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FORM 10-Q

Quarterly Report Pursuant to Section 13 or 15(d) othe Securities Exchange Act of 1934
For the Quarterly Period Ended March 31, 2012
OR
[0 Transition Report Pursuant to Section 13 or 15(d) bthe Securities Exchange Act of 193
For the Transition Period from to

Commission File Number 0-24612

ADTRAN, INC.

(Exact name of Registrant as specified in its chagt)

Delaware 63-091820C

(State of Incorporation) (I.R.S. Employer
Identification No.)

901 Explorer Boulevard, Huntsville, Alabama 35806-207

(Address of principal executive offices, includingip code)

(256) 963-8000

(Registrant’s telephone number, including area code

Indicate by check mark whether the Registranthél filed all reports required to be filed by Sexti3 or 15(d) of the Securities Exchange
Act of 1934 during the preceding twelve monthsféarsuch shorter period that the Registrant wasired to file such reports), and (2) has
been subject to such filing requirements for thet 88 days. YesX No O

Indicate by check mark whether the Registrant basnitted electronically and posted on its corpokéib site, if any, every Interactive Data
File required to be submitted and posted pursuaRiie 405 of Regulations S-T (232.405 of this ¢égpuring the preceding 12 months (or
for shorter period that the Registrant was requioeslibmit and post such files). Ydxl No O

Indicate by check mark whether the Registrantlésge accelerated filer, an accelerated filer, m-accelerated filer or a smaller reporting
company. See definition of “large accelerated fjlgiccelerated filer”, and “smaller reporting coangy” in Rule 12b-2 of the Exchange Act.

Large Accelerated File Accelerated File O
Non-accelerated File O Smaller Reporting Compar [
Indicate by check mark whether the Registrantdbedl company (as defined in Rule 12b-2 of the Bxge Act). YesO No
Indicate the number of shares outstanding of e&tiedassuer’s classes of Common Stock, as ofdtest practicable date:

Class Outstanding at April 23, 201
Common Stock, $.01 Par Val 63,715,605 share




Table of Contents

Iltem

Number

ADTRAN, INC.

Quarterly Report on Form 10-Q
For the Three Months Ended March 31, 2012

Table of Contents

PART I. FINANCIAL INFORMATION

Financial Statements:

Consolidated Balance Sheets as of March 31, 20dDacember 31, 201- (Unaudited)

Consolidated Statements of Income for the threethsoended March 31, 2012 and 2(- (Unaudited)
Consolidated Statements of Comprehensive Incomtaéothree months ended March 31, 2012 and 2011 —
(Unaudited)

Consolidated Statements of Cash Flows for the thmeeths ended March 31, 2012 and 2— (Unaudited)
Notes to Consolidated Financial Stateme« (Unaudited)

Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior

Quantitative and Qualitative Disclosures About MarRisk

Controls and Procedur

PART Il. OTHER INFORMATION

Risk Factors
Exhibits

SIGNATURE
EXHIBIT INDEX

FORWARD LOOKING STATEMENTS

The Private Securities Litigation Reform Act of B9®ovides a safe harbor for forward-looking stagata made by or on behalf of

Page

Number

A WW

ADTRAN. ADTRAN and its representatives may from éro time make written or oral forward-looking staents, including statements

contained in this report, our other filings witletBecurities and Exchange Commission (SEC) and otimmunications with our
stockholders. Generally, the words, “believe,” “egp” “intend,” “estimate,
identify forward-looking statements. We caution ybat any forward-looking statements made by usnoour behalf are subject to

”ou ” i, ”ou

anticipate,” “will,” ‘may,

could” and similar expressions

uncertainties and other factors that could causk statements to be wrong. A list of factors tlatld materially affect our business, financ

condition or operating results is included undexcters that Could Affect Our Future Results” in ‘hd@ement’s Discussion and Analysis of
Financial Condition and Results of Operations” eamdd in Item 2 of Part | of this report. They halso been discussed in Iltem 1A of Part |

in our most recent Annual Report on Form 10-K fa year ended December 31, 2011 filed on Februgrg@12 with the SEC. Though we

have attempted to list comprehensively these inapoifactors, we caution investors that other factoay prove to be important in the future
in affecting our operating results. New factors egedrom time to time, and it is not possible fsrta predict all of these factors, nor can we

assess the impact each factor or a combinatioacddi's may have on our business.

You are further cautioned not to place undue rekaon these forward-looking statements becausesihegk only of our views as of the date
that the statements were made. We undertake ngadibin to publicly update or revise any forwardWimy statements, whether as a result of

new information, future events or otherwise, ex@ptequired by law.
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

ADTRAN, INC.
CONSOLIDATED BALANCE SHEETS
(Unaudited)
(In thousands, except per share amounts)
March 31, December 31
2012 2011
ASSETS
Current Assets
Cash and cash equivalel $ 36,53¢ $ 42,97¢
Shor-term investment 161,53! 159,34
Accounts receivable, less allowance for doubtfalbants of $42 and $8 at March 31, 2012 and
December 31, 2011, respectivi 74,79¢ 76,13(
Other receivable 8,037 9,74:
Inventory 95,80¢ 87,80(
Prepaid expenst 3,861 3,11¢
Deferred tax assets, r 12,54¢ 12,12t
Total Current Assets 393,12: 391,24:
Property, plant and equipment, | 76,50z 75,29¢
Deferred tax assets, r 5,63: 8,34t
Goodwill 3,492 3,49:
Other asset 6,831 7,131
Long-term investment 367,47 332,00t
Total Assets $ 853,05: $ 817,51
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current Liabilities
Accounts payabl $ 31,23t $ 29,40
Unearned revent 11,37¢ 9,96¢
Accrued expense 6,47¢ 5,87¢
Accrued wages and benef 12,15¢ 13,51¢
Income tax payable, n 10,18¢ 3,16¢
Total Current Liabilities 71,43¢ 61,93
Other noi-current liabilities 21,58¢ 16,95:
Bonds payabl 46,50( 46,50(
Total Liabilities 139,52. 125,38:
Commitments and contingencies (see Note
Stockholders Equity
Common stock, par value $0.01 per share; 200,08 slauthorized; 79,652 shares issued and 63,898
shares outstanding at March 31, 2012 and 79,652skesued and 63,703 shares outstanding at
December 31, 201 797 797
Additional paic-in capital 217,27 213,56(
Accumulated other comprehensive inca 20,01: 13,10:
Retained earning 846,38t 840,20t
Less treasury stock at cost: 15,754 and 15,94®sleMarch 31, 2012 and December 31, 2011,
respectively (370,93) (375,53¢)
Total Stockholders’ Equity 713,53: 692,13:
Total Liabilities and Stockholders’ Equity $ 853,05: $ 817,51

See notes to consolidated financial statements

3



Table of Contents

ADTRAN, INC.
CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)

(In thousands, except per share amounts)

Three Months Ended

March 31,
2012 2011

Sales $134,73!  $165,52:
Cost of sale: 60,64¢ 66,72

Gross Profit 74,08 98,79:
Selling, general and administrative exper 33,11 29,55:
Research and development exper 24,79t 23,63’

Operating Income 16,18: 45,60¢
Interest and dividend incon 1,861 1,78¢
Interest expens (58¢) (602)
Net realized investment ga 2,46 2,761
Other income (expense), r 141 (125)

Income before provision for income taxes 20,06: 49,43
Provision for income taxe (7,109 (15,177

Net Income $ 12,96( $ 34,25¢
Weighted average shares outstan( basic 63,80¢ 64,18¢
Weighted average shares outstan« diluted 64,84¢ 65,957
Earnings per common she— basic $ 020 $ 0.5¢
Earnings per common she— diluted $ 020 $ 0.5z
Dividend per shar $ 00 $ 0.0¢

See notes to consolidated financial statements
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ADTRAN, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Unaudited)
(In thousands)

Three Months Ended

March 31,
2012 2011

Net Income $12,96(  $34,25¢
Other Comprehensive Income (Loss), net of

Net change in unrealized gains (losses) on markesszurities 6,75¢ (2,657)

Reclassification adjustments for amounts inclugexddt income 2 (159

Foreign currency translatic 15z 87
Other Comprehensive Income (Loss), net of ta 6,91( (2,729
Comprehensive Income $19,87(  $31,53¢

See notes to consolidated financial statements
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ADTRAN, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(In thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net caskigeal by operating activitie:

Depreciation and amortizatic
Amortization of net premium on availa-for-sale investment
Net realized gain on loi-term investment
Net (gain) loss on disposal of property, plant agdipmen
Stocl-based compensation expel
Deferred income taxe
Tax benefit from stock option exercis
Excess tax benefits from stc-based compensation arrangeme
Changes in operating assets and liabilii
Accounts receivable, n
Other receivable
Income tax receivable, n
Inventory
Prepaid expenses and other as
Accounts payabl
Accrued expenses and other liabilit
Income tax payable, n
Net cash provided by operating activities
Cash flows from investing activities:
Purchases of property, plant and equipn
Proceeds from disposals of property, plant andgqgent
Proceeds from sales and maturities of avai-for-sale investmenti
Purchases of availal-for-sale investment
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from stock option exerci:
Dividend payment
Excess tax benefits from stc-based compensation arrangeme
Net cash provided by (used in) financing activities
Net increase (decrease) in cash and cash equis
Effect of exchange rate chang
Cash and cash equivalents, beginning of peric
Cash and cash equivalents, end of peric

See notes to consolidated financial statements
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Three Months Ended

March 31,
2012 2011

$ 12,96( $ 34,25¢
3,09t 2,72¢
2,171 1,29¢
(2,467 (2,767)
(214) 12
2,221 2,08¢
(2,030 877
1,492 9,94:
(1,159 (8,847)
1,33¢ (13,56
1,70¢ (8,725
— 2,741
(8,008) (4,760
(710 (216)
1,831 10,117
5,281 9,60¢
7,017 1,69¢
24,53¢ 36,48
(4,086) (3,045

26€ —
69,36+ 161,68
(95,646 (224,45
(30,107) (65,81
3,56( 31,81t
(5,739 (5,775
1,157 8,84
(1,026) 34,88
(6,597) 5,557
15:¢ 87
42 ,97¢ 31,67,
$ 36,53¢ $ 37,32
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ADTRAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(In thousands, except per share amounts)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying unaudited consolidated finantaéments of ADTRAN® |, Inc. and its subsidiaries (HRAN) have been prepared
pursuant to the rules and regulations for reportinguarterly Reports on Form 10-Q. Accordinglytai@& information and notes required by
generally accepted accounting principles for coteplimancial statements are not included hereie Dbcember 31, 2011 Consolidated
Balance Sheet is derived from audited financiakst@nts, but does not include all disclosures requiy accounting principles generally
accepted in the United States.

In the opinion of management, all adjustments reargsor a fair presentation of these interim stegets have been included and are of a
normal and recurring nature. The results of openatfor an interim period are not necessarily iath@ of the results for the full year. The
interim statements should be read in conjunctich tie financial statements and notes thereto detluin ADTRAN’s Annual Report on
Form 10-K for the year ended December 31, 201dd filn February 29, 2012 with the SEC.

Use of Estimates

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptiondfeetttae reported amounts of assets and lialslitiee disclosure of contingent assets
liabilities at the date of the financial statemetsd the reported amounts of revenue and expemseydhe reporting period. Our more
significant estimates include the allowance forhtéw accounts, obsolete and excess inventory vesewarranty reserves, customer rebates,
allowance for sales returns, determination of thfeiled revenue components of multiple elemenssajeeements, estimated income tax
contingencies, the fair value of stock-based corsgion, impairment of goodwill, and the evaluatafrother-than-temporary declines in the
value of investments. Actual amounts could difigngicantly from these estimates.

Recent Accounting Pronouncements

During the first quarter of 2012, we adopted thHéfeing accounting standards, which had no matefigct on our consolidated results of
operations or financial condition:

In June 2011, the Financial Accounting Standardsr@¢9FASB) issued Accounting Standards Update Ra1205, Presentation of
Comprehensive Income (ASU 2011-05). ASU 2011-0O%ireg companies to present the components of netria and other comprehensive
income either as one continuous statement or agtwsecutive statements. ASU 2011-05 eliminategptien to present the components of
other comprehensive income as part of the stateofatitanges in stockholders’ equity. While ASU 2@EBELchanges the presentation of
comprehensive income, it does not change the coemtsithat are recognized in net income or comp@herncome under current
accounting guidance. This update is effective i&adl years, and interim periods within those yeansling after December 15, 2011, with
early adoption permitted. We adopted this amendmerihg the three months ended March 31, 2012 wantave provided the disclosures
required for the three months ended March 31, 20122011.

In December 2011, the FASB issued Accounting Statsddpdate No. 2011-12, Deferral of the Effectiva@for Amendments to the
Presentation of Reclassifications of Items Out ofémulated Other Comprehensive Income in Accouriitagdards Update No. 2011-05
(ASU 2011-12). ASU 2011-12 defers the effectiveedat certain presentation requirements that rétateclassification adjustments and the
effect of those reclassification adjustments orfitencial statements. This update is effectivefiral years, and interim periods within th
years, ending after December 15, 2011, with eattption permitted. We adopted this amendment dutieghree months ended March
2012. The adoption of this amendment had no effedur consolidated results of operations and firdrtondition for the three months
ended March 31, 2012.
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In May 2011, the FASB issued Accounting Standardddte No. 2011-04, Amendments to Achieve Common\aue Measurement and
Disclosure Requirements in U.S. GAAP and IRFSs (A28W1-04). ASU 2011-04 is intended to improve thmparability of fair value
measurements presented and disclosed in finariatehsents prepared in accordance with U.S. GAAPIBR&. The amendments are of two
types: (i) those that clarify the Board’s intenbabthe application of existing fair value measueetrand disclosure requirements and

(i) those that change a particular principle aquieement for measuring fair value or for disclgsinformation about fair value measureme
This update is effective for annual periods begigrafter December 15, 2011. We adopted this ameniddueing the three months ended
March 31, 2012. The adoption of this amendmentrimadffect on our consolidated results of operatams financial condition for the three
months ended March 31, 2012.

2. BUSINESS COMBINATIONS

On August 4, 2011, we acquired all of the outstagditock of Bluesocket, Inc., a provider of wiralegtwork solutions with virtual control,
for $23.7 million in cash. The acquisition provideswith IEEE802.11N enterprise class wireless LéXgertise, technology, and products to
address the growing transition within small-mediemterprises and large enterprises to wireless miksnand mobile devices. We have
included the financial results of Bluesocket in oansolidated financial statements since the diadequisition. Pro forma results of
operations prior to the closing date for the adtjais have not been presented because the effébeaicquisition was not material to our
financial results. The allocation of the purchaseeto the estimated fair value of the assets iaed@and liabilities assumed at the acquisition
date is as follows:

(In Thousands

Cash $ 1,027
Accounts receivabl 29¢
Inventory 79z
Prepaid expenst 357
Property, plant and equipme 172
Deferred tax assets, r 12,96:
Accounts payabl (447
Unearned revent (600
Accrued expense (339
Net assets acquirec 14,23¢
Customer relationshiy 1,53(
Developed technolog 3,23(
Intellectual propert 93C
Trade name 27C
Goodwill 3,492
Total purchase price $23,68¢

During the fourth quarter of 2011, the purchaseepand purchase price allocation were adjustedupfinal valuations. The adjustments
resulted in a decrease to the goodwill recognimdgtie transaction.

The net deferred tax assets acquired are primaigyed to net operating losses and previouslytaliged and unamortized research and
development expense for tax deduction purposes.

The fair value of the customer relationships, depetl technology and intellectual property acquwes calculated using an income approach
(excess earnings method) and is being amortizedytlse straight-line method. The customer relatigpgssand intellectual property are being
amortized over an estimated useful life of 7 years the developed technology is being amortized aneverage estimated useful life of 4.5
years.

The fair value of the trade names acquired wasutsled using an income approach (relief from rgyatethod) and is being amortized using
the straight-line method over the estimate usé®ilof 4.5 years.

The goodwill of $3.5 million generated from thisjagsition is primarily related to expected synesgimd was assigned to our Enterprise
Networks division. The goodwill will not be deduat for U.S. federal income tax purpos

For the three months ended March 31, 2012, we iaduacquisition related adjustments and amortimatfoacquired intangibles of $0.5
million related to this acquisition.
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3. INCOME TAXES

Our effective tax rate increased from 30.7% inttiree months ended March 31, 2011 to 35.4% inttteetmonths ended March 31, 2012.
The tax provision rate in the first quarter of 2@li@ not include the benefit of the research taditr which expired on December 31,

2011. The exclusion of this benefit in the firsager of 2012 resulted in a 2.2 percentage poarease in our effective tax rate. Also,
decreased benefits from a lower volume of stocloapgxercises in the first quarter of 2012 resuited 3.1 percentage point increase in our
effective tax rate.

4. STOCK-BASED COMPENSATION

The following table summarizes the stock-based eraation expense related to stock options, restristiock units (RSUs) and restricted
stock for the three months ended March 31, 201228dd, which was recognized as follows:

Three Months Ended

March 31,

(I'n thousands) 2012 2011

Stock-based compensation expense included in cost of s $ 101 $ 91
Selling, general and administrative expe 1,051 1,00
Research and development expe 1,06¢ 991
Stock-based compensation expense included in opdrag expenses 2,12( 1,99¢
Total stock-based compensation expens 2,221 2,08¢
Tax benefit for expense associated with-qualified options (307) (440
Total stock-based compensation expense, net of t $1,92( $1,64¢

The fair value of our stock options was estimateidgithe Black-Scholes model. The determinatiotheffair value of stock options on the
date of grant using the Black-Scholes model iscééfe: by our stock price as well as assumptionsrdagga number of complex and
subjective variables that may have a significamddot on the fair value estimate. There were ndkstptions granted during the three months
ended March 31, 2012 or 2011.

The fair value of our RSUs is calculated using anidCarlo Simulation valuation method. There wardRSU grants during the three months
ended March 31, 2012 or 2011.

The fair value of restricted stock is equal to ¢hesing price of our stock on the date of grantefBrwere no restricted stock grants during the
three months ended March 31, 2012 or 2011.

Stockbased compensation expense recognized in our Goasal Statements of Income for the three montde@March 31, 2012 and 20
is based on stock options, RSUs and restricted stiticnately expected to vest, and has been redfgresstimated forfeitures. Estimated
forfeitures for stock options were based upon hisabexperience and approximate 1.6% annually.8ateanated a 0% forfeiture rate for our
RSUs and restricted stock due to the limited nunalbeecipients and historical experience for thasards.

As of March 31, 2012, total compensation expenisga® to non-vested stock options, RSUs and réstristock not yet recognized was
approximately $19.6 million, which is expected torecognized over an average remaining recognitoiod of 2.7 years.

9
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The following table is a summary of our stock opi@utstanding as of December 31, 2011 and MarcB@I2 and the changes that occurred
during the three months ended March 31, 2012:

Weighted Avg.

Aggregate
Number of Weighted Avg. Remaining
Contractual Intrinsic
(In thousands, except per share amounts) Options Exercise Price Life In Years Value
Options outstanding, December 31, 201 5,40( $ 25.6¢ 6.7¢ $27,27(
Options grante: — $ —
Options cancelled/forfeite (16) $ 27.5¢
Options exercise (180) $ 19.71
Options outstanding, March 31, 201: 5,20¢ $ 25.8¢ 6.5¢ $30,18¢
Options exercisable, March 31, 201 2,87¢ $ 23.72 4.9¢ $22,33:

The aggregate intrinsic values in the table abepeasent the total pre-tax intrinsic value (théedénce between ADTRAN's closing stock
price on the last trading day of the quarter amdetkercise price, multiplied by the number of ie-thoney options) that would have been
received by the option holders had all option hddexercised their options on March 31, 2012. Tdgregate intrinsic value will change
based on the fair market value of ADTRAN’s stock.

The total pre-tax intrinsic value of options exeed during the three months ended March 31, 20525&# million.

The following table is a summary of our RSUs arstrieted stock outstanding as of December 31, 20tlMarch 31, 2012 and the changes
that occurred during the three months ended Mat¢l2312:

Weighted
Number Average
Grant Date
of
(In thousands, except per share amounts) shares Fair Value
Unvested RSUs and restricted stock outstanding, Dember 31, 201! 90 $ 34.2]
RSUs and restricted stock gran — —
RSUs and restricted stock ves — —
RSUs and restricted stock cancelled/forfe — —
Unvested RSUs and restricted stock, March 31, 20: 90 $ 34.21

10
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5. INVESTMENTS
At March 31, 2012, we held the following securitée®d investments, recorded at either fair valueost.

Amortized Gross Unrealized Carrying

(I'n thousands) Cost Gains Losses Value
Deferred compensation plan assets $ 10,62% $ 668 $ (74 ¢ 11,21¢
Corporate bond 183,19: 74¢ (549 183,39.
Municipal fixec-rate bond: 192,85: 58¢ (147 193,29
Municipal variable rate demand no 47,92( — — 47,92(
Fixed income bond fun 527 21¢ — 74€
Marketable equity securitie 15,78¢ 26,50¢ (215) 42,07¢
Available-for-sale securities held at fair value $450,90¢ $28,72! $(98E)  $478,64-
Restricted investment held at cos 48,25(
Other investments held at cost 2,11¢
Total carrying value of available-for-sale investments $529,00¢

At December 31, 2011, we held the following se@sitind investments, recorded at either fair valugost.

Amortized Gross Unrealized Carrying

(I'n thousands) Cost Gains Losses Value
Deferred compensation plan assets $ 7,99¢ $ 1a¢ $ (401) $ 7,717
Corporate bond 159,07 181 (2,505 156,75:
Municipal fixec-rate bond: 174,30( 57¢ (53 174,82t
Municipal variable rate demand no 69,66( — — 69,66(
Fixed income bond fun 527 194 — 721
Marketable equity securitie 12,77 19,09¢ (559 31,31(
Available-for-sale securities held at fair value $424,32¢ $20,17: $(3,51¢)  $440,98:.
Restricted investment held at cost 48,25(
Other investments held at cos 2,12
Total carrying value of available-for-sale investments $491,35!

As of March 31, 2012, our corporate bonds and nmipaidixed-rate bonds had the following contractomturities:

Municipal
Corporate fixed-rate

(In thousands) bonds bonds

Less than one year $ 24,17: $ 89,44:
One to two year 112,90( 50,57(
Two to three year 44,16: 16,57¢
Three to four year 2,157 36,70¢
Total $183,39: $193,29:

Our investment policy provides limitations for issiconcentration, which limits, at the time of phase, the concentration in any one issu

5% of the market value of our total investment fmtid.

11
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We review our investment portfolio for potentiather-than-temporary” declines in value on an indiinl investment basis. We assess, on a
quarterly basis, significant declines in value whicay be considered other-than-temporary andcéssary, recognize and record the
appropriate charge to write-down the carrying valfisuch investments. In making this assessmentakeinto consideration qualitative and
guantitative information, including but not limiteéadl the following: the magnitude and duration cftbrical declines in market prices, credit
rating activity, assessments of liquidity, pubilinfys, and statements made by the issuer. We giypéegin our identification of potential
other-than-temporary impairments by reviewing aagusity with a fair value that has declined fromariginal or adjusted cost basis by 25%
or more for six or more consecutive months. We #naluate the individual security based on the ipesly identified factors to determine
the amount of the write-down, if any. As a restilbor review, we recorded an other-than-temporargairment charge of $33 thousand
during the three months ended March 31, 2012 tlatseven marketable equity securities. For theetmonths ended March 31, 2011, we
recorded an other-than-temporary impairment chaf@? thousand related to one marketable equityritgc

Realized gains and losses on sales of securitiesoanputed under the specific identification methidee following table presents gross
realized gains and losses related to our invessnent

Three Months Ended March 31,

(I'n thousands) 2012 2011
Gross realized gains $2,66¢ $2,86¢
Gross realized loss: $ (202) $ (97

As of March 31, 2012 and 2011, gross unrealizesdeselated to individual securities that had beencontinuous loss position for 12
months or longer were not significant.

In accordance with the Fair Value Measurementsadiosures Topic of the FASB ASC, we have catematiour cash equivalents held in
money market funds and our investments held av&dire into a three-level fair value hierarchy lshse the priority of the inputs to the
valuation technique for the cash equivalents amdstments as follows: Level 1 — Values based ouljusted quoted prices for identical
assets or liabilities in an active market; Level Yalues based on quoted prices in markets thatiaractive or model inputs that are
observable either directly or indirectly; Level 3/alues based on prices or valuation techniquasdogiire inputs that are both unobservable
and significant to the overall fair value measuratn&€hese inputs include information supplied byeistees.

12
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Fair Value Measurements at March 31, 2012 Using
Quoted Prices

Significant
in Active Other Significant
Market for Observable Unobservable
Identical
Assets Inputs Inputs
(I'n thousands) Fair Value (Level 1) (Level 2) (Level 3)
Cash equivalents
Money market fund $ 10,98¢ $ 10,98¢ $ — $ —
Available-for-sale securities
Deferred compensation plan ass 11,21¢ 11,21¢ — —
Available-for-sale debt securities
Corporate bond 183,39. — 183,39. —
Municipal fixec-rate bond: 193,29« — 193,29« —
Municipal variable rate demand no 47,92( — 47,92( —
Fixed income bond fun 74€ 74€ — —
Available-for-sale marketable equity securitie:
Equity securitie— technology industr 25,77: 25,77: — —
Equity securitie— other 16,30: 16,30: — —
Available-for-sale securities 478,64 54,037 424,60t —
Total $489,63: $ 65,02¢ $424,60¢ $ —
Fair Value Measurements at December 31, 2011 Using
Quoted Prices
Significant
in Active Other Significant
Market for Observable Unobservable
Identical
Assets Inputs Inputs
(I'n thousands) Fair Value (Level 1) (Level 2) (Level 3)
Cash equivalents
Money market fund $ 13,69¢ $ 13,69¢ $ — $ —
Available-for-sale securities
Deferred compensation plan ass 7,71z 7,712 — —
Available-for-sale debt securities
Corporate bond 156,75: — 156,75: —
Municipal fixec-rate bond: 174,82t — 174,82t —
Municipal variable rate demand no 69,66( — 69,66( —
Fixed income bond fun 721 721 — —
Available-for-sale marketable equity securities
Equity securitie— technology industr 18,74: 18,74: — —
Equity securitie— other 12,561 12,561 — —
Available-for-sale securities 440,98 39,74 401,23¢ —
Total $454,67¢ $ 53,43¢ $401,23¢ $ —

The fair value of our Level 2 securities is caltethusing a weighted average market price for sachrity. Market prices are obtained fro
variety of industry standard data providers, ségumaster files from large financial institutiorad other third-party sources. These multiple
market prices are used as inputs into a distribetiarve-based algorithm to determine the daily reavialue of each security.
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Our municipal variable rate demand notes haveugtstre that implies a standard expected markeg pfibe frequent interest rate resets make
it reasonable to expect the price to stay at plaes& securities are priced at the expected mariket p

6. INVENTORY
At March 31, 2012 and December 31, 2011, inventonsisted of the following:

March 31, December 31

(I'n thousands) 2012 2011
Raw materials $44,75¢ $ 44,58¢
Work in proces: 5,081 3,95¢
Finished good 45,96¢ 39,25¢
Total $95,80¢ $ 87,80(

We establish reserves for estimated excess, obsoletinmarketable inventory equal to the diffeeebetween the cost of the inventory and
the estimated fair value of the inventory basedhugesumptions about future demand and market ¢onslitAt March 31, 2012 and
December 31, 2011, raw materials reserves totalei$illion and $7.9 million, respectively, andifihed goods inventory reserves totaled
$1.5 million.

7. GOODWILL AND INTANGIBLE ASSETS

The changes in the carrying value of goodwill,adilwhich is included in our Enterprise Networksigion, for the three months ended
March 31, 2012 are as follows:

(I'n thousands)

Balance, December 31, 2011 $3,49:
Acquisitions —
Impairment losse —

Balance, March 31, 201: $3,492

Balance as of March 31, 201
Goodwill $3,492
Accumulated impairment loss —

Total goodwiill $3,492

We evaluate the carrying value of goodwill durihg fourth quarter of each year and between anwvadli&tions if events occur or
circumstances change that would more likely thaireduce the fair value of the reporting unit beltsvcarrying amount. When evaluating
whether goodwill is impaired, we first assess datilie factors to determine whether it is necessaperform the two-step quantitative
goodwill impairment test. If we determine that the-step quantitative test is necessary, then wepeoe the fair value of the reporting unit
to which the goodwill is assigned to the reportimit’'s carrying amount, including goodwill. If trearrying amount of the reporting unit
exceeds its fair value, then the amount of the impent loss is measured. There were no impairn@ssels during the three months ended
March 31, 2012.
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The following table presents our intangible asastsf March 31, 2012 and December 31, 2011. Intdmgissets are included in other assets
in the accompanying Consolidated Balance Sheetinahdie intangibles acquired in conjunction withr acquisition of Objectworld
Communications Corporation on September 15, 200%BAmesocket, Inc. on August 4, 2011.

March 31, 2012 December 31, 2011
Accumulated Accumulated
Gross Gross

(In thousands) Value Amortization Net Value Value Amortization Net Value
Customer relationships $1,62: $ (239 $1,38 $162: $ (199 $1,42¢
Developed technolog 3,23( (439) 2,791 3,23( (303) 2,921
Intellectual propert 2,34( (600) 1,74C 2,34( (525) 1,81¢
Trade name 27C (40) 23C 27C (28) 242
Total $7,4601 $ (1,319 $6,14F $7.46: $ (1,050 $ 6,41°

Amortization expense was $0.3 million and $0.1 iomllfor the three months ended March 31, 2012 &1d 2respectively.

As of March 31, 2012, the estimated future amdtitimaexpense of our intangible assets is as follows

(I'n thousands) Amount
Remainder of 2012 $ 95:
2013 1,271
2014 1,12(C
2015 1,01¢
2016 781
Thereaftel 1,00z

Total $6,14¢

8. STOCKHOLDERS' EQUITY
A summary of the changes in stockholders’ equitytiie three months ended March 31, 2012 is asvstlo

Stockholders’
(I'n thousands) Equity
Balance, December 31, 2011 $ 692,13
Net income 12,96(
Dividend payment (5,739
Dividends accrued for unvested restricted stocksi 4
Net change in unrealized gains and losses on nadaleesecurities (n
of deferred taxes 6,75¢
Reclassification adjustment for amounts includedehincome (net ¢
deferred taxes 2
Foreign currency translation adjustm 152
Proceeds from stock option exerci: 3,56(
Tax benefits from stock option exercis 1,492
Stocl-based compensation expel 2,221
Balance, March 31, 201: $ 713,53:

Sock Repurchase Program

Since 1997, our Board of Directors has approvedipielshare repurchase programs that have autldoogen market repurchase transactions
of up to 35 million shares of our common stock. iDgithe three months ended March 31, 2012, we didapurchase any shares of our
common stock. We have the authority to purchasadalitional 5.9 million shares of our common stookler plans approved by the Board of
Directors on April 14, 2008 and October 11, 2011.
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Sock Option Exercises

We issued 0.2 million shares of treasury stockriuthe three months ended March 31, 2012 to accalata@mployee stock option
exercises. The stock options had exercise priceginmg from $8.70 to $33.70. We received proceetisitg $3.6 million from the exercise of
these stock options during the three months endmativM31, 2012.

Dividend Payments
During the three months ended March 31, 2012, viek ggsh dividends as follows (in thousands excepspare amount):

Record Date Payment Date Per Share Amoun Total Dividend Paid

February 2, 2012 February 16, 201 $0.09 $5,739

Other Comprehensive Income

Other comprehensive income consists of the netgehanunrealized gains and losses on marketabigites, reclassification adjustments
amounts included in net income related to realgaids on previously impaired marketable securaias foreign currency translation
adjustments.

The components of other comprehensive income fthttee months ended March 31, 2012 are as follows:

Three Months Ended March 31, 2012

Tax
(Expense
Before-Tax Net-of-Tax
(I'n thousands) Amount Benefit Amount
Net change in unrealized gains (losses) relatedaidketable securitie $ 11,07 $(4,31¢) $ 6,75t
Reclassification adjustment for amounts includedahincome 3 1) 2
Foreign currency translation adjustm 152 — 152
Total Other Comprehensive Income (Loss) $ 11,22¢ $(4,319 $ 6,91(
The components of other comprehensive income fothlttee months ended March 31, 2011 are as follows:
Three Months Ended March 31, 2011
Tax
(Expense
Before-Tax Net-of-Tax
(I'n thousands) Amount Benefit Amount
Net change in unrealized gains (losses) relatedaidketable securitie $ (3,329 $ 678 $ (2,65))
Reclassification adjustment for amounts includedehincome (202 43 (159
Foreign currency translation adjustm 87 — 87
Total Other Comprehensive Income (Loss $ (3,439 $ 71e $ (2,729
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9. EARNINGS PER SHARE
A summary of the calculation of basic and dilutednéngs per share for the three months ended MatcR012 and 2011 is as follows:

Three Months Ended

March 31,
(In thousands, except per share amounts) 2012 2011
Numerator
Net income $12,96( $34,25¢
Denominator
Weighted average number of sha- basic 63,80¢ 64,18¢
Effect of dilutive securitie
Stock options 1,00¢ 1,711
Restricted stock and restricted stock u 32 57
Weighted average number of she- diluted 64,84¢ 65,95
Net income per shar~ basic $ 0.2C $ 0.5
Net income per shar diluted $ 0.2C $ 0.5z

Anti-dilutive options to purchase common stock tansling were excluded from the above calculatigmi-dilutive options totaled
1.9 million and 0.9 million for the three monthded March 31, 2012 and 2011, respectively.

10. SEGMENT INFORMATION

We operate in two reportable segments: (1) thei€adetworks Division and (2) the Enterprise Netksobivision. We evaluate the
performance of our segments based on gross pittditefore, selling, general and administrative esperesearch and development expenses
interest income and dividend income, interest egpenet realized investment gain/loss, other inderpense and provision for taxes are
reported on an entity-wide basis only. There areter-segment revenues.

The following table presents information about tbported sales and gross profit of our reportabdgrents for the three months ended
March 31, 2012 and 2011. Asset information by regile segment is not reported, since we do notym®duch information internally.

Three Months Ended

March 31, 2012 March 31, 2011
(In thousands) Sales Gross Profit Sales Gross Profit
Carrier Networks $ 96,65« $ 52,88 $132,36( $ 79,49¢
Enterprise Network 38,08 21,20« 33,16: 19,29:
Total $134,73! $ 74,08; $165,52: $ 98,79

Sales by Product
Our three major product categories are Carrieredyst Business Networking and Loop Access.

Carrier Systemsproducts are used by communications service proaviteprovide data, voice and video services teuorers and
enterprises. The Carrier Systems category inclodesroadband access products comprised of Tote¢gs® 5000 multi-service access and
aggregation platform products, Total Access 110001Reries Fiber-To-The-Node (FTTN) products, UBraadband Ethernet (UBE) and
Digital Subscriber Line Access Multiplexer (DSLAMJoducts. Our broadband access products are ussehlige providers to deliver high-
speed Internet access, Voice over Internet Pro(P), IP Television (IPTV), and/or Ethernet sees from the central office or remote
terminal locations to customer premises. The Ca8yestems category also includes our optical prteddthese products consist of optical
multiplexers and transceivers including those useslir Optical Networking Edge (ONE) products, Natia 8000 series products, and our
family of OPTI products. Optical products are usedeliver higher bandwidth services, aggregatgdarumbers of low bandwidth services,
or transport wavelength services across a fibac apfrastructure. Total Access 1500 products, 868centrator products, M13 multiplexer
products, and a number of mobile backhaul prodaieisalso included in the Carrier Systems produetgoay.
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Business Networkingproducts provide access to telecommunication sesyi@cilitating the delivery of converged serviees Unified
Communications to the small and mid-sized entegpr{SME) market. The Business Networking categuciutes Internetworking products
and Integrated Access Devices (IADs). Internetwagkproducts consist of our Total Access IP Busit@seways, Optical Network
Terminals (ONTSs), Virtual Wireless LAN products aNdtVanta product lines. NetVanta products inclodeti-service routers, managed
Ethernet switches, IP Private Branch Exchange (RB®{lucts, IP phone products, Unified Communicatisolutions, Unified Threat
Management (UTM) solutions, and Carrier Ethernetdek Terminating Equipment (NTE). IAD products sist of our Total Access 600
Series and the Total Access 850.

Loop Accessproducts are used by carrier and enterprise custofoeaccess to coppbased telecommunications networks. The Loop Ac
category includes products such as: Digital Dat@i6e (DDS) and Integrated Services Digital Netw(rktal Reach) products, High bit-rate
Digital Subscriber Line (HDSL) products includingtal Access 3000 HDSL and Time Division Multiplex8gmmetrical HDSL (TDM-
SHDSL) products, T1/E1/T3, Channel Service Unit$éD@ervice Units, and TRACER fixed wireless product

The table below presents sales information by prbdategory for the three months ended March 3122hd 2011.

Three Months Ended

March 31,
(I'n thousands) 2012 2011
Carrier Systems $ 71,25¢ $ 86,75(
Business Networkin 43,14 36,36
Loop Acces: 20,33t 42,40¢
Total $134,73! $165,52.

In addition, we identify subcategories of prodwstanues, which we divide into our core productslagecy products. Our core products
consist of Broadband Access and Optical produntduy@ded in Carrier Systems) and Internetworkingdpats (included in Business
Networking) and our legacy products include HDSbdurcts (included in Loop Access) and other prodnotsncluded in the aforemention
core products.

Subcategory revenues included in the above arellass:

Three Months Ended

March 31,
(I'n thousands) 2012 2011
Core Products
Broadband Access (included in Carrier Syste $ 49,48: $ 51,78
Optical (included in Carrier Systerr 14,25¢ 20,91¢
Internetworking (NetVanta & Multi-service Accesst@®aays) (included in
Business Networking 40,97 32,88:
Subtotal 104,71: 105,58:
Legacy Products
HDSL (does not include T1) (included in Loop Acge 18,95¢ 40,94¢
Other products (excluding HDS 11,06¢ 18,99¢
Subtotal 30,02« 59,94
Total $134,73! $165,52:
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Sales by Geographic Region

The table below presents sales information by gealge area for the three months ended March 312 26dl 2011. International sales
correlate to shipments with a non-U.S. destination.

Three Months Ended

March 31, March 31,

(I'n thousands) 2012 2011
United States $116,44: $153,11:
International 18,29: 12,40¢
Total $134,73! $165,52:

11. LIABILITY FOR WARRANTY RETURNS

Our products generally include warranties of 90sd@ayten years for product defects. We accrue foramty returns at the time revenue is
recognized based on our estimate of the cost @irrepreplace the defective products. We engagt@nsive product quality programs and
processes, including actively monitoring and eviahgethe quality of our component suppliers. Ouwdurcts continue to become more
complex in both size and functionality as many wf product offerings migrate from line card applioas to systems products. The
increasing complexity of our products will causernaaty incidences, when they arise, to be mordyddur estimates regarding future
warranty obligations may change due to productifaitates, material usage, and other rework coetstied in correcting a product failure. In
addition, from time to time, specific warranty acals may be recorded if unforeseen problems aiseuld our actual experience relative to
these factors be worse than our estimates, webwitequired to record additional warranty expeAsternatively, if we provide for more
reserves than we require, we will reverse a ponifosuch provisions in future periods. The liagilior warranty obligations totaled $4.7
million at March 31, 2012 and $4.1 million at Dedmm 31, 2011. These liabilities are included inraed expenses in the accompanying
Consolidated Balance Sheets.

A summary of warranty expense and write-off acfifir the three months ended March 31, 2012 and 20as follows:

Three Months Ended March 31,

(I'n thousands) 2012 2011

Balance at beginning of period $4,11¢ $3,30¢
Plus: Amounts charged to cost and expel 1,181 83t
Less: Deduction (56¢) (620

Balance at end of period $4,731 $3,561¢

12. RELATED PARTY TRANSACTIONS

We employ the law firm of our director emeritus fegal services. All bills for services renderedthig firm are reviewed and approved by
our Chief Financial Officer. We believe that theddor such services are comparable to those athésgether firms for services rendered to
us. For the three months ended March 31, 2012 @hd, 2ve incurred fees of $10 thousand per montkhiese legal services.

13. COMMITMENTS AND CONTINGENCIES

In the ordinary course of business, we may be stibjevarious legal proceedings and claims, inclgddmployment disputes, patent claims,
disputes over contract agreements and other conahdigputes. In some cases, claimants seek dansagder relief, such as royalty
payments related to patents, which, if grantediccoequire significant expenditures. Although theamme of any claim or litigation can ne
be certain, it is our opinion that the outcomelb€antingencies of which we are currently award not materially affect our business,
operations, financial condition or cash flows.

We have committed to invest up to an aggregat& & fillion in two private equity funds, and we Bazontributed $8.4 million as of
March 31, 2012, of which $7.7 million has been &pto these commitments.
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14. SUBSEQUENT EVENTS

On April 10, 2012, we announced that our Board wé&ors declared a quarterly cash dividend of $@€& common share to be paid to
stockholders of record at the close of businesapil 26, 2012. The payment date will be May 10120The quarterly dividend payment v
be approximately $5.7 million. In July 2003, ouraBd of Directors elected to begin declaring quértéividends on our common stock
considering the tax treatment of dividends and adeglevels of Company liquidity.

On May 4, 2012, we closed on the acquisition of id&iemens Networks Broadband Access Business.atligisition provides us with an
established customer base in key markets and camepkary products. The net consideration exchangeglden Nokia Siemens Networks
and Adtran was not material. The final net congitlen is subject to post-closing adjustments. Haiguisition will be accounted for as a
business combination. Due to the timing of theiolgswe have not completed the purchase accouatagciated with this acquisition as of
the date of this report.

During the second quarter of 2012 and as of M&022, we repurchased 0.3 million shares of our comatock through open market

purchases at an average cost of $29.63 per sharéaweé the authority to purchase an additionahbliton shares of our common stock
under plans approved by the Board of Directors prilA4, 2008 and October 11, 2011.
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ITEM 2. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the Consolidated Financial Statements and the related notes that appear
elsawhere in this document.

OVERVIEW

ADTRAN, Inc. designs, manufactures and marketstemia and provides services and support for comoations networks. Our solutions
are widely deployed by providers of communicatieasvices (serviced by our Carrier Networks Divigj@nd small and mid-sized
enterprises (SMEs) (serviced by our Enterprise Mate/Division), and enable voice, data, video artdrhet communications across wireline
and wireless networks. Many of these solutionscareently in use by every major United States amaghyrglobal service providers, as well as
by many public, private and governmental organiegiworldwide.

Our success depends upon our ability to increagerolnme and market share through the introductibnew products and succeeding
generations of products having lower selling priaed increased functionality as compared to battptior generation of a product and to the
products of competitors. An important part of oategy is to reduce the cost of each succeediogdugt generation and then lower the
product’s selling price based on the cost savinggeaed in order to gain market share and/or imprgnoss margins. As a part of this
strategy, we seek in most instances to be a highitgulow-cost provider of products in our markeBur success to date is attributable in
large measure to our ability to design our prodirgtilly with a view to their subsequent redesigliowing both increased functionality and
reduced manufacturing costs in each succeedinguptg@neration. This strategy enables us to sellerding generations of products to
existing customers, while increasing our marketesty selling these enhanced products to new custm

Our three major product categories are Carrieredyst Business Networking and Loop Access. Cargistetns products are used by
communications service providers to provide datécerand video services to consumers and entespiaesiness Networking products
provide access to telecommunication services,ifatiilg the delivery of converged services and lgédifCommunications to the SME market.
Loop Access products are used by carrier and aemgerpustomers for access to copper-based telecoinations networks.

In addition, we identify subcategories of prodwstanues, which we divide into our core productslagecy products. Our core products
consist of Broadband Access and Optical produntdu@ded in Carrier Systems) and Internetworkingdpats (included in Business
Networking) and our legacy products include HDSbdurcts (included in Loop Access) and other prodnotsncluded in the aforemention
core products. Many of our customers are migratieg networks to deliver higher bandwidth servibgautilizing newer technologies. We
believe that products and services offered in oue product areas position us well for this mignatiDespite occasional increases, we
anticipate that revenues of many of our legacy petg] including HDSL, will decline over time; howery revenues from these products may
continue for years because of the time requiredfiorcustomers to transition to newer technologies.

See Note 10 of Notes to Consolidated Financiak8tants in this report for further information redjag these product categories.

Sales were $134.7 million for the three months dridarch 31, 2012 compared to $165.5 million for tee months ended March 31, 2011.
Product revenues for our core areas, Broadbands&c@ptical and Internetworking, were $104.7 millfor the three months ended

March 31, 2012 compared to $105.6 million for theee months ended March 31, 2011. Our gross mdegireased to 55.0% for the three
months ended March 31, 2012 from 59.7% for theetimenths ended March 31, 2011. Our operating inao@rgin decreased to 12.0% for
the three months ended March 31, 2012 from 27.6%h&three months ended March 31, 2011. Net inoeae$13.0 million for the three
months ended March 31, 2012 compared to $34.3omifbir the three months ended March 31, 2011. @ectéve tax rate increased to 35.
for the three months ended March 31, 2012 from%Ufat the three months ended March 31, 2011. Egsnirer share, assuming dilution,
were $0.20 for the three months ended March 312 20inpared to $0.52 for the three months ended iMat¢ 2011.
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Our operating results have fluctuated on a quartsasis in the past, and may vary significantlfuture periods due to a number of factors,
including customer order activity and backlog. Bagkevels vary because of seasonal trends, thadiof customer projects and other
factors that affect customer order lead times. Mafngur customers require prompt delivery of pradughis requires us to maintain
sufficient inventory levels to satisfy anticipatestomer demand. If near-term demand for our prisddeclines, or if potential sales in any
guarter do not occur as anticipated, our finamaalilts could be adversely affected. Operating @& are relatively fixed in the short term;
therefore, a shortfall in quarterly revenues caigphificantly impact our financial results in a givquarter.

Our operating results may also fluctuate as a re$al number of other factors, including a declimgeneral economic and market conditi
increased competition, customer order patterng)gdgmin product mix, timing differences betweer@idecreases and product cost
reductions, product warranty returns, expeditingt€@and announcements of new products by us arasapetitors. Additionally, maintaining
sufficient inventory levels to assure prompt deljvef our products increases the amount of inventioat may become obsolete and increases
the risk that the obsolescence of this inventory heve an adverse effect on our business and apgrasults. Also, not maintaining

sufficient inventory levels to assure prompt datjvef our products may cause us to incur expeditiogfs to meet customer delivery
requirements, which may negatively impact our ofiegaresults in a given quarter.

Accordingly, our historical financial performanceriot necessarily a meaningful indicator of futtgsults, and, in general, management
expects that our financial results may vary fromiqzkto period. A list of factors that could madly affect our business, financial condition
or operating results is included under “FactorstCruld Affect Our Future Results” in “Managemeriscussion and Analysis of Financial
Condition and Results of Operations” containedéml 2 of Part | of this report. These factors halee been discussed in more detail in
Item 1A of Part | in our most recent Annual RepatForm 10-K for the year ended December 31, 2filédl, on February 29, 2012 with the
SEC.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our critical accounting policies and estimates hastechanged significantly from those detailed im most recent Annual Report on Form
10-K for the year ended December 31, 2011, filedFebruary 29, 2012 with the SEC.

EFFECT OF RECENT ACCOUNTING PRONOUNCEMENTS

See Note 1 of Notes to Consolidated Financial 8tatgs in Iltem 1 of this Form 10-Q for a full deption of recent accounting
pronouncements, including the expected dates gftadoand estimated effects on results of operatand financial condition, which is
incorporated herein by reference.
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ACQUISITION EXPENSES

On August 4, 2011, we closed on the acquisitioBlaésocket, Inc. and on December 12, 2011, we amsexlithe planned acquisition of the
Nokia Siemens Networks Broadband Access busineShl(BBA). Acquisition related expenses, amortizagiand adjustments for the thi
months ended March 31, 2012 for both transactioassa follows:

Three
Months Endec
March
31, 2012
Bluesocket, Inc. acquisition
Amortization of acquired intangible ass $ 21¢
Amortization and adjustments of other acquisitielated no-cash item 26¢€
Subtotal $ 484
Planned NSN BBA acquisition
Acquisition related professional fees, travel atlfttoexpense 1,58(
Total acquisition related expenses, amortizationsral adjustments $ 2,06¢
Tax effect (803)
Total acquisition related expenses, amortizationsral adjustments,
net of tax $ 1,261

The acquisition related expenses, amortizationsagdfgstments above were recorded in the followingsolidated Statements of Income
categories for the three months ended March 312:201

Revenue (adjustments to deferred revenue recogitizbe period’ $ 14€
Cost of goods sol 137
Subtotal $ 28:
Selling, general and administrative exper 1,561
Research and development exper 22C
Subtotal $1,781
Total acquisition related expenses, amortizationsral adjustments $2,06¢
Tax effect (8039)
Total acquisition related expenses, amortizationsral adjustments, net of tax $1,261

RESULTS OF OPERATIONS - THREE MONTHS ENDED MARCH 31, 2012 COMPARED TO THREE MONTHS ENDED
MARCH 31, 2011

SALES

ADTRAN's sales decreased 18.6% from $165.5 million irthihee months ended March 31, 2011 to $134.7 milliathe three months end
March 31, 2012. The decrease in sales is primatihbutable to a $29.9 million decrease in safesup HDSL and other legacy products, a
$6.7 million decrease in sales of our Optical patduand a $2.3 million decrease in sales of ooaband Access products, partially offset
by an $8.1 million increase in sales of our Inténeeking products.
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Carrier Networks sales decreased 27.0% from $1r82libn in the three months ended March 31, 201$96.7 million in the three months
ended March 31, 2012. The decrease is primaritipatable to decreases in sales of our Broadbamggscproducts, Optical products, and
HDSL and other legacy products, partially offsetdoyincrease in sales of our Internetworking NT&dpicts. The decrease in Carrier
Networks sales is primarily attributable to a slc-than-normal start to the seasonal buying patteaualarger carrier customers and a delay
in both the start and ramp-up of orders from onthe$e customers due to a new systems implemamtatio

Enterprise Networks sales increased 14.8% from2b3@lion in the three months ended March 31, 2@1$38.1 million in the three months
ended March 31, 2012. The increase is primarilybattable to an increase in sales of our Internétimg products, partially offset by a
decrease in sales of our legacy products. Inter&ing product sales attributable to Enterpriseweks were 91.2% of the division’s sales

in the three months ended March 31, 2012, compar88.0% in the three months ended March 31, 2D&dacy products primarily compri
the remainder of Enterprise Networks sales. Enwpietworks sales as a percentage of total satesased from 20.0% for the three months
ended March 31, 2011 to 28.3% for the three moatlteed March 31, 2012.

International sales, which are included in the fgafdetworks and Enterprise Networks amounts dsedisbove, increased 47.4% from $.
million in the three months ended March 31, 201$18.3 million in the three months ended MarchZ11,2. International sales, as a
percentage of total sales, increased from 7.5%h#three months ended March 31, 2011 to 13.6%h&three months ended March 31,
2012. International sales increased in the threethsoended March 31, 2012 compared to the threehs@mded March 31, 2011 primarily
due to an increase in sales in Latin America aedisia-Pacific region.

Carrier System product sales decreased $15.5 mitlithe three months ended March 31, 2012 comparte three months ended

March 31, 2011 primarily due to a $6.7 million dese in Optical product sales, a $6.5 million deseean legacy product sales, and a $2.3
million decrease in Broadband Access product sdles.decrease in Carrier System product salesnsapty attributable to a slower-than-
normal start to the seasonal buying pattern atayger carrier customers and a delay in both the ahd ramp-up of orders from one of these
customers due to a new systems implementation.

Business Networking product sales increased $6l&min the three months ended March 31, 2012 camag to the three months ended
March 31, 2011, primarily due to a $8.1 millioniiease in Internetworking product sales across diwikions, partially offset by a $1.3
million decrease in legacy product sales. The @desarén sales of legacy products is a result oboosts shifting to newer technologies. Many
of these newer technologies are integral to owritworking product area.

Loop Access product sales decreased $22.1 miltichd three months ended March 31, 2012 compartigttihiree months ended March 31,
2011 primarily due to a $22.0 million decrease D31 product sales.

COST OF SALES

As a percentage of sales, cost of sales increased40.3% in the three months ended March 31, 2045.0% in the three months ended
March 31, 2012. The increase in cost of salespes@entage of sales is primarily attributable t@docost absorption due to the lower
production volumes and higher cost product mix.

Carrier Networks cost of sales, as a percent a$idin sales, increased from 39.9% in the three hwahded March 31, 2011 to 45.3% in the
three months ended March 31, 2012. The increa€aiirier Networks cost of sales as a percentagales$ $s primarily attributable to lower
cost absorption due to lower production volumes.

Enterprise Networks cost of sales, as a percedivefion sales, increased from 41.8% in the threatims ended March 31, 2011 to 44.3% in
the three months ended March 31, 2012. The inciiedSsterprise Networks cost of sales as a pergentésales is primarily attributable to
the impact of changes in the cost elements disdusseve.

An important part of our strategy is to reducepheduct cost of each succeeding product generatidrthen to lower the product’s price
based on the cost savings achieved. This may causgions in our gross profit percentage duertortg differences between the recognition
of cost reductions and the lowering of productisglprices.

24



Table of Contents

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Selling, general and administrative expenses ise@d2.0% from $29.6 million in the three monthdezhMarch 31, 2011 to $33.1 million
the three months ended March 31, 2012. The inclieasaling, general and administrative expensgsiiarily related to increases in staff
and fringe benefit costs due to increased headcoahiiding expenses and increased headcount delat®luesocket, Inc., which was
acquired on August 4, 2011, professional serviegm| services, and travel expenses. The incréagesfessional services, legal services
travel expenses were primarily attributable toptaned acquisition of Nokia Siemens Networks Bhazad Access business.

Selling, general and administrative expenses as@ptage of sales increased from 17.9% in the timanths ended March 31, 2011 to 24
in the three months ended March 31, 2012. Seltegeral and administrative expenses as a perceotagées may fluctuate whenever there
is a significant fluctuation in revenues for theipds being compared.

RESEARCH AND DEVELOPMENT EXPENSES

Research and development expenses increased 48%623.6 million in the three months ended MarchZ81L1 to $24.8 million in the thr
months ended March 31, 2012. The increase in refs@ard development expenses is primarily relatédd®ases in staffing and fringe
benefit costs due to increased headcount, incluettpgnses and increased headcount related to Bkegdac., which was acquired on
August 4, 2011, and amortization of intangiblestesd to the Bluesocket acquisition.

Research and development expenses as a percehtajesancreased from 14.3% in the three montde@iMarch 31, 2011 to 18.4% in the
three months ended March 31, 2012. Research aredopenent expenses as a percentage of sales wilifite whenever there are increme
product development activities or a significantfluation in revenues for the periods being compared

We expect to continue to incur research and dewedop expenses in connection with our new and egjgiroducts and our expansion into
international markets. We continually evaluate mpeaduct opportunities and engage in intensive reseand product development efforts
which provide for new product development, enharer@mof existing products and product cost redustiée may incur significant research
and development expenses prior to the receiptvaimges from a major new product group.

INTEREST AND DIVIDEND INCOME

Interest and dividend income increased 4.0% frorB #illion in the three months ended March 31, 2@1$1.9 million in the three months
ended March 31, 2012. This increase is primarilgteel to a 22.1% increase in our average investiedance, partially offset by an 11.1%
reduction in the average rate of return on thegestments as a result of lower interest rates.

INTEREST EXPENSE

Interest expense, which is primarily related to tmxable revenue bond, remained constant at $0liémin each of the three months ended
March 31, 2012 and 2011. See “Liquidity and CapRasources” below for additional information on eewvenue bond.

NET REALIZED INVESTMENT GAIN

Net realized investment gain decreased from $2l8min the three months ended March 31, 20112& $nillion in the three months end
March 31, 2012. The higher amount of realized gairthe period ended March 31, 2011 is primarilivein by the sale of previously impair
assets in the deferred compensation plans. Seestimg Activities” in “Liquidity and Capital Resoees” below for additional information.

OTHER INCOME (EXPENSE), NET

Other income (expense), net, comprised primarilgnisfcellaneous income, gains and losses on foigiency transactions, investment
account management fees, scrap raw material saidgains and losses on the disposal of propdemt pnd equipment occurring in the
normal course of business, changed from $0.1 mithibexpense in the three months ended March 311 20$0.1 million of income in the
three months ended March 31, 2012.
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INCOME TAXES

Our effective tax rate increased from 30.7% inttiree months ended March 31, 2011 to 35.4% inttteetmonths ended March 31, 2012.
The tax provision rate in the first quarter of 2@li@ not include the benefit of the research taditr which expired on December 31,

2011. The exclusion of this benefit in the firsager of 2012 resulted in a 2.2 percentage poarease in our effective tax rate. Also,
decreased benefits from a lower volume of stocloapgxercises in the first quarter of 2012 resuited 3.1 percentage point increase in our
effective tax rate.

NET INCOME

As a result of the above factors, net income dee@&21.3 million from $34.3 million in the thre®nths ended March 31, 2011 to $13.0
million in the three months ended March 31, 2012.

As a percentage of sales, net income decreased2@orf6 in the three months ended March 31, 20B16% in the three months ended
March 31, 2012.

LIQUIDITY AND CAPITAL RESOURCES

Liquidity

We intend to finance our operations with cash ffomm operations. We have used, and expect to asamtio use, the cash generated from
operations for working capital, purchases of treastock, dividend payments, and other generalamate purposes, including (i) product
development activities to enhance our existing petgland develop new products and (ii) expansisatids and marketing activities. We

believe our cash and cash equivalents, investnast€ash generated from operations to be adequatedt our operating and capital needs
for the foreseeable future.

At March 31, 2012, cash on hand was $36.5 milliod short-term investments were $161.5 million, \atiesulted in available short-term
liquidity of $198.1 million. At December 31, 201dyr cash on hand of $43.0 million and short-termegtiments of $159.3 million resulted in
available short-term liquidity of $202.3 millionh& decrease in short-term liquidity from DecemtierZd11 to March 31, 2012 primarily
reflects an increase in the purchase of long-terrastments, equipment acquisitions and dividenffisetoby funds provided by our operating
activities and proceeds from stock option exercises

Operating Activities

Our working capital, which consists of current ass$ess current liabilities, decreased 2.3% fror233 million as of December 31, 2011 to
$321.7 million as of March 31, 2012. The quickesatiefined as cash, cash equivalents, short-tevestments, and net accounts receivable,
divided by current liabilities, decreased from 4a800f December 31, 2011 to 3.82 as of March 3122The current ratio, defined as current
assets divided by current liabilities, decreasethf6.32 as of December 31, 2011 to 5.50 as of Mat¢t2012. Our working capital, quick
ratio, and current ratio decreased due to a $7lbmincrease in income tax payable, a $1.8 milliocrease in accounts payable, and a $1.4
million increase in unearned revenue. Generally cfiange in accounts payable is due to variatiottse timing of the receipt of supplies,
inventory and services and our subsequent paynfamntisese purchases. Generally, fluctuations iraumed revenue result from variations in
the timing of customer payments received in advaricevenue recognition and our revenue recognitioter contract terms for hardware
acceptance, installation services and post-saleosipnd maintenance services.

Net accounts receivable decreased 1.8% from $7#lidnrat December 31, 2011 to $74.8 million at Miar31, 2012. Our allowance f
doubtful accounts was $8 thousand at December@1, and $42 thousand at March 31, 2012. Quartedgunts receivable days sales
outstanding (DSO) increased from 40 days as of Deee 31, 2011 to 51 days as of March 31, 2012. 8@ased for the quarter ended
March 31, 2012 due to the timing of sales and ctibas during the quarter. Other receivables desg@dérom $9.7 million at December 31,
2011 to $8.0 million at March 31, 2012. Generalhe change in other receivables is due to the grofrshipments and payments received for
raw materials supplied to our contract manufacturer

Quarterly inventory turnover decreased from 3.854ws of December 31, 2011 to 2.6 turns as of Mat¢l2012. Inventory increased 9.1%
from December 31, 2011 to March 31, 2012. Inventocyeased during the first quarter of 2012 dua tkelay in both the start and ramp-of
orders from a large carrier customer due to a nestems implementation. We expect inventory levelfuctuate as we attempt to maintain
sufficient inventory in response to seasonal cyofesur business; ensuring competitive lead timbdeamanaging the risk of inventory
obsolescence that may occur due to rapidly changictinology and customer demand.
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Accounts payable increased 6.2% from $29.4 milibBecember 31, 2011 to $31.2 million at MarchZ&112. Generally, the change in
accounts payable is due to variations in the tinofthe receipt of supplies, inventory and serviaed our subsequent payments for these
purchases.

Investing Activities

Capital expenditures totaled approximately $4.1iomland $3.0 million for the three months ended®ha31, 2012 and 2011, respectively.
These expenditures were primarily used to purcheseufacturing and test equipment and computer soétand hardware.

Our combined short-term and long-term investmemteeiased $37.7 million from $491.4 million at Det®n31, 2011 to $529.0 million at
March 31, 2012. This increase reflects the impéeidditional funds available for investment prowdd®y our operating activities and stock
option exercises by our employees, reduced by asin needs for equipment acquisitions and dividesslgyell as net realized and unrealized
losses and amortization of net premiums on our doathinvestments.

We invest all available cash not required for immatause in operations primarily in securities tivatbelieve bear minimal risk of loss. At
March 31, 2012 these investments included municipehble rate demand notes of $47.9 million, mipaikfixed-rate bonds of $193.3
million and corporate bonds of $183.4 million. Aé&mber 31, 2011, these investments included npaticariable rate demand notes of
$69.7 million, municipal fixedate bonds of $174.8 million and corporate bond81&6.8 million. As of March 31, 2012, our corperapnds
municipal fixed-rate bonds, and municipal variafslte demand notes were classified as availabledtm-and had a combined duration of 1.0
years with an average credit rating of -. Because our bond portfolio has a high qualitingpand contractual maturities of a short duration
we are able to obtain prices for these bonds deifr@n observable market inputs, or for similarsées traded in an active market, on a
daily basis.

Our long-term investments increased 10.7% from $B8&%llion at December 31, 2011 to $367.5 millidrivarch 31, 2012. The primary
reason for the increase in our long-term investsdating the first quarter of 2012 was cash gerdrtbm operations. Long-term
investments at March 31, 2012 and December 31, R@ldded an investment in a certificate of depos$48.3 million, which serves as
collateral for our revenue bonds, as discussedihale have various equity investments includedigterm investments at a cost of $15.8
million and $12.8 million, and with a fair value $42.1 million and $31.3 million, at March 31, 20412d December 31, 2011, respectively.

Long-term investments at March 31, 2012 also irel@ti1.2 million related to our deferred compensagians; $2.1 million of other
investments carried at cost, consisting of interastwo private equity funds and an investmera privately held telecommunications
equipment manufacturer; and $0.7 million of a fixecome bond fund.

We review our investment portfolio for potentiattier-than-temporary” declines in value on an indiixl investment basis. We assess, on a
quarterly basis, significant declines in value whicay be considered other-than-temporary andciéssary, recognize and record the
appropriate charge to write-down the carrying valfisuch investments. In making this assessmentakeinto consideration qualitative and
guantitative information, including but not limitéol the following: the magnitude and duration cdtbiical declines in market prices, credit
rating activity, assessments of liquidity, pubilinfys, and statements made by the issuer. We giypéegin our identification of potential
other-than-temporary impairments by reviewing amgusity with a fair value that has declined fromariginal or adjusted cost basis by 25%
or more for six or more consecutive months. We #naluate the individual security based on the ipresty identified factors to determine
the amount of the write-down, if any. As a restilbor review, we recorded an other-than-temporanyairment charge of $33 thousand
during the three months ended March 31, 2012 tlatseven marketable equity securities. For theetmonths ended March 31, 2011, we
recorded an other-than-temporary impairment chaf@? thousand related to one marketable equityritgc
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Financing Activities
Dividends

In July 2003, our Board of Directors elected toibhetgclaring quarterly dividends on our common ktoansidering the tax treatment of
dividends and adequate levels of Company liquiddyring the three months ended March 31, 2012, aig gividends totaling $5.7 million.

Debt

We have amounts outstanding under loans made pursuan Alabama State Industrial Development Atithoevenue bond (the

Bond) which totaled $47.0 million at March 31, 204l December 31, 2011. At March 31, 2012, thenedéd fair value of the Bond was
approximately $48.3 million, based on a debt seégwith a comparable interest rate and maturity ar8tandard & Poos’credit rating of A+
Included in long-term investments are restrictauifiin the amount of $48.3 million at March 31, 2@hd December 31, 2011, which is a
collateral deposit against the principal amourthefBond. We have the right to set-off the balasfatae Bond with the collateral deposit in
order to reduce the balance of the indebtednessBbhd matures on January 1, 2020, and bearsshigrthe rate of 5% per annum. In
conjunction with this program, we are eligible ézeive certain economic incentives from the sta#sl@bama that reduce the amount of
payroll withholdings we are required to remit te t#tate for those employment positions that quailifgter this program.

We are required to make payments in the amountsssacy to pay the principal and interest on theuwsnsocurrently outstanding. Based on
positive cash flow from operating activities, wevbalecided to continue early partial redemptionthefBond. It is our intent to make annual
principal payments in addition to the interest anmtsuhat are due. In connection with this decis&h5 million of the Bond debt has been
classified as a current liability in accounts pdgab the Consolidated Balance Sheet at March 8122

Sock Repurchase Program

Since 1997, our Board of Directors has approvedipielshare repurchase programs that have autldoogen market repurchase transactions
of up to 35 million shares of our common stock. iDgithe three months ended March 31, 2012, we didepurchase any shares of our
common stock. We have the authority to purchasadaitional 5.9 million shares of our common stookler plans approved by the Board of
Directors on April 14, 2008 and October 11, 2011.

Sock Option Exercises

To accommodate employee stock option exercisesssued 0.2 million shares of treasury stock fo6%8illion during the three months
ended March 31, 2012. During the three months eibrdh 31, 2011, we issued 1.7 million sharesedisury stock for $31.8 million.

Off-Balance Sheet Arrangements and Contractual Obligations

We do not have off-balance sheet financing arramgesnand have not engaged in any related partgactions or arrangements with
unconsolidated entities or other persons thateasanably likely to materially affect liquidity tive availability of or requirements for capital
resources. During the three months ended MarcB@I12, there have been no material changes in @unalaobligations and commercial
commitments from those discussed in our most re&antial Report on Form 10-K for the year ended Ddwer 31, 2011 filed on

February 29, 2012 with the SEC.

We have committed to invest up to an aggregate & fillion in two private equity funds, and we eazontributed $8.4 million as of
March 31, 2012, of which $7.7 million has been &ipto these commitments.

FACTORS THAT COULD AFFECT OUR FUTURE RESULTS

The following are some of the risks that could efffeur financial performance or could cause aatesllts to differ materially from those
expressed or implied in our forward-looking statetee

» Our operating results may fluctuate in future pasiovhich may adversely affect our stock pr
» Our revenue for a particular period can be diftitalpredict, and a shortfall in revenue may hatmaperating result:

» The failure to complete the integration of the NoBiemens Networks fixed line Broadband Accessiessi as soon as we expect
or the failure to realize benefits from this acdfios as significant as we expect may affect odurfe results of operations and
financial condition, and could affect our stockcgr

» General economic conditions may reduce our reveand$arm our operating resu
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»  Our exposure to the credit risks of our customadsdistributors may make it difficult to collectants receivable and could
adversely affect our operating results and findremadition.

» We expect gross margin to vary over time, and ewellof product gross margin may not be sustaini

* We must continue to update and improve our prodartsdevelop new products in order to compete akéép pace with
improvements in telecommunications technolc

» Our products may not continue to comply with thgulations governing their sale, which may harmlousiness

» Our failure or the failure of our contract manutaers to comply with applicable environmental redioins could adversely impe
our results of operation

» If our products do not interoperate with our custeshnetworks, installations may be delayed or eded, which could harm our
business

» The lengthy approval process required by majorahdr service providers for new products could ltéaifluctuations in our
revenue

* We engage in research and development activitisapgioove the application of developed technologésl as a consequence may
miss certain market opportunities enjoyed by lamgenpanies with substantially greater researchdaweélopment efforts who m
focus on more leading edge developm

* We depend heavily on sales to certain customeedpts of any of these customers would signifigargtiuce our revenues and
income.

» Our strategy of outsourcing a portion of our maotifang requirements to subcontractors locatedsiaAr other international
regions may result in us not meeting our cost,itjuat performance standarc

e Our dependence on a limited number of suppliers pnayent us from delivering our products on a tyrtsis, which could have
a material adverse effect on customer relationsogedating result:

* We compete in markets that have become increasaughpetitive, which may result in reduced grosdipnoargins and market
share

» Our estimates regarding future warranty obligatioray change due to product failure rates, shipmeloimes, field service
obligations and other rework costs incurred in ecting product failures. If our estimates chanbe,liability for warranty
obligations may be increased or decreased, impgafitinre cost of goods sol

« Managing our inventory is complex and may includée-downs of excess or obsolete inventc

* The anticipated growth of our international operasi could expose us to additional risks, increasecosts and adversely affect
our operating results and financial conditi

* We may be adversely affected by fluctuations imeuey exchange rate
» Our success depends on our ability to reduce thirgsprices of succeeding generations of our poash

«  Our failure to maintain rights to intellectual pesty used in our business could adversely affextitvelopment, functionality, a
commercial value of our produc

» Software under license from third parties for useértain of our products may not continue to bailatle to us on commercially
reasonable term

*  We may incur liabilities or become subject to Hiippn that would have a material effect on our beiss
» Consolidation and deterioration in the competigeevice provider market could result in a significdecrease in our revent

*  We depend on distributors who maintain inventooiesur products. If the distributors reduce thairéntories of these products,
our sales could be adversely affect

« If we are unable to successfully develop relatigrskvith system integrators, service providers, amgrprise value added
resellers, our sales may be negatively affec

« If we fail to manage our exposure to worldwide final and securities markets successfully, ouratpeg results and financial
statements could be materially impaci

» Changes in our effective tax rate or assessmeigiagfrom tax audits may have an adverse impaduwnresults

* We are required to periodically evaluate the vallieur long-lived assets, including the value dgaigibles acquired and goodwiill
resulting from business acquisitions. Any futurg&imment charges required may adversely affecbparating results
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» Our success depends on attracting and retainingdesonnel

» Regulatory and potential physical impacts of climettange and other natural events may affect aiomers and our production
operations, resulting in adverse effects on ouratpeg results

* While we believe our internal control over finaraigporting is adequate, a failure to maintain etffe internal control over
financial reporting as our business expands casdlt in a loss of investor confidence in our ficiahreports and have an adverse
effect on our stock prict

» The price of our common stock has been volatileraag continue to fluctuate significant

The foregoing list of risks is not exclusive. Famare detailed description of the risk factors aigged with our business, see Item 1A of our
Annual Report on Form 10-K for the year ended Ddzem31, 2011, filed on February 29, 2012 with $tteC.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB  OUT MARKET RISK

We are exposed to financial market risks, includihgnges in interest rates and prices of markethiéy and fixed-income securities. The
primary objective of the large majority of our irstent activities is to preserve principal whilgret same time achieving appropriate yields
without significantly increasing risk. To achievest objective, a majority of our marketable seéesiare investment grade, municipal, fixed-
rate bonds, municipal variable rate demand notdstamicipal money market instruments denominatedriited States dollars. Our
investment policy provides limitations for issu@ncentration, which limits, at the time of purchabe concentration in any one issuer to 5%
of the market value of our total investment portol

We maintain depository investments with certaimficial institutions. Although these depository istveents may exceed government inst
depository limits, we have evaluated the creditthioess of these financial institutions, and deteeu the risk of material financial loss due
to exposure of such credit risk to be minimal. As/arch 31, 2012, $23.9 million of our cash andhcequivalents, primarily certain domestic
money market funds and foreign depository accouvdse in excess of government provided insured siepy limits.

As of March 31, 2012, approximately $433.8 milliminour cash and investments may be directly aftebiechanges in interest rates. We
have performed a hypothetical sensitivity analgsisuming market interest rates increase or decbgas@ basis points (bps) for an entire
year, while all other variables remain constantMatrch 31, 2012, we held $163.9 million of cash aneéstments where a change in inte
rates would impact our interest income. A hypottatb0 bps decline in interest rates as of Marct2812 would reduce annualized interest
income in these investments by approximately $dllfom In addition, we held $361.3 million of fixkrate municipal bonds and corporate
bonds whose fair values may be directly affected lsange in interest rates. A hypothetical 50ibp®ase in interest rates as of March 31,
2012 would reduce the fair value of our municipe¢@-rate bonds and corporate bonds by approxim&IL million.

As of March 31, 2011, approximately $393.0 millimhour cash and investments was subject to beirgtlly affected by changes in interest
rates. We have performed a hypothetical sensitasiglysis assuming market interest rates increladeavease by 50 bps for the entire year,
while all other variables remain constant. A hymoital 50 bps decline in interest rates as of M&th2011 would have reduced annualized
interest income on our cash and investments byoappately $0.3 million. In addition, a hypotheticz0 bps increase in interest rates as of

March 31, 2011 would have reduced the fair valuewfcash and investments by approximately $2.liamil

For further information about the fair value of @wuailable-for-sale investments as of March 31,26de Note 5 of Notes to Consolidated
Financial Statements.
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ITEM 4. CONTROLS AND PROCEDURES

(a) Evaluation of disclosure controls and procedures. Our Chief Executive Officer and Chief Financial ©#fr are responsible for establishing
and maintaining “disclosure controls and procedufas defined in the Securities Exchange Act ofd 8iles 13a-15(e) and 15d-15(e)) for
ADTRAN. Our Chief Executive Officer and Chief Firaal Officer, after evaluating the effectivenessaf disclosure controls and
procedures as of the end of the period coveretiibyquarterly report, have concluded that our dsete controls and procedures are effec

(b) Changesin internal control over financial reporting. There were no changes in our internal control éwancial reporting that occurred
during our most recent fiscal quarter that haveeniaty affected, or are reasonably likely to meity affect, our internal control over
financial reporting.

PART Il. OTHER INFORMATION
ITEM 1A. RISK FACTORS

A list of factors that could materially affect domsiness, financial condition or operating resisliscluded under “Factors That Could Affect
Our Future Results” in “Management’s Discussion Andlysis of Financial Condition and Results of @i®ns” contained in Item 2 of Part
| of this report. There have been no material clkarig the risk factors as disclosed in Item 1Aarf Pof our most recent Annual Report on
Form 10-K for the year ended December 31, 201dd filn February 29, 2012 with the SEC.

ITEM 6. EXHIBITS

Exhibits.

Exhibit No. Description

31 Rule 13i-14(a)/15+-14(a) Certification:
32 Section 1350 Certificatior

101.INS* XBRL Instance Documer

101.SCH’ XBRL Taxonomy Extension Schema Docum

101.CAL* XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB* XBRL Taxonomy Extension Labels Linkbase Docunr
101.PRE’ XBRL Taxonomy Extension Presentation Linkbase Doent
101.DEF* XBRL Taxonomy Extension Definition Linkbase Docurh

* Pursuant to Regulation S-T, this interactive dééeis deemed not filed or part of a registratgiatement or prospectus for purposes of
Sections 11 or 12 of the Securities Act of 1933leéemed not filed for purposes of Section 18 ofSbeurities Exchange Act of 1934,
and otherwise is not subject to liability undershasections
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SIGNATURE

Pursuant to the requirements of the Securities &xga Act of 1934, the Registrant has duly causisdeport to be signed on its behalf by
undersigned, thereunto duly authorized.

ADTRAN, INC.
(Registrant)

Date: May 9, 2012 /sl James E. Matthews
James E. Matthew
Senior Vice Presidei- Finance
Chief Financial Officer, Treasure
Secretary and Directc
(Principal Accounting Officer
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EXHIBIT INDEX

Exhibit No. Description

31 Rule 13i-14(a)/15+-14(a) Certification:
32 Section 1350 Certificatior

101.INS* XBRL Instance Documer

101.SCH’ XBRL Taxonomy Extension Schema Docum

101.CAL* XBRL Taxonomy Extension Calculation Linkbase Docuntr
101.LAB* XBRL Taxonomy Extension Labels Linkbase Docun
101.PRE? XBRL Taxonomy Extension Presentation Linkbase Doent
101.DEF* XBRL Taxonomy Extension Definition Linkbase Docurh

* Pursuant to Regulation S-T, this interactive dééeis deemed not filed or part of a registratgiatement or prospectus for purposes of
Sections 11 or 12 of the Securities Act of 1938ldemed not filed for purposes of Section 18 ofSkeurities Exchange Act of 1934,
and otherwise is not subject to liability undershasections
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Exhibit 31
CERTIFICATIONS

I, Thomas R. Stanton, certify that:
1. | have reviewed this Quarterly Report on FormQL6f ADTRAN, Inc.;

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

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

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

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhibsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

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

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presenteisi report our conclusions
about the effectiveness of the disclosure contiots procedures, as of the end of the period coveyehis report based on such
evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regits fourth fiscal quarter in the case of an aimeaport) that has materially affected, or
is reasonably likely to materially affect, the igant’s internal control over financial reportiremd

5. The registrant’s other certifying officer andve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s Board of Direct@os persons performing the equivalent
functions):

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

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

Date: May 9, 2012

/sl Thomas R. Stanton
Thomas R. Stanta
Chief Executive Officer and Chairman of the Bo




I, James E. Matthews, certify that:
1. I have reviewed this Quarterly Report on Forrl6f ADTRAN, Inc.;

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

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

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

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

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

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presentesi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyelis report based on such
evaluation; and

(d) Disclosed in this report any change in thegggnt’s internal control over financial reportitiat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ameport) that has materially affected, or
is reasonably likely to materially affect, the igtgant’s internal control over financial reportiramd

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s Board of Direct@os persons performing the equivalent
functions):

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

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

Date: May 9, 2012

/sl James E. Matthews

James E. Matthews

Senior Vice Presidel- Finance
Chief Financial Officer, Treasure
Secretary and Directc




Exhibit 32

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

In connection with the Quarterly Report of ADTRAMC. (the “Company”) on Form 10-Q for the quartadimg March 31, 2012 as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), I, Thomas R. &anChief Executive Officer and

Chairman of the Board of the Company, certify, parg to 18 U.S.C. 81350, as adopted pursuant t6 §2the Sarbanes-Oxley Act of 2002,
that, to the best of my knowledge:

(1) The Report fully complies with the requiremeatsSSection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of
Company.

/s/ Thomas R. Stanton
Thomas R. Stanton

Chief Executive Officer and Chairman of the Board
May 9, 201z




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

In connection with the Quarterly Report of ADTRAMC. (the “Company”) on Form 10-Q for the quartadimg March 31, 2012 as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), I, James E. Matth, Senior Vice President — Finance

and Chief Financial Officer, Treasurer, Secretary Birector of the Company, certify, pursuant toll8.C. § 1350, as adopted pursuant to §
906 of the Sarbanes-Oxley Act of 2002, that, tobtést of my knowledge:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExajeAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of
Company.

/sl James E. Matthews

James E. Matthews

Senior Vice President — Finance,
Chief Financial Officer, Treasurer,
Secretary and Director

May 9, 201z




