: Thank you. There are no further questions. I will turn it back to management now for any closing

remarks.
 
Mark Canepa: Thank you, Vince, and thank you all for joining us this afternoon. I want to thank all of our employees

for a successful quarter, we’ve made a lot of very good progress at Extreme, and we position ourselves
for even better things to come, and we look forward to speaking with you again at our next conference
call.

 
Operator: Ladies and gentlemen this concludes the Extreme Networks 2008 First Quarter Financial results.


