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PART1I FINANCIAL INFORMATION
Item 1. Financial Statements

CIENA CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Revenues:
Products
Services

Total revenue

Costs:
Products
Services

Total cost of goods sold
Gross profit

Operating expense:

Research and development
Selling and marketing

General and administrative
Amortization of intangible assets
Restructuring recoveries

Total operating expense
Income from operations
Interest and other income, net
Interest expense

Gain on equity investments, net

Realized loss on marketable debt investments

Income before income taxes
Provision for income taxes

Net income

Basic net income per common share

Diluted net income per potential common share

(unaudited)

Quarter Ended July 31,
2007 2008
$182,143 $223,661

22,808 29,518
204,951 253,179
84,383 107,953
22,903 19,595
107,286 127,548
97,665 125,631
31,671 47,809
30,303 39,440
14,564 14,758
6,295 8,671
(1,196)
81,637 110,678
16,028 14,953
19,464 5,342
(6,931) (1,855)
592
(5,114)
29,153 13,326
841 1,603
$ 28,312 $ 11,723
$ 0.33 $ 0.13
$ 0.29 $ 0.12

$

$
$
$

Nine Months Ended July
31,

2007 2008

501,637 $ 641,632
61,942 81,162

563,579 722,794

250,681 295,381
59,775 57,617

310,456 352,998

253,123 369,796
93,166 127,881
85,360 111,639
36,562 54,036
18,885 23,901
(2,396)

231,577 317,457
21,546 52,339
51,206 32911

(19,227) (11,074)

592
(5,114)
54,117 69,062
1,739 4,772
52,378 $ 64,290
0.61 $ 0.72
0.57 $ 0.63
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Weighted average basic common shares outstanding 85,651 90,216 85,268 88,871

Weighted average dilutive potential common shares
outstanding 101,568 111,681 96,189 110,654

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CIENA CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets:

Cash and cash equivalents
Short-term investments
Accounts receivable, net
Inventories

Prepaid expenses and other

Total current assets

Long-term investments

Equipment, furniture and fixtures, net
Goodwill

Other intangible assets, net

Other long-term assets

Total assets

LIABILITIES AND STOCKHOLDERS

Current liabilities:
Accounts payable
Accrued liabilities
Restructuring liabilities
Income taxes payable
Deferred revenue
Convertible notes payable

Total current liabilities
Long-term deferred revenue
Long-term restructuring liabilities
Other long-term obligations
Convertible notes payable

Total liabilities

Commitments and contingencies
Stockholders equity:

Preferred stock  par value $0.01; 20,000,000 shares authorized; zero shares

issued and outstanding

(in thousands, except share data)

(unaudited)

October 31,
2007

$ 892,061
822,185
104,078
102,618

47,817

1,968,759
33,946
46,671

232,015
67,144
67,738

$ 2,416,273

$ 55389
90,922
1,026

7,768
33,025
542,262

730,392
30,615
3,662
1,450
800,000

1,566,119

July 31,
2008

$ 873,103
155,818
138,142
106,343

38,624

1,312,030
57,155
58,723

455,721
102,262
75,808

$ 2,061,699

$ 61,780
90,877

687

2,140
37,896

193,380
38,469
3,350
7,938
800,000

1,043,137
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Common stock  par value $0.01; 140,000,000 and 290,000,000 shares

authorized; 86,752,069 and 90,297,280 shares issued and outstanding 868 903
Additional paid-in capital 5,519,741 5,621,630
Changes in unrealized gains on investments, net 350 43
Translation adjustment (1,593) 768
Accumulated deficit (4,669,212) (4,604,782)
Total stockholders equity 850,154 1,018,562
Total liabilities and stockholders equity $ 2,416,273 $ 2,061,699

The accompanying notes are an integral part of these condensed consolidated financial statements.
4
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CIENA CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(unaudited)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Amortization of discount on marketable securities

Loss from equity investments and marketable securities
Depreciation and amortization of leasehold improvements
Share-based compensation

Amortization of intangibles

Deferred tax provision

Provision for inventory excess and obsolescence
Provision for warranty

Other

Changes in assets and liabilities, net of effect of acquisition:
Accounts receivable

Inventories

Prepaid expenses and other

Accounts payable and accruals

Income taxes payable

Deferred revenue and other obligations

Net cash provided by operating activities

Cash flows from investing activities:

Payments for equipment, furniture, fixtures and intellectual property
Restricted cash

Purchase of available for sale securities

Proceeds from maturities of available for sale securities

Minority equity investments, net

Acquisition of business, net of cash acquired

Net cash (used in) provided by investing activities

Cash flows from financing activities:

Proceeds from issuance of convertible senior notes
Repayment of 3.75% convertible notes payable at maturity
Debt issuance costs

Purchase of call spread option

Repayment of indebtedness of acquired business

Proceeds from issuance of common stock

Net cash provided by (used in) financing activities

2007

$ 52,378

(8,093)

9,407
14,258
21,788

8,860
8,910
1,754

(10,634)

(7,916)

(16,776)
3,316
695
19,448

97,395
(21,442)
(11,904)

(564,399)

539,663
411

(57,671)

500,000

(11,431)
(42,500)

18,314

464,383

Nine Months Ended July 31,

2008

$ 64,290

(1,827)
5,114
13,345
24,406
27,942
1,640
13,841
11,234
3,510

(32,070)
(4,694)
(616)
(7,927)
(5,515)
9,554

122,227
(22,947)

1,420
(180,613)

820,177
(210,016)

408,021

(542,262)

(12,363)

5,246

(549,379)



Edgar Filing: CIENA CORP -

Effect of exchange rate changes on cash and cash equivalents
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Non-cash investing and financing activities
Purchase of equipment in accounts payable

Value of common stock issued in acquisition

Fair value of vested options assumed in acquisition

Form 10-Q

504,107
220,164

$ 724,271

$
$
$

173
(19,131)
892,061

$ 873,103
$ 1,717
$ 62,359
$ 9912

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CIENA CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
(1) INTERIM FINANCIAL STATEMENTS

The interim financial statements included herein for Ciena Corporation ( Ciena ) have been prepared by Ciena,
without audit, pursuant to the rules and regulations of the Securities and Exchange Commission. In the opinion of
management, financial statements included in this report reflect all normal recurring adjustments that Ciena considers
necessary for the fair statement of the results of operations for the interim periods covered and of the financial position
of Ciena at the date of the interim balance sheets. Certain information and footnote disclosures normally included in
the annual financial statements prepared in accordance with generally accepted accounting principles have been
condensed or omitted pursuant to such rules and regulations. The October 31, 2007 condensed consolidated balance
sheet was derived from audited financial statements, but does not include all disclosures required by accounting
principles generally accepted in the United States of America. However, Ciena believes that the disclosures are
adequate to understand the information presented. The operating results for interim periods are not necessarily
indicative of the operating results for the entire year. These financial statements should be read in conjunction with
Ciena s audited consolidated financial statements and notes thereto included in Ciena s annual report on Form 10-K for
the fiscal year ended October 31, 2007.

Ciena has a 52 or 53 week fiscal year, which ends on the Saturday nearest to the last day of October of each year.
For purposes of financial statement presentation, each fiscal year is described as having ended on October 31, and
each fiscal quarter is described as having ended on January 31, April 30 and July 31 of each fiscal year.

(2) SIGNIFICANT ACCOUNTING POLICIES
Use of Estimates

The preparation of the financial statements and related disclosures in conformity with accounting principles
generally accepted in the United States requires management to make estimates and judgments that affect the amounts
reported in the Consolidated Financial Statements and accompanying notes. Estimates are used for bad debts,
valuation of inventories and investments, recoverability of intangible assets and goodwill, income taxes, warranty
obligations, restructuring liabilities and contingencies and litigation. Ciena bases its estimates on historical experience
and assumptions that it believes are reasonable. Actual results may differ materially from management s estimates.
Cash and Cash Equivalents

Ciena considers all highly liquid investments purchased with original maturities of three months or less to be cash
equivalents. Restricted cash collateralizing letters of credits are included in other current assets and other long-term
assets depending upon the duration of the restriction.

Investments

Ciena s investments represent investments in marketable debt securities that are classified as available-for-sale and
are reported at fair value, with unrealized gains and losses recorded in accumulated other comprehensive income.
Realized gains or losses and declines in value on available-for-sale securities determined to be other-than-temporary
are reported in other income or expense as incurred.

Inventories

Inventories are stated at the lower of cost or market, with cost computed using standard cost, which approximates
actual cost on a first-in, first-out basis. Ciena records a provision for excess and obsolete inventory when an
impairment has been identified.

Equipment, Furniture and Fixtures

Equipment, furniture and fixtures are recorded at cost. Depreciation and amortization are computed using the
straight-line method over useful lives of two years to five years for equipment, furniture and fixtures and the shorter of
useful life or lease term for leasehold improvements. Impairments of equipment, furniture and fixtures are determined
in accordance with Statement of Financial Accounting Standards (SFAS) No. 144, Accounting for the Impairment or
Disposal of Long-Lived Assets.

6
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Internal use software and web site development costs are capitalized in accordance with Statement of Position
(SOP) No. 98-1, Accounting for the Costs of Computer Software Developed or Obtained for Internal Use, and
Emerging Issues Task Force (EITF) Issue No. 00-2, Accounting for Web Site Development Costs. Qualifying costs
incurred during the application development stage, which consist primarily of outside services and purchased software
license costs, are capitalized and amortized straight-line over the estimated useful life of the asset.

Goodwill and Other Intangible Assets

Ciena has recorded goodwill and purchased intangible assets as a result of several acquisitions. Ciena accounts for
goodwill in accordance with SFAS 142 Goodwill and Other Intangible Assets, which requires Ciena to test each
reporting unit s goodwill for impairment on an annual basis, which Ciena has determined to be the last business day of
its fiscal September each year. Ciena operates its business and tests its goodwill for impairment as a single reporting
unit. Testing is required between annual tests if events occur or circumstances change that would, more likely than
not, reduce the fair value of the reporting unit below its carrying value.

Purchased finite-lived intangible assets are carried at cost less accumulated amortization. Amortization is computed
using the straight-line method over the economic lives of the respective assets, generally three to seven years, which
approximates the use of intangible assets. Impairments of finite-lived intangible assets are determined in accordance
SFAS 144.

Minority Equity Investments

Ciena has certain minority equity investments in privately held technology companies that are classified as other
assets. These investments are carried at cost because Ciena owns less than 20% of the voting equity and does not have
the ability to exercise significant influence over these companies. These are inherently high risk investments as the
markets for technologies or products manufactured by these companies are usually early stage at the time of
investment and such markets may never be significant. Ciena could lose its entire investment in some or all of these
companies. Ciena monitors these investments for impairment and makes appropriate reductions in carrying values
when necessary.

Concentrations

Substantially all of Ciena s cash and cash equivalents and short-term and long-term investments in marketable debt
securities are maintained at two major U.S. financial institutions. The majority of Ciena s cash equivalents consist of
money market funds and overnight repurchase agreements. Deposits held with banks may exceed the amount of
insurance provided on such deposits. Generally, these deposits may be redeemed upon demand and, therefore,
management believes that they bear minimal risk.

Historically, a large percentage of Ciena s revenue has been the result of sales to a small number of
communications service providers. Consolidation among Ciena s customers has increased this concentration.
Consequently, Ciena s accounts receivable are concentrated among these customers. See Notes 6 and 17 below.

Additionally, Ciena s access to certain raw materials is dependent upon sole or limited source suppliers. The
inability of any supplier to fulfill Ciena s supply requirements could affect future results. Ciena relies on a small
number of contract manufacturers to perform the majority of the manufacturing for its products. If Ciena cannot
effectively manage these manufacturers and forecast future demand, or if they fail to deliver products or components
on time, Ciena s business may suffer.

Revenue Recognition

Ciena recognizes revenue in accordance with Staff Accounting Bulletin (SAB) No. 104, Revenue Recognition,
which states that revenue is realized or realizable and earned when all of the following criteria are met: persuasive
evidence of an arrangement exists; delivery has occurred or services have been rendered; the price to the buyer is
fixed or determinable; and collectibility is reasonably assured. Customer purchase agreements and customer purchase
orders are generally used to determine the existence of an arrangement. Shipping documents and evidence of customer
acceptance, when applicable, are used to verify delivery. Ciena assesses whether the price is fixed or determinable
based on the payment terms associated with the transaction and whether the sales price is subject to refund or
adjustment. Ciena assesses collectibility based primarily on the creditworthiness of the customer as determined by
credit checks and analysis, as well as the customer s payment history. In instances where final acceptance of the
product, system, or solution is specified by the customer, revenue is deferred until all acceptance criteria have been

11



Edgar Filing: CIENA CORP - Form 10-Q

met. Revenue for maintenance services is generally deferred and recognized ratably over the period during which the
services are to be performed.
7
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Some of Ciena s communications networking equipment is integrated with software that is essential to the
functionality of the equipment. Accordingly, Ciena accounts for revenue in accordance with Statement of Position
No. 97-2, Software Revenue Recognition, (SOP 97-2) and all related interpretations. SOP 97-2 incorporates additional
guidance unique to software arrangements incorporated with general revenue recognition criteria, such as, revenue is
recognized when persuasive evidence of an arrangement exists, delivery has occurred, the fee is fixed or determinable,
and collectibility is probable. In instances where final acceptance of the product is specified by the customer, revenue
is deferred until all acceptance criteria have been met.

Arrangements with customers may include multiple deliverables, including any combination of equipment,
services and software. If multiple element arrangements include software or software-related elements, Ciena applies
the provisions of SOP 97-2 to determine the amount of the arrangement fee to be allocated to those separate units of
accounting. Multiple element arrangements that include software are separated into more than one unit of accounting
if the functionality of the delivered element(s) is not dependent on the undelivered element(s), there is vendor-specific
objective evidence of the fair value of the undelivered element(s), and general revenue recognition criteria related to
the delivered element(s) have been met. The amount of product and services revenue recognized is affected by Ciena s
judgments as to whether an arrangement includes multiple elements and, if so, whether vendor-specific objective
evidence of fair value exists. Changes to the elements in an arrangement and Ciena s ability to establish
vendor-specific objective evidence for those elements could affect the timing of revenue recognition. For all other
deliverables, Ciena applies the provisions of Emerging Issues Task Force (EITF) No. 00-21, Revenue Arrangements
with Multiple Deliverables. EITF 00-21 allows for separation of elements into more than one unit of accounting if the
delivered element(s) have value to the customer on a stand-alone basis, objective and reliable evidence of fair value
exists for the undelivered element(s), and delivery of the undelivered element(s) is probable and substantially in
Ciena s control. Revenue is allocated to each unit of accounting based on the relative fair value of each accounting unit
or using the residual method if objective evidence of fair value does not exist for the delivered element(s). The
revenue recognition criteria described above are applied to each separate unit of accounting. If these criteria are not
met, revenue is deferred until the criteria are met or the last element has been delivered.
Warranty Accruals

Ciena provides for the estimated costs to fulfill customer warranty obligations upon the recognition of the related
revenue. Estimated warranty costs include material costs, technical support labor costs and associated overhead. The
warranty liability is included in cost of goods sold and determined based upon actual warranty cost experience,
estimates of component failure rates and management s industry experience. Ciena s sales contracts do not permit the
right of return of product by the customer after the product has been accepted.
Accounts Receivable, Net

Ciena s allowance for doubtful accounts receivable is based on its assessment, on a specific identification basis, of
the collectibility of customer accounts. Ciena performs ongoing credit evaluations of its customers and generally has
not required collateral or other forms of security from its customers. In determining the appropriate balance for Ciena s
allowance for doubtful accounts receivable, management considers each individual customer account receivable in
order to determine collectibility. In doing so, management considers creditworthiness, payment history, account
activity and communication with such customer. If a customer s financial condition changes, Ciena may be required to
take a charge for an allowance for doubtful accounts receivable.
Research and Development

Ciena charges all research and development costs to expense as incurred. Types of expense incurred in research
and development include employee compensation, prototype, consulting, depreciation, facility costs and information
technologies.
Advertising Costs

Ciena expenses all advertising costs as incurred.
Legal Costs

Ciena expenses legal costs associated with litigation defense as incurred.

8
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Share-Based Compensation Expense

Ciena accounts for share-based compensation expense in accordance with SFAS 123(R), as interpreted by SAB
107. SFAS 123(R) requires the measurement and recognition of compensation expense for share-based awards based
on estimated fair values on the date of grant. Ciena estimates the fair value of each option-based award on the date of
grant using the Black-Scholes option-pricing model. This model is affected by Ciena s stock price as well as estimates
regarding a number of variables including expected stock price volatility over the term of the award and projected
employee stock option exercise behaviors. Ciena estimates the fair value of each share-based award on the fair value
of the underlying common stock on the date of grant. In each case, Ciena only recognizes expense to its consolidated
statement of operations for those options or shares that are expected ultimately to vest. Ciena uses two attribution
methods to record expense, the straight-line method for grants with only service-based vesting or the graded-vesting
method, which considers each performance period or tranche separately, for all other awards.

No tax benefits were attributed to the share-based compensation expense because a full valuation allowance was
maintained for all net deferred tax assets.

Income Taxes

Ciena adopted the provisions of FASB Interpretation (FIN) No. 48, Accounting for Uncertainty in Income Taxes,
an interpretation of Statement of Financial Accounting Standards No. 109, Accounting for Income Taxes, after the end
of fiscal 2007. The adoption of FIN 48 resulted in Ciena s recognition of a cumulative effect adjustment that was
accounted for as an increase of $0.1 million to retained earnings, a decrease of $0.1 million to income taxes payable
and the reclassification of $6.0 million from current income taxes payable to other long-term liabilities as of
November 4, 2007. The total amount of unrecognized tax benefits as of the beginning of fiscal 2008 was $6.0 million,
which includes $1.0 million of interest and some minor penalties. All of the unrecognized tax benefits, if recognized,
would decrease the effective income tax rate. During the nine months ended July 31, 2008, there has been no
significant change in the unrecognized tax benefits. Ciena has reviewed its uncertain income tax positions in
accordance with FIN 48 and currently estimates no material changes in the unrecognized income tax benefits in the
next twelve months.

Ciena historically classified interest and penalties related to unrecognized income tax benefits as a component of
income tax expense. With the adoption of FIN 48, Ciena is maintaining its historical method of accruing interest and
penalties associated with unrecognized tax benefits as a component of tax expense.

In the ordinary course of business, transactions occur for which the ultimate outcome may be uncertain. In
addition, tax authorities periodically audit Ciena s income tax returns. These audits examine significant tax filing
positions, including the timing and amounts of deductions and the allocation of income tax expenses among tax
jurisdictions. Ciena s major tax jurisdictions include the United States and the United Kingdom, with open tax years
beginning with fiscal year 2005 and 2002, respectively.

Loss Contingencies

Ciena is subject to the possibility of various losses arising in the ordinary course of business. These may relate to
disputes, litigation and other legal actions. Ciena considers the likelihood of loss or the incurrence of a liability, as
well as Ciena s ability to reasonably estimate the amount of loss, in determining loss contingencies. An estimated loss
contingency is accrued when it is probable that a liability has been incurred and the amount of loss can be reasonably
estimated. Ciena regularly evaluates current information available to it to determine whether any accruals should be
adjusted and whether new accruals are required.

Fair Value of Financial Instruments

The carrying amounts of Ciena s financial instruments, which include short-term and long-term investments in
marketable debt securities, accounts receivable, accounts payable, and other accrued expenses, approximate their fair
values due to their short maturities.

Foreign Currency Translation

Some of Ciena s foreign branch offices and subsidiaries use the U.S. dollar as their functional currency, because
Ciena, as the U.S. parent entity, exclusively funds the operations of these branch offices and subsidiaries with U.S.
dollars. For those subsidiaries using the local currency as their functional currency, assets and liabilities are translated
at exchange rates in effect at the balance sheet date, and the statement of operations is translated at a monthly average

14
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rate. Resulting translation adjustments are recorded directly to a separate component of stockholders equity. Where
the U.S. dollar is the functional currency, re-measurement adjustments are recorded in other income. The net gain
(loss) on foreign currency re-measurement and exchange rate changes is immaterial for separate financial statement
presentation.

9
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Computation of Basic Net Income per Common Share and Diluted Net Income per Dilutive Potential Common Share

Ciena calculates earnings per share (EPS) in accordance with the SFAS 128, Earnings per Share. This statement
requires dual presentation of basic and diluted EPS on the face of the income statement for entities with a complex
capital structure and requires a reconciliation of the numerator and denominator used for the basic and diluted EPS
computations.

Software Development Costs

SFAS 86, Accounting for the Costs of Computer Software to be Sold, Leased or Otherwise Marketed, requires the
capitalization of certain software development costs incurred subsequent to the date technological feasibility is
established and prior to the date the product is generally available for sale. The capitalized cost is then amortized
straight-line over the estimated product life. Ciena defines technological feasibility as being attained at the time a
working model is completed. To date, the period between achieving technological feasibility and the general
availability of such software has been short, and software development costs qualifying for capitalization have been
insignificant. Accordingly, Ciena has not capitalized any software development costs.

Segment Reporting

SFAS 131, Disclosures about Segments of an Enterprise and Related Information, establishes annual and interim
reporting standards for operating segments and requires certain disclosures about the products and services an entity
provides, the material countries in which it holds assets and reports revenue, and its major customers. Ciena reports its
financial results as a single business segment.

Newly Issued Accounting Standards

In September 2006, the FASB issued SFAS 157, Fair Value Measurements. SFAS 157 defines fair value,
establishes a framework for measuring fair value under generally accepted accounting principles, and expands
disclosures about fair value measurements. SFAS 157 is effective for fiscal years beginning after November 15, 2007,
and interim periods within those fiscal years. Ciena is currently evaluating the impact the adoption of this statement
could have on its financial condition, results of operations and cash flows.

In February 2008, the FASB issued FASB Staff Position 157-1, Application of FASB Statement No. 157 to FASB
Statement No. 13 and Other Accounting Pronouncements That Address Fair Value Measurements for Purposes of
Lease Classification or Measurement under Statement 13. This staff position amends SFAS 157 to remove certain
leasing transactions from its scope. Also in February 2008 the FASB issued FASB Staff Position 157-2 Effective Date
of FASB Statement No. 157. This staff position delays the effective date of SFAS 157 for all non-financial assets and
non-financial liabilities, except for items that are recognized or disclosed at fair value in the financial statements on a
recurring basis (at least annually), until fiscal years beginning after November 15, 2008. Ciena is currently evaluating
the impact the adoption of these staff positions could have on its financial condition, results of operations and cash
flows.

In February 2007, the FASB issued SFAS 159, The Fair Value Option for Financial Assets and Financial
Liabilities Including an Amendment of FASB Statement No. 115. SFAS 159 permits an entity to measure many
financial instruments and certain other items at fair value that are not currently required to be measured at fair value.
Entities that elect the fair value option will report unrealized gains and losses in earnings at each subsequent reporting
date. SFAS 159 is effective for fiscal years beginning after November 15, 2007. Ciena is currently evaluating the
impact the adoption of this statement could have on its financial condition, results of operations and cash flows.

In June 2007, the FASB ratified EITF 07-3, Accounting for Nonrefundable Advance Payments for Goods or
Services Received for Use in Future Research and Development Activities. EITF 07-3 requires nonrefundable
advance payments for goods or services that will be used or rendered for future research and development activities to
be deferred and capitalized. Such amounts should be recognized as an expense as the related goods are delivered or
the related services are performed. If an entity does not expect the goods to be delivered or services to be rendered, the
capitalized advance payment should be charged to expense. EITF 07-3 is effective for fiscal years beginning after
December 15, 2007, and interim periods within those fiscal years. Earlier application is not permitted. Ciena is
currently evaluating the impact the adoption of this statement could have on its financial condition, results of
operations and cash flows.

10
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In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial
Statements an amendment of ARB No. 51. SFAS 160 requires all entities to report noncontrolling (minority) interests
in subsidiaries as equity in the consolidated financial statements. This Statement is effective for fiscal years, and
interim periods within those fiscal years, beginning on or after December 15, 2008. Earlier adoption is prohibited.
Ciena is currently evaluating the impact the adoption of this statement could have on its financial condition, results of
operations and cash flows.

In December 2007, the FASB issued SFAS 141(R), a revised version of SFAS 141, Business Combinations. The
revision is intended to simplify existing guidance and converge rulemaking under U.S. generally accepted accounting
principles (GAAP) with international accounting rules. This statement applies prospectively to business combinations
where the acquisition date is on or after the beginning of the first annual reporting period beginning on or after
December 15, 2008. An entity may not apply it before that date. Ciena is currently evaluating the impact the adoption
of this statement could have on its financial condition, results of operations and cash flows. Its effect will depend on
the nature and significance of any acquisitions subject to this statement.

In March 2008, the FASB issued SFAS 161, Disclosures about Derivative Instruments and Hedging Activities, an
amendment of FASB Statement No. 133. SFAS 161 requires additional disclosures about the objectives of using
derivative instruments, the method by which the derivative instruments and related hedged items are accounted for
under FASB Statement No.133 and its related interpretations, and the effect of derivative instruments and related
hedged items on financial position, financial performance, and cash flows. SFAS 161 also requires disclosure of the
fair values of derivative instruments and their gains and losses in a tabular format. SFAS 161 is effective for financial
statements issued for fiscal years and interim periods beginning after November 15, 2008, with early adoption
encouraged. Ciena is currently evaluating the impact the adoption of this statement could have on its financial
condition, results of operations and cash flows.

In May 2008, the FASB issued SFAS 162, The Hierarchy of Generally Accepted Accounting Principles. SFAS 162
identifies the sources of accounting principles and the framework for selecting the accounting principles to be used.
Any effect of applying the provisions of this statement will be reported as a change in accounting principle in
accordance with SFAS No. 154, Accounting Changes and Error Corrections. This Statement is effective 60 days
following the SEC s approval of the Public Company Accounting Oversight Board amendments to AU Section 411,

The Meaning of Present Fairly in Conformity With Generally Accepted Accounting Principles. Ciena does not expect
the adoption of this statement to have a material effect on its financial condition, results of operations and cash flows.

In April 2008, the FASB issued FASB Staff Position No. FAS 142-3, Determination of the Useful Life of
Intangible Assets, which amends the factors that should be considered in developing renewal or extension
assumptions used to determine the useful life of a recognized intangible asset under FASB Statement No. 142,

Goodwill and Other Intangible Assets. This pronouncement requires enhanced disclosures concerning a company s
treatment of costs incurred to renew or extend the term of a recognized intangible asset. FSP 142-3 is effective for
fiscal years beginning after December 15, 2008. Ciena is currently evaluating the impact the adoption of this statement
could have on its financial condition, results of operations and cash flows.

In May 2008, the FASB issued Staff Position No. APB 14-1, Accounting for Convertible Debt Instruments that
May be Settled in Cash Upon Conversion. APB 14-1 requires that the liability and equity components of convertible
debt instruments that may be settled in cash upon conversion (including partial cash settlement) be separately
accounted for in a manner that reflects an issuer s nonconvertible debt borrowing rate. The resulting debt discount is
amortized over the period the convertible debt is expected to be outstanding as additional non-cash interest expense.
APB 14-1 is effective for financial statements issued for fiscal years beginning after December 15, 2008, and interim
periods within those fiscal years. Retrospective application to all periods presented is required except for instruments
that were not outstanding during any of the periods that will be presented in the annual financial statements for the
period of adoption but were outstanding during an earlier period. Ciena is currently evaluating the impact of the
adoption of this position could have on its financial condition, results of operations and cash flows.

(3) BUSINESS COMBINATIONS

On March 3, 2008, Ciena completed its acquisition of World Wide Packets, Inc. ( World Wide Packets or WWP )

pursuant to the terms of an Agreement and Plan of Merger dated January 22, 2008 (the Merger Agreement ) by and
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among Ciena, World Wide Packets, Wolverine Acquisition Subsidiary, Inc., a wholly owned subsidiary of Ciena
( Merger Sub ), and Daniel Reiner, as shareholders representative. Pursuant to the Merger Agreement, on March 3,
2008, Merger Sub was merged with and into World Wide Packets, with World Wide Packets continuing as the
surviving corporation and a wholly owned subsidiary of Ciena. World Wide Packets is a supplier of communications
network equipment that enables the cost-effective delivery of a wide variety of carrier Ethernet-based services. Prior
to the acquisition, World Wide Packets was a privately held company. Ciena s results of operations for the nine months
ended July 31, 2008 in this report include the operations of World Wide Packets beginning on March 3, 2008, the
effective date of the acquisition.

11
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Upon the closing of the acquisition, all of the outstanding shares of World Wide Packets common stock and
preferred stock were exchanged for approximately 2.5 million shares of Ciena common stock and approximately
$196.7 million in cash. Of this amount, $20.0 million in cash and 340,000 shares of Ciena common stock were placed
into escrow for a period of one year as security for the indemnification obligations of World Wide Packets
shareholders under the Merger Agreement. Upon the closing, Ciena also assumed all then outstanding World Wide
Packets options and exchanged them for options to acquire approximately 0.9 million shares of Ciena common stock.
Under the Merger Agreement, Ciena also agreed to indemnify certain officers and directors of World Wide Packets
against third-party claims arising out of their employment relationship. Ciena has determined the fair value of this
indemnification obligation to be insignificant.

The following table summarizes the purchase price for the acquisition (in thousands):

Amount
Cash $ 196,668
Acquisition-related costs 14,184
Value of common stock issued 62,359
Fair value of vested options assumed 9,912
Total purchase price $ 283,123

The value of Ciena common stock issued in the acquisition was based on the average closing price of Ciena s
common stock for the two trading days prior to, the date of, and the two trading days after the announcement of the
acquisition. The fair value of the vested options assumed was determined using the Black-Scholes option-pricing
model.

The acquisition has been accounted for under the purchase method of accounting which requires the total purchase
price to be allocated to the acquired assets and assumed liabilities based on their estimated fair values. The purchase
price in excess of the amounts assigned to acquired tangible or intangible assets and assumed liabilities is recognized
as goodwill. Amounts allocated to goodwill are not tax deductible. As set forth below, Ciena recorded acquired,
finite-lived intangible assets related to developed technology, covenants not to compete, and customer relationships,
outstanding purchase orders and contracts. The following table summarizes the allocation of the acquisition purchase
price based on the estimated fair value of the acquired assets and assumed liabilities (in thousands):

Amount
Cash $ 836
Accounts receivable 2,052
Inventory 12,872
Equipment, furniture and fixtures 2,739
Other tangible assets 2,001
Developed technology 42,400
Covenants not to compete 3,200
Customer relationships, outstanding purchase orders and contracts 19,100
Goodwill 223,706
Accounts payable, accrued liabilities and deferred revenue (13,420)
Promissory notes and loans payable (12,363)
Total purchase price allocation $ 283,123

Under purchase accounting rules, Ciena revalued the acquired finished goods inventory to fair value, which is
defined as the estimated selling price less the sum of (a) costs of disposal, and (b) a reasonable profit allowance for
Ciena s selling effort. This revaluation resulted in an increase in inventory carrying value of approximately
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$5.3 million for marketable inventory slightly offset by a decrease of $0.7 million for unmarketable inventory.
Developed technology represents purchased technology which has reached technological feasibility and for which
World Wide Packets had substantially completed development as of the date of acquisition. Fair value is determined
using future discounted cash flows related to the projected income stream of the developed technology for a discrete
projection period. Cash flows are discounted to their present value. Developed technology will be amortized on a
straight line basis over its estimated useful life of 4 years to 6 years.
12
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Covenants not to compete represent agreements entered into with key employees of World Wide Packets.
Covenants not to compete will be amortized on a straight line basis over estimated useful lives of 3.5 years.

Customer relationships, outstanding purchase orders and contracts represent agreements with existing World Wide
Packets customers are expected to have estimated useful lives of 4 months to 6 years.

The following unaudited pro forma financial information summarizes the results of operations for the periods
indicated as if Ciena s acquisition of World Wide Packets had been completed as of the beginning of each of the
periods presented. These pro forma amounts (in thousands, except per share data) do not purport to be indicative of
the results that would have actually been obtained if the acquisition occurred as of the beginning of the periods
presented or that may be obtained in the future.

Quarter Ended July 31, Nine Months Ended July 31,
2007 2008 2007 2008
Pro forma revenue $ 210,774 $ 253,179 $ 577,857 $ 729,444
Pro forma net income $ 18,120 $ 11,723 $ 19,707 $ 46,192
Pro forma basic net income per common share $ 0.21 $ 0.13 $ 0.22 $ 0.52
Pro forma diluted net income per potential
common share $ 0.19 $ 0.12 $ 0.22 $ 0.46

(4) RESTRUCTURING COSTS

Ciena has previously taken actions to align its workforce, facilities and operating costs with perceived market and
business opportunities. Ciena historically has committed to a restructuring plan and has incurred the associated
liability concurrently in accordance with the provisions of SFAS 146, Accounting for Costs Associated with Exit or
Disposal Activities. The following table sets forth the activity and balances of the restructuring liability accounts for
the nine months ended July 31, 2008 (in thousands):

Consolidation
of excess
facilities

Balance at October 31, 2007 $ 4,688
Cash payments (651)
Balance at July 31, 2008 $ 4,037
Current restructuring liabilities $ 687
Non-current restructuring liabilities $ 3,350

The following table sets forth the activity and balances of the restructuring liability accounts for the nine months
ended July 31, 2007 (in thousands):

Consolidation
of excess
Workforce
reduction facilities Total
Balance at October 31, 2006 $ $ 35,634 $ 35,634
Additional liability recorded 72 (a) 72
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Adjustment to previous estimates

Cash payments
Balance at July 31, 2007

Current restructuring liabilities

Non-current restructuring liabilities

(a) During the first
quarter of fiscal
2007, Ciena
recorded a
charge of
$0.1 million
related to other
costs associated
with a previous
workforce
reduction.

(b) During the first
quarter of fiscal
2007, Ciena
recorded an
adjustment of
$0.5 million
related to costs
associated with
previously
restructured
facilities.
During the
second quarter
of fiscal 2007,
Ciena recorded
an adjustment of
$0.8 million
related to its
return to use of
a facility that
had been
previously
restructured.
During the third
quarter of fiscal
2007, Ciena
recorded an
adjustment of
$1.2 million
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(72)
$ $
$ $
$ $

(2,468) (b)
(4,814)

28,352
7,164

21,188

(2,468)
(4,886)

28,352
7,164

21,188
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primarily related
to its return to
use of a facility
that had been
previously
restructured.
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(5) MARKETABLE DEBT SECURITIES
As of the dates indicated, short-term and long-term investments in marketable debt securities are comprised of the
following (in thousands):

July 31, 2008

Gross Gross Estimated
Unrealized Unrealized Fair
Amortized
Cost Gains Losses Value

Corporate bonds $ 25,392 $ 5 $ 46 $ 25,351
Asset backed obligations 19,121 62 8 19,175
Commercial paper 60,682 29 60,653
US government obligations 100,703 95 8 100,790
Certificate of deposits 7,000 4 7,004

$212,898 $ 166 $ 91 $ 212,973
Included in short-term investments 155,786 84 52 155,818
Included in long-term investments 57,112 82 39 57,155

$212,898 $ 166 $ 91 $ 212,973

October 31, 2007
Gross Gross Estimated
Unrealized Unrealized Fair
Amortized
Cost Gains Losses Value

Corporate bonds $258,904 $ 252 $ 42 $ 259,114
Asset backed obligations 121,274 136 44 121,366
Commercial paper 198,407 198,407
US government obligations 31,186 55 31,241
Certificate of deposits 246,003 246,003

$855,774 $ 443 $ 86 $ 856,131
Included in short-term investments 821,828 443 86 822,185
Included in long-term investments 33,946 33,946

$855,774 $ 443 $ 86 $ 856,131

Estimated fair value of commercial paper at October 31, 2007 and July 31, 2008 includes investments in SIV
Portfolio plc (formerly known as Cheyne Finance plc) and Rhinebridge LLC, two structured investment vehicles
(SIVs) that entered into receivership during the fourth quarter of fiscal 2007 and failed to make payment at maturity.
Due to the mortgage-related assets that they hold, these entities have been exposed to adverse market conditions that
have affected their collateral and their ability to access short-term funding. Based on Ciena s assessment of fair value,
as of October 31, 2007, Ciena recognized losses of $13.0 million related to these investments during the fourth quarter
of fiscal 2007. Giving effect to these losses, Ciena s investment portfolio at October 31, 2007 included an estimated
fair value of $33.9 million in commercial paper issued by these entities. At July 31, 2008, based on the completed
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restructuring activities of these SIVs, the carrying value of the commercial paper issued was $8.4 million, with the
reduction reflecting $20.4 million of cash proceeds and an additional $5.1 million recognized loss during the third
quarter of fiscal 2008. Subsequent to the end of the third quarter of fiscal 2008, Ciena received additional cash
proceeds totaling $8.2 million related to these SIVs.

14
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Gross unrealized losses related to marketable debt investments were primarily due to changes in interest rates.
Ciena s management has determined that the gross unrealized losses at July 31, 2008 are temporary in nature because
Ciena has the ability and intent to hold these investments until a recovery of fair value, which may be maturity. As of
the dates indicated, gross unrealized losses were as follows (in thousands):

July 31, 2008

Unrealized Losses Less Unrealized Losses 12
Than 12 Months Months or Greater Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair

Losses Fair Value Losses Value Losses Fair Value
Corporate bonds $ 46 $ 17,509 $ $ $ 46 $ 17,509
Asset backed obligations 1 3,200 7 1,235 8 4,435
Commercial paper 60 170,358 60 170,358
US government obligations 8 32,761 8 32,761
Certificates of deposit 13,000 13,000

$ 115 $ 236,828 $ 7 $ 1,235 $ 122 $ 238,063

October 31, 2007

Unrealized Losses Less Unrealized Losses 12
Than 12 Months Months or Greater Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Losses Fair Value Losses Fair Value Losses Fair Value
Corporate bonds $ 41 $ 50,152 $ 1 $ 2,999 $ 42 $ 53,151
Asset backed obligations 7 6,140 37 22,923 44 29,063

$ 48 $ 56,292 $ 38 $ 25922 $ 86 $ 82214

The following table summarizes final legal maturities of debt investments at July 31, 2008 (in thousands):

Amortized Estimated Fair
Cost Value
Less than one year $ 289,609 $ 289,561
Due in 1-2 years 66,425 66,463
Due in 2-3 years 10,678 10,731
$ 366,712 $ 366,755

(6) ACCOUNTS RECEIVABLE

As of July 31, 2008, three customers accounted for 28.5%, 15.1% and 14.7% of net accounts receivable,
respectively. As of October 31, 2007, one customer accounted for 40.1% of net accounts receivable.

Ciena s allowance for doubtful accounts as of October 31, 2007 and July 31, 2008 was $0.1 million.
(7) INVENTORIES

As of the dates indicated, inventories are comprised of the following (in thousands):
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Raw materials
Work-in-process
Finished goods

Provision for excess and obsolescence
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October 31,
2007

$ 28,611

4,123

96,054

128,788
(26,170)

$ 102,618

15

$

$

July 31,
2008
20,088
2,257
106,918

129,263
(22,920)

106,343
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Ciena writes down its inventory for estimated obsolescence or unmarketable inventory equal to the difference
between the cost of inventory and the estimated market value based on assumptions about future demand and market
conditions. During the first nine months of fiscal 2008, Ciena recorded a provision for excess and obsolete inventory
of $13.8 million, primarily related to changes in forecasted sales for certain products. Deductions from the provision
for excess and obsolete inventory generally relate to disposal activities. The following table summarizes the activity in
Ciena s reserve for excess and obsolete inventory for the period indicated (in thousands):

Inventory
Reserve
Reserve for balance as of October 31, 2007 $ 26,170
Provision for excess inventory 13,841
Actual inventory disposed (17,091)
Reserve balance as of July 31, 2008 $ 22,920

During the first nine months of fiscal 2007, Ciena recorded a provision for excess and obsolete inventory of
$8.9 million, primarily related to changes in forecasted sales for certain products. Deductions from the provision for
excess and obsolete inventory generally relate to disposal activities. The following table summarizes the activity in
Ciena s reserve for excess and obsolete inventory for the period indicated (in thousands):

Inventory
Reserve
Balance as of October 31, 2006 $ 22,326
Provision for excess inventory, net 8,860
Actual inventory disposed (7,055)
Balance as of July 31, 2007 $ 24,131
(8) PREPAID EXPENSES AND OTHER
As of the dates indicated, prepaid expenses and other are comprised of the following (in thousands):
October 31, July 31,
2007 2008

Interest receivable $ 4981 $ 1,191
Prepaid VAT and other taxes 18,092 17,072
Deferred deployment expense 6,237 6,050
Prepaid expenses 10,724 12,700
Restricted cash 3,994 248
Other non-trade receivables 3,789 1,363

$ 47,817 $38,624

(9) EQUIPMENT, FURNITURE AND FIXTURES
As of the dates indicated, equipment, furniture and fixtures are comprised of the following (in thousands):

October 31, July 31,
2007 2008
Equipment, furniture and fixtures $ 269,534 $ 287,189
Leasehold improvements 37,249 41,300
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Accumulated depreciation and amortization

16

$

306,783
(260,112)

46,671

$

328,489
(269,766)

58,723
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(10) OTHER INTANGIBLE ASSETS

As of the dates indicated, other intangible assets are comprised of the following (in thousands):

October 31, July 31,
2007 2008
Gross Accumulated Net Gross Accumulated Net
Intangible Amortization  Intangible Intangible Amortization Intangible

Developed technology $ 145,073  $ (104,822) $ 40,251 $ 187473 $ (123,563) $ 63,910
Patents and licenses 47,370 (31,708) 15,662 47,370 (36,391) 10,979
Customer
relationships,
covenants not to
compete, outstanding
purchase orders and
contracts 45,981 (34,750) 11,231 68,281 (40,908) 27,373

$ 238,424 $ 67,144 § 303,124 $ 102,262

The aggregate amortization expense of other intangible assets was $7.3 million and $10.7 million for the quarters
ended July 31, 2007 and 2008, respectively. The aggregate amortization expense of other intangible assets was
$21.8 million and $27.9 million for the first nine months of fiscal 2007 and 2008, respectively. During fiscal 2008,
developed technology increased by $42.4 million and customer relationships, covenants not to compete, outstanding
purchase order and contracts increased by $22.3 million due to Ciena s acquisition of World Wide Packets. See Note 3
above. Accumulated amortization at July 31, 2008 reflects a $1.6 million decrease due to the release of valuation
allowance of deferred tax assets from prior acquisitions. Expected future amortization of other intangible assets for the
fiscal years indicated is as follows (in thousands):

Period ended October 31,

2008 (remaining three months) $ 10,014
2009 31,228
2010 28,073
2011 13,852
2012 9,473
Thereafter 9,622

$ 102,262
(11) OTHER BALANCE SHEET DETAILS

As of the dates indicated, other long-term assets are comprised of the following (in thousands):
October 31, July 31,
2007 2008

Maintenance spares inventory, net $ 20,816 $ 27,818
Deferred debt issuance costs 18,059 15,737
Investments in privately held companies 6,671 6,671
Restricted cash 19,499 21,825
Other 2,693 3,757
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$ 67,738 $ 75,808

Deferred debt issuance costs are amortized using the straight line method which approximates the effect of the
effective interest rate method. Amortization of debt issuance costs, which is included in interest expense, was
$2.8 million and $2.3 million during the first nine months of fiscal 2007 and fiscal 2008, respectively.

As of the dates indicated, accrued liabilities are comprised of the following (in thousands):

October 31, July 31,
2007 2008
Warranty $ 33,580 $ 36,362
Accrued compensation, payroll related tax and benefits 32,053 34,236
Accrued interest payable 6,998 781
Other 18,291 19,498

$ 90,922 $ 90,877
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The following table summarizes the activity in Ciena s accrued warranty for the fiscal periods indicated (in
thousands):

Nine months ended Beginning Balance at
July 31, Balance Provisions Settlements end of period
2007 $ 31,751 8,910 (8,126) $ 32,535
2008 $ 33,580 11,234 (8,452) $ 36,362
As of the dates indicated, deferred revenue is comprised of the following (in thousands):
October 31, July 31,
2007 2008
Products $ 13,208 $ 12,441
Services 50,432 63,924
63,640 76,365
Less current portion (33,025) (37,896)
Long-term deferred revenue $ 30,615 $ 38,469

(12) CONVERTIBLE NOTES PAYABLE
Ciena 3.75% Convertible Notes, due February 1, 2008

During the first quarter of fiscal 2008, Ciena paid at maturity the remaining $542.3 million in aggregate principal
amount on its 3.75% convertible notes. All of the notes were retired without conversion into common stock.
0.25% Convertible Senior Notes due May 1, 2013

On April 10, 2006, Ciena completed a public offering of 0.25% Convertible Senior Notes due May 1, 2013, in
aggregate principal amount of $300.0 million. Interest is payable on May 1 and November 1 of each year. The notes
are senior unsecured obligations of Ciena and rank equally with all of Ciena s other existing and future senior
unsecured debt.

At the election of the holder, notes may be converted prior to maturity into shares of Ciena common stock at the
initial conversion rate of 25.3001 shares per $1,000 in principal amount, which is equivalent to an initial conversion
price of $39.5255 per share. The notes may not be redeemed by Ciena prior to May 5, 2009. At any time on or after
May 5, 2009, if the closing sale price of Ciena s common stock for at least 20 trading days in any 30 consecutive
trading day period ending on the date one day prior to the date of the notice of redemption exceeds 130% of the
conversion price, Ciena may redeem the notes in whole or in part, at a redemption price in cash equal to the principal
amount to be redeemed, plus accrued and unpaid interest.

If Ciena undergoes a fundamental change (as that term is defined in the indenture governing the notes to include
certain change in control transactions), holders of notes will have the right, subject to certain exemptions, to require
Ciena to purchase for cash any or all of their notes at a price equal to the principal amount, plus accrued and unpaid
interest. If the holder elects to convert his or her notes in connection with a specified fundamental change, in certain
circumstances, Ciena will be required to increase the applicable conversion rate, depending on the price paid per share
for Ciena common stock and the effective date of the fundamental change transaction.

Ciena used approximately $28.5 million of the net proceeds of this offering to purchase a call spread option on its
common stock that is intended to limit exposure to potential dilution from the conversion of the notes. See Note 14
below for a description of this call spread option.

The fair value of the outstanding $300.0 million in aggregate principal amount of 0.25% convertible senior notes
was $234.8 million, based on the quoted market price for the notes on the last trading day of Ciena s third quarter of
fiscal 2008.

0.875% Convertible Senior Notes due June 15, 2017
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On June 11, 2007, Ciena completed a public offering of 0.875% Convertible Senior Notes due June 15, 2017, in
aggregate principal amount of $500.0 million. Interest is payable on June 15 and December 15 of each year. The notes
are senior unsecured obligations of Ciena and rank equally with all of Ciena s other existing and future senior
unsecured debt.
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At the election of the holder, notes may be converted prior to maturity into shares of Ciena common stock at the
initial conversion rate of 26.2154 shares per $1,000 in principal amount, which is equivalent to an initial conversion
price of approximately $38.15 per share. The notes are not redeemable by Ciena prior to maturity.

If Ciena undergoes a fundamental change (as that term is defined in the indenture governing the notes to include
certain change in control transactions), holders of notes will have the right, subject to certain exemptions, to require
Ciena to purchase for cash any or all of their notes at a price equal to the principal amount, plus accrued and unpaid
interest. If the holder elects to convert his or her notes in connection with a specified fundamental change, in certain
circumstances, Ciena will be required to increase the applicable conversion rate, depending on the price paid per share
for Ciena common stock and the effective date of the fundamental change transaction.

Ciena used approximately $42.5 million of the net proceeds of this offering to purchase a call spread option on its
common stock that is intended to limit exposure to potential dilution from conversion of the notes. See Note 14 below
for a description of this call spread option.

The fair value of the outstanding $500.0 million in aggregate principal amount of 0.875% convertible senior notes
was $389.5 million, based on the quoted market price for the notes on the last trading day of Ciena s third quarter of
fiscal 2008.

(13) INCOME PER SHARE CALCULATION

The following table (in thousands except per share amounts) is a reconciliation of the numerator and denominator
of the basic net income per common share ( Basic EPS ) and the diluted net income per dilutive potential common
share ( Diluted EPS ). Basic EPS is computed using the weighted average number of common shares outstanding.
Diluted EPS is computed using the weighted average number of (i) common shares outstanding, (ii) shares issuable
upon vesting of restricted stock units, (iii) shares issuable upon exercise of outstanding stock options, employee stock
purchase plan options and warrants using the treasury stock method; and (iv) shares underlying the 0.25% and 0.875%
convertible senior notes.

Numerator
Nine Months Ended July
Quarter Ended July 31, 31,
2007 2008 2007 2008
Net income $28,312 $11,723 $ 52,378 $ 64,290
Add: Interest expense for 0.25% convertible senior
notes 469 467 1,408 1,408
Add: Interest expense for 0.875% convertible senior
notes 783 1,388 783 4,123
Net income used to calculate Diluted EPS $29,564 $13,578 $ 54,569 $ 69,821
Denominator
Nine Months Ended July
Quarter Ended July 31, 31,
2007 2008 2007 2008
Basic weighted average shares outstanding 85,651 90,216 85,268 88,871
Add: Shares underlying outstanding stock options,
employees stock purchase plan options, warrants and
restricted stock units 1,482 767 1,066 1,085
Add: Shares underlying 0.25% convertible senior
notes 7,590 7,590 7,590 7,590
Add: Shares underlying 0.875% convertible senior
notes 6,845 13,108 2,265 13,108
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Dilutive weighted average shares outstanding 101,568 111,681 96,189 110,654
EPS
Quarter Ended July Nine Months Ended July
31, 31,
2007 2008 2007 2008
Basic EPS $ 033 $ 0.13 $ 0.6l $ 072
Diluted EPS $ 0.29 $ 0.12 $ 057 $ 063

Explanation of Shares Excluded due to Anti-Dilutive Effect

For the periods indicated below, the weighted average number of shares set forth in the table below, underlying
outstanding stock options, employee stock purchase plan options, restricted stock units, and warrants, is considered
anti- dilutive because the exercise price of these equity awards is greater than the average per share closing price on
the NASDAQ Stock Market during this period. In addition, the weighted average number of shares underlying Ciena s
previously outstanding 3.75% convertible notes, are considered anti-dilutive pursuant to SFAS 128 because the related
interest expense on a per common share if converted basis exceeds Basic EPS for the period.
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The following table summarizes the shares excluded from the calculation of the denominator for Basic and Diluted
EPS due to their anti-dilutive effect for the periods indicated (in thousands):
Shares excluded from EPS Denominator due to anti-dilutive effect

Nine Months Ended July
Quarter Ended July 31, 31,
2007 2008 2007 2008
Shares underlying stock options, restricted stock
units and warrants 3,087 5,484 4,114 4,816
3.75% convertible notes 742 742 243
Total excluded due to anti-dilutive effect 3,829 5,484 4,856 5,059

(14) STOCKHOLDERS EQUITY
Call Spread Option

Ciena holds two call spread options on its common stock relating to the shares issuable upon conversion of two
issues of its convertible notes. These call spread options are designed to mitigate exposure to potential dilution from
the conversion of the notes. Ciena purchased a call spread option relating to the 0.25% Convertible Senior Notes due
May 1, 2013 for $28.5 million during the second quarter of fiscal 2006. Ciena purchased a call spread option relating
to the 0.875% Convertible Senior Notes due June 15, 2017 for $42.5 million during the third quarter of fiscal 2007. In
each case, the call spread options were purchased at the time of the notes offering from an affiliate of the underwriter.
The cost of each call spread option was recorded as a reduction in paid-in capital. For deductions associated with
Ciena s equity compensation, credits to paid-in capital will be recorded when those tax benefits are used to reduce
taxes payable.

Each call spread option is exercisable, upon maturity of the relevant issue of convertible notes, for such number of
shares of Ciena common stock issuable upon conversion of that series of notes in full. Each call spread option has a

lower strike price equal to the conversion price for the notes and a higher strike price that serves to cap the amount of

dilution protection provided. At its election, Ciena can exercise the call spread options on a net cash basis or a net
share basis. The value of the consideration of a net share settlement will be equal to the value upon a net cash
settlement and can range from $0, if the market price per share of Ciena common stock upon exercise is equal to or
below the lower strike price, to approximately $45.7 million (in the case of the April 2006 call spread option) or
approximately $76.1 million (in the case of the June 2007 call spread), if the market price per share of Ciena common
stock upon exercise is at or above the higher strike price. If the market price on the date of exercise is between the
lower strike price and the higher strike price, in lieu of a net settlement, Ciena may elect to receive the full number of
shares underlying the call spread option by paying the aggregate option exercise price, which is equal to the original
principal outstanding on that series of notes. Should there be an early unwind of the call spread option, the amount of
cash or shares to be received by Ciena will depend upon the existing overall market conditions, and on Ciena s stock
price, the volatility of Ciena s stock and the remaining term of the call spread option. The number of shares subject to
the call spread options and the lower and higher strike prices are subject to customary adjustments.
(15) SHARE-BASED COMPENSATION EXPENSE

Ciena has outstanding equity awards issued under its legacy equity plans and equity plans assumed as a result of
previous acquisitions. In connection with its acquisition of World Wide Packets during the second quarter of fiscal
2008, Ciena assumed the World Wide Packets, Inc. 2000 Stock Incentive Plan and exchanged outstanding options at
closing for options to acquire approximately 0.9 million shares of Ciena common stock. Ciena will make future equity
awards exclusively from the 2008 Omnibus Incentive Plan and 2003 Employee Stock Purchase Plan described below.
Ciena Corporation 2008 Omnibus Incentive Plan

The 2008 Omnibus Incentive Plan (the 2008 Plan ) was approved by Ciena s Board of Directors on December 12,
2007 and became effective upon the approval of Ciena s shareholders on March 26, 2008. The 2008 Plan has a ten year
term. The 2008 Plan reserves eight million shares of common stock for issuance, subject to increase from time to time
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by the number of shares: (i) subject to outstanding awards granted under Ciena s prior equity compensation plans that

terminate without delivery of any stock (to the extent such shares would have been available for issuance under such

prior plan), and (ii) subject to awards assumed or substituted in connection with the acquisition of another company.
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The 2008 Plan authorizes the issuance of awards including stock options, restricted stock units (RSUs), restricted
stock, unrestricted stock, stock appreciation rights (SARs) and other equity and/or cash performance incentive awards
to employees, directors, and consultants of Ciena. Subject to certain restrictions, the Compensation Committee of the
Board of Directors has broad discretion to establish the terms and conditions for awards under the 2008 Plan,
including the number of shares, vesting conditions and the required service or performance criteria. Options and SARs
have a maximum term of ten years and their exercise price may not be less than 100% of fair market value on the date
of grant. Repricing of stock options and SARs is prohibited without shareholder approval. Each share subject to an
award other than stock options or SARs will reduce the number of shares available for issuance under the 2008 Plan
by 1.6 shares. Certain change in control transactions may cause awards granted under the 2008 Plan to vest, unless the
awards are continued or substituted for in connection with the transaction. As of July 31, 2008, there were 7.8 million
shares authorized and available for issuance under the 2008 Plan.

Stock Options

Outstanding stock option awards to employees are generally subject to service-based vesting restrictions and vest
incrementally over a four-year period. The following table is a summary of Ciena s stock option activity for the periods
indicated (shares in thousands):

Weighted

Options Average

Exercise
Outstanding Price
Balance as of October 31, 2007 5,871 53.67
Granted 607 32.32
Assumed 934 7.50
Exercised (617) 7.46
Canceled (331) 55.99
Balance as of July 31, 2008 6,464 $ 49.28

The total intrinsic value of options exercised during the first nine months of fiscal 2007 and fiscal 2008, was
$9.1 million and $14.2 million, respectively. The weighted average fair value of each stock option granted by Ciena in
the first nine months of fiscal 2007 and 2008 was $16.31 and $16.24, respectively.

The following table summarizes information with respect to stock options outstanding at July 31, 2008, based on
Ciena s closing stock price of $19.89 per share on the last trading day of Ciena s third quarter of fiscal 2008 (shares and
intrinsic value in thousands):

Options Outstanding at July 31, 2008 Vested Options at July 31, 2008
Weighted Weighted
Average Average
Remaining Weighted Remaining Weighted
Range of Number Contractual Average Aggregate Number Contractual Average Aggregate
Exercise of Life Exercise  Intrinsic of Life Exercise  Intrinsic
Price Shares  (Years) Price Value Shares  (Years) Price Value
$ 001-% 16.52 868 719 $ 965 $ 8,893 462 6.69 $ 1077 $ 4215
$ 1653-% 17.43 550 6.81 17.21 1,477 390 6.69 17.15 1,069
$ 1744-% 22.96 524 6.58 21.91 41 429 5.98 21.98 35
$ 2297-% 31.71 1,719 6.43 29.44 1,166 5.25 30.07
$ 31.72-% 46.97 1,127 7.37 39.38 594 5.63 40.69
$ 4698-% 83.13 707 3.68 60.23 707 3.68 60.23
$ 83.14-% 1,046.50 969 2.51 156.50 969 2.51 156.50
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Assumptions for Option-Based Awards under SFAS 123(R)

Ciena recognizes the fair value of service-based options as stock-based compensation expense on a straight-line
basis over the requisite service period. Ciena estimates the fair value of each option award on the date of grant using
the Black-Scholes option-pricing model, with the following weighted average assumptions:

Quarter Ended July 31, Nine Months Ended July 31,
2007 2008 2007 2008
Expected volatility 55.8% 53.0% 55.8% 53.0%
Risk-free interest rate 4.8% -5.1% 3.4% - 3.7% 4.4% -5.1% 2.7% - 3.7%
Expected life (years) 6.0-6.1 5.1-53 6.0-6.1 5.1-53
Expected dividend yield 0.0% 0.0% 0.0% 0.0%

Consistent with SFAS 123(R) and SAB 107, Ciena considered the implied volatility and historical volatility of its
stock price in determining its expected volatility, and, finding both to be equally reliable, determined that a
combination of both would result in the best estimate of expected volatility.

The risk-free interest rate assumption is based upon observed interest rates appropriate for the term of Ciena s
employee stock options.

The expected life of employee stock options represents the weighted-average period the stock options are expected
to remain outstanding. Because Ciena considered its options to be plain vanilla, it calculated the expected term using
the simplified method as prescribed in SAB 107 for fiscal 2007. Under SAB 107, options are considered to be plain
vanilla if they have the following basic characteristics: they are granted at-the-money ; exercisability is conditioned
upon service through the vesting date; termination of service prior to vesting results in forfeiture; there is a limited
exercise period following termination of service; and the options are non-transferable and non-hedgeable. Beginning
in fiscal 2008, as prescribed by SAB 107, Ciena gathered more detailed historical information about specific exercise
behavior of its grantees, which it used to determine the expected term.

The dividend yield assumption is based on Ciena s history and expectation of dividend payouts.

Because share-based compensation expense is recognized only for those awards that are ultimately expected to
vest, the amount of share-based compensation expense recognized reflects a reduction for estimated forfeitures. Ciena
estimates forfeitures at the time of grant and revises those estimates in subsequent periods based upon new or changed
information. Ciena relies upon historical experience in establishing forfeiture rates. If actual forfeitures differ from
current estimates, total unrecognized share-based compensation expense will be adjusted for future changes in
estimated forfeitures.

Restricted Stock Units

A restricted stock unit is a stock award that entitles the holder to receive shares of Ciena common stock as the unit
vests. Ciena s outstanding restricted stock unit awards are subject to service-based vesting conditions and/or
performance-based vesting conditions. Awards subject to service-based conditions typically vest in increments over a
four-year period. Awards with performance-based vesting conditions require the achievement of certain operational,
financial or other performance criteria or targets as a condition of vesting, or acceleration of vesting, of such awards.

The aggregate intrinsic value of Ciena s restricted stock units is based on Ciena s closing stock price on the last
trading day of each period as indicated. The following table is a summary of Ciena s restricted stock unit activity for
the periods indicated, with the aggregate intrinsic value of the balance outstanding for each period, based on Ciena s
closing stock price on the last trading day of the relevant period (shares and fair value in thousands):

Weighted
Average
Restricted Grant Date Aggregate
Stock Units Fair Value Intrinsic
Outstanding Per Share Value
Balance as of October 31, 2007 1,135 $ 2794 $ 53,236

Granted 1,337
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Vested (424)
Canceled or forfeited (94)
Balance as of July 31, 2008 1,954 $ 31.33 $ 38,871

The total fair value of restricted stock units that vested and were converted into common stock during the first nine
months of fiscal 2007 and fiscal 2008 was $4.5 million, and $13.6 million, respectively. The weighted average fair
value of each restricted stock unit granted by Ciena in the first nine months of fiscal 2007 and 2008 was $27.86 and
$33.37, respectively.
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Assumptions for Restricted Stock Unit Awards under SFAS 123(R)

The fair value of each restricted stock unit award is estimated using the intrinsic value method which is based on
the closing price on the date of grant. Share-based expense for service-based restricted stock unit awards is
recognized, net of estimated forfeitures, ratably over the vesting period on a straight-line basis.

Share-based expense for performance-based restricted stock unit awards, net of estimated forfeitures, is recognized
ratably over the performance period based upon Ciena s determination of whether it is probable that the performance
targets will be achieved. At each reporting period, Ciena reassesses the probability of achieving the performance
targets and the performance period required to meet those targets. The estimation of whether the performance targets
will be achieved involves judgment, and the estimate of expense is revised periodically based on the probability of
achieving the performance targets. Revisions are reflected in the period in which the estimate is changed. If any
performance goals are not met, no compensation cost is ultimately recognized against that goal and, to the extent
previously recognized, compensation cost is reversed.

2003 Employee Stock Purchase Plan

In March 2003, Ciena shareholders approved the 2003 Employee Stock Purchase Plan (the ESPP ), which has a
ten-year term. At the 2005 annual meeting, Ciena shareholders approved an amendment increasing the number of
shares available to 3.6 million and adopting an evergreen provision. On December 31 of each year, the number of
shares available under the ESPP will increase by up to 0.6 million shares, provided that the total number of shares
available shall not exceed 3.6 million. Pursuant to the evergreen provision, the maximum number of shares that may
be added to the ESPP during the remainder of its ten-year term is 2.9 million.

Under the ESPP, eligible employees may enroll in an offer period during certain open enrollment periods. New
offer periods begin March 16 and September 16 of each year.

Prior to the offer period commencing September 15, 2006, (i) each offer period consisted of four six-month
purchase periods during which employee payroll deductions were accumulated and used to purchase shares of
common stock; and (ii) the purchase price of the shares was 15% less than the fair market value on either the first day
of an offer period or the last day of a purchase period, whichever was lower. In addition, if the fair market value on the
purchase date was less than the fair market value on the first day of an offer period, then participants automatically
commenced a new offer period.

On May 30, 2006, the Compensation Committee amended the ESPP, effective September 15, 2006, to shorten the
offer period under the ESPP to six months. As a result of this change, the offer period and any purchase period will be
the same six-month period. Under the amended ESPP, the applicable purchase price equals 95% of the fair market
value of Ciena common stock on the last day of each purchase period. The following table is a summary of ESPP
activity for the periods indicated (shares and fair value in thousands):

ESPP shares Intrinisic value
available at
for issuance exercise date
Balance as of October 31, 2007 3,383
Evergreen provision 188
Issued March 15, 2008 (38) $ 99
Balance as of July 31, 2008 3,533

The amendments to the ESPP for offer periods on or after September 15, 2006 were intended to enable the ESPP to
be considered a non-compensatory plan under FAS 123(R) for future offering periods. For offer periods that
commenced prior to September 15, 2006, however, fair value is determined as of the grant date, using the graded
vesting approach. Under the graded vesting approach, the 24-month ESPP offer period, which consists of four
six-month purchase periods, is treated for valuation purpose as four separate option tranches with individual lives of
six, 12, 18 and 24 months, each commencing on the initial grant date. Each tranche is expensed straight-line over its
individual life. The final offer period prior to September 15, 2006 was completed during the second quarter of fiscal

43



2008.

Edgar Filing: CIENA CORP - Form 10-Q

23

44



Edgar Filing: CIENA CORP - Form 10-Q

Share-Based Compensation Recognized under SFAS 123(R)
The following table summarizes share-based compensation expense for the periods indicated (in thousands):

Quarter Ended July Nine Months Ended July
31, 31,

2007 2008 2007 2008
Product costs $ 131 $ 1,042 $ 714 $ 2,349
Service costs 225 404 703 1,042
Stock-based compensation expense included in cost of
sales 356 1,446 1,417 3,391
Research and development 985 2,198 2,813 5,661
Sales and marketing 1,898 2,930 4,804 8,416
General and administrative 1,724 2,343 4,616 6,785
Stock-based compensation expense included in
operating expense 4,607 7,471 12,233 20,862
Stock-based compensation expense capitalized in
inventory, net 358 (263) 608 153
Total stock-based compensation $ 5,321 $ 8,654 $ 14,258 $ 24,406

As of July 31, 2008, total unrecognized compensation expense was: (i) $25.0 million, which relates to unvested
stock options and is expected to be recognized over a weighted-average period of 1.4 years; and (ii) $50.8 million,
which relates to unvested restricted stock units and is expected to be recognized over a weighted-average period of
1.8 years.

(16) COMPREHENSIVE INCOME
The components of comprehensive income were as follows (in thousands):

Nine Months Ended July
Quarter Ended July 31, 31,
2007 2008 2007 2008

Net income $28,312 $11,723 $ 52,378 $ 64,290
Change in unrealized loss on available-for-sale

securities a7 (103) 217 (307)
Change in accumulated translation adjustments (188) 358 (1,070) 2,361
Total comprehensive income $28,077 $11,978 $ 51,525 $ 66,344

(17) ENTITY WIDE DISCLOSURES

The following table reflects Ciena s geographic distribution of revenue based on the location of the purchaser.
Revenue attributable to geographic regions outside of the United States is reflected as International revenue, with any
country accounting for greater than 10% of total revenue in the period specifically identified. For the periods below,
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Ciena s geographic distribution of revenue was as follows (in thousands, except percentage data):

Quarter Ended July 31, Nine Months Ended July 31,
2007 %* 2008 %* 2007 %* 2008 %*
United States $ 145,417 71.0 $ 156,363 61.8 $ 404,683 71.8 $ 495,254 68.5
United Kingdom 21,940 10.7 43,105 17.0 71,136 12.6 102,846 14.2
International 37,594 18.3 53,711 21.2 87,760 15.6 124,694 17.3
Total $ 204,951 100.L0 $ 253,179 1000 $ 563,579 100.0 $ 722,794 100.0
*  Denotes % of
total revenue
24
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The following table reflects Ciena s geographic distribution of equipment, furniture and fixtures. Equipment,
furniture and fixtures attributable to geographic regions outside of the United States are reflected as International, with
any country attributable for greater than 10% of total equipment, furniture and fixtures specifically identified. For the
periods below, Ciena s geographic distribution of equipment, furniture and fixtures was as follows (in thousands,
except percentage data):

October 31, July 31,
2007 %* 2008 %*
United States $ 38,391 82.3 $ 46,494 79.2
International 8,280 17.7 12,229 20.8
Total $ 46,671 100.0 $ 58,723 100.0

*  Denotes % of
total equipment,
furniture and
fixtures
For the periods below, Ciena s distribution of revenue was as follows (in thousands, except percentage data):

Quarter Ended July 31, Nine Months Ended July 31,

2007 %* 2008 %* 2007 %* 2008 %*
Converged
Ethernet
infrastructure $ 166,969 81.5 $ 199,974 79.0 $ 464,267 824 $ 593,694 82.1
Ethernet service
delivery 15,174 7.4 23,687 94 37,370 6.6 47,938 6.6
Global network
services 22,808 11.1 29,518 11.6 61,942 11.0 81,162 11.3
Total $ 204,951 100.0 $ 253,179 1000 $ 563,579 100.0 $ 722,794 100.0

*  Denotes % of
total revenue
For the periods below, customers accounting for at least 10% of Ciena s revenue were as follows (in thousands,
except percentage data):

Quarter Ended July 31, Nine Months Ended July 31,
2007 %* 2008 %* 2007 %* 2008 %*

Company A $ 24,399 120 $ n/a $ 81,605 144 % n/a
Company B n/a 29,975 11.8 n/a 77,115 10.7
Company C 21,375 10.4 n/a 58,463 10.4 n/a
Company D n/a 27,012 10.7 n/a n/a
Company E 53,584 26.1 64,038 25.3 125,059 22.2 193,730 26.8
Total $ 99,358 485 $ 121,025 478 $ 265,127 47.0 $ 270,845 37.5
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n/a Denotes revenue
representing less
than 10% of
total revenue for
the period

*  Denotes % of
total revenue

(18) CONTINGENCIES
Foreign Tax Contingencies

Ciena has received assessment notices from the Mexican tax authorities asserting deficiencies in payments between
2001 and 2005 related primarily to income taxes and import taxes and duties. Ciena has filed judicial petitions
appealing these assessments. As of October 31, 2007 and July 31, 2008, Ciena had accrued liabilities of $0.9 million
and $1.1 million, respectively, related to these contingencies, which are reported as a component of other current
accrued liabilities. As of July 31, 2008, Ciena estimates that it could be exposed to possible losses of up to
$6.0 million, for which it has not accrued liabilities. Ciena has not accrued the additional income tax liabilities
because it does not believe that such losses are more likely than not to be incurred. Ciena has not accrued the
additional import taxes and duties because it does not believe the incurrence of such losses are probable. Ciena
continues to evaluate the likelihood of probable and reasonably possible losses, if any, related to these assessments.
As a result, future increases or decreases to accrued liabilities may be necessary and will be recorded in the period
when such amounts are probable and estimable.
Litigation

On January 31, 2008, Ciena Corporation and Northrop Grumman Guidance and Electronics Company (previously
named Litton Systems, Inc.) entered into an agreement to settle patent litigation between the parties pending in the
United States District Court for the Central District of California. Pursuant to the settlement agreement, Ciena made a
$7.7 million payment and agreed to indemnify the plaintiff, should it be unable to collect compensatory damages
awarded, if any, in a final judgment in its favor against a specified Ciena supplier. This obligation is specific to this
litigation and, while there is no maximum amount payable, Ciena s obligation is limited to plaintiff s collection of that
portion of any compensatory damages award that relates to the supplier s sale of infringing products to Ciena. Ciena

has determined the fair value of this guarantee to be insignificant.
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As aresult of its June 2002 merger with ONI Systems Corp., Ciena became a defendant in a securities class action
lawsuit filed in the United States District Court for the Southern District of New York in August 2001. The complaint
named ONI, certain former ONI officers and certain underwriters of ONI s initial public offering (IPO) as defendants
and alleges, among other things, that the underwriter defendants violated the securities laws by failing to disclose
alleged compensation arrangements in ONI s registration statement and by engaging in manipulative practices to
artificially inflate the ONI s stock price after the IPO. The complaint also alleges that ONI and the named former
officers violated the securities laws by failing to disclose the underwriters alleged compensation arrangements and
manipulative practices. The former ONI officers have been dismissed from the action without prejudice. Similar
complaints have been filed against more than 300 other issuers that have had initial public offerings since 1998, and
all of these actions have been included in a single coordinated proceeding. No specific amount of damages has been
claimed in this action. Due to the inherent uncertainties of litigation, Ciena cannot accurately predict the ultimate
outcome of the matter at this time.

On May 29, 2008, Graywire, LLC filed a complaint in the United States District Court for the Northern District of
Georgia against Ciena and four other defendants, alleging, among other things, that certain of the parties products
infringe U.S. Patent 6,542,673. The complaint, which has not yet been served upon Ciena, seeks injunctive relief and
damages. Ciena believes that it has valid defenses to the lawsuit and intends to defend it vigorously.

In addition to the matters described above, Ciena is a subject to various legal proceedings, claims and litigation
arising in the ordinary course of its business. Ciena does not expect that the ultimate costs to resolve these matters will
have a material effect on its results of operations, financial position or cash flows.

Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

Some of the statements contained, or incorporated by reference, in this quarterly report discuss future events or
expectations, contain projections of results of operations or financial condition, changes in the markets for our
products and services, or state other forward-looking information. Ciena s forward-looking information is
based on various factors and was derived using numerous assumptions. In some cases, you can identify these

forward-looking statements by words like may, will,  should, expects, plans, anticipates,

believes,  estimates, predicts, potential or continue or the negative of those words and other comparable
words. You should be aware that these statements only reflect our current predictions and beliefs. These statements
are subject to known and unknown risks, uncertainties and other factors, and actual events or results may differ
materially. Important factors that could cause our actual results to be materially different from the forward-looking
statements are disclosed throughout this report, particularly under the heading Risk Factors in Item 1A of Part 1]
of this report below. You should review these risk factors and the rest of this quarterly report in combination with the
more detailed description of our business in our annual report on Form 10-K, which we filed with the Securities and
Exchange Commission on December 27, 2007, for a more complete understanding of the risks associated with an
investment in Ciena s securities. Ciena undertakes no obligation to revise or update any forward-looking statements.
Overview

Ciena Corporation is a supplier of communications networking equipment, software and services that support the
transport, switching, aggregation and management of voice, video and data traffic. Our products are used, individually
or as part of an integrated solution, in communications networks operated by telecommunications service providers,
cable operators, governments and enterprises around the globe. Our products facilitate the cost-effective delivery of
enterprise and consumer-oriented communication services. Through our FlexSelect Architecture, we specialize in
transitioning legacy communications networks to converged, next-generation architectures, better able to handle
increased traffic and to deliver more efficiently a broader mix of high-bandwidth communications services. Our
Ethernet service delivery products include carrier-class solutions for delivering consumer and enterprise services
across both fiber and copper-based access networks, allowing service providers to provide Ethernet services over
existing TDM-based access networks. By improving network productivity, reducing costs and enabling integrated
service offerings, our converged Ethernet infrastructure and Ethernet service delivery products create business and
operational value for our customers.

We have recently begun to experience order delays, lengthening sales cycles and slowing deployments, primarily
among our largest service provider customers in North America. We attribute this guarded approach to customers
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capital expenditures to the current, uncertain macroeconomic environment. As a result of these conditions, and certain
customer-specific challenges, we expect our revenue for the fourth quarter of fiscal 2008 to be considerably lower
than our revenue this quarter and our operating results to be negatively affected. We are uncertain as to how long these
conditions will persist and the magnitude of their effects on our business and results of operations. However, we
believe that increasing consumer and enterprise reliance upon high-bandwidth applications and services, and the need
for carriers to address increasing multi-service traffic capacity demands and transition to more efficient, robust and
economical network architectures will, over the longer term, require our customers to continue to invest in their
networks. Consequently, we intend to continue to make prudent investments in our business and across our product
portfolio to position us to take advantage of long-term opportunities.
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Acquisition of World Wide Packets

On March 3, 2008, we completed our acquisition of World Wide Packets, Inc. ( WWP ), a provider of
communications network equipment that enables the cost-effective delivery of a variety of carrier Ethernet-based
services. WWP designs products for the access and aggregation tiers of communications networks, and its products
are typically deployed in metro and access networks. We believe that this transaction will improve our time to market
with carrier Ethernet products and allow us to reach new customers and market segments, while strengthening our
position within existing customer networks. We also believe that this acquisition will enable us to penetrate additional
application segments, including Ethernet business services, wireless backhaul, and Ethernet infrastructure for
high-bandwidth services such as IPTV and triple play. See Note 3 to the financial statements included in Item 1 of
Part 1 of this report for information related to the acquisition and the consideration paid, and Risk Factors in Item 1A
of Part II of this report, for a discussion of certain risks associated with this transaction.

As a result of this acquisition, we recorded $223.7 million in goodwill and $64.7 million in other intangible assets.
We will amortize the other intangible assets over their useful lives. See Critical Accounting Policies and Estimates
Goodwill and Intangibles below for information relating to these items and our test for impairment. Under purchase
accounting rules, we revalued the acquired WWP finished goods inventory to fair value at the time of the acquisition.
This revaluation increased marketable inventory carrying value by approximately $5.3 million, of which we
recognized $1.1 million in the second quarter of fiscal 2008 and $4.2 million in the third quarter of fiscal 2008 as an
increase in cost of goods sold. See Note 3 to the financial statements included in Item 1 of Part 1 of this report for
additional information.

Financial Results

Revenue for the third quarter of fiscal 2008 was $253.2 million, representing a 4.5% increase from $242.2 million
for second quarter of fiscal 2008, and a 23.5% increase from $205.0 million for third quarter of fiscal 2007. Our
international revenue increased from $72.8 million, or 30.1% of revenue in the second quarter of fiscal 2008 to
$96.8 million, or 38.2% of revenue in the third quarter of fiscal 2008. Results for the third quarter of fiscal 2008
represent our first, full fiscal quarter with revenue from WWP.

Three customers each accounted for more than 10% of our revenue and together represented 47.8% of our revenue
for the third quarter of fiscal 2008. While we believe this illustrates our success in leveraging our incumbent position
within our large carrier customers, the resulting concentration of revenue among a relatively small number of
customers increases our risk of quarterly fluctuations in revenue and operating results. Our concentration in revenue
can exacerbate our exposure to reductions in spending or changes in network strategy involving one or more of our
significant customers.

Gross margin for the third quarter of fiscal 2008 was 49.6%, down from 52.7% for the second quarter of fiscal
2008 and up from 47.7% in the third quarter of fiscal 2007. Gross margin for the third quarter of fiscal 2008 reflects
$1.1 million in amortization of intangible assets relating to the acquisition of WWP and the remaining $4.2 million
cost related to the revaluation of the acquired WWP inventory described above. Gross margin continues to be
susceptible to quarterly fluctuation due to a number of factors, including product and customer mix during the period,
our ability to drive product cost reductions, the level of pricing pressure we encounter, the effect of our services gross
margin, the introduction of new products or entry into new markets, charges for excess and obsolete inventory and
changes in warranty costs.

Operating expense for the third quarter of fiscal 2008 was $110.7 million, an increase from $108.6 million in the
second quarter of fiscal 2008 and $81.6 million in the third quarter of fiscal 2007. Increased operating expense reflects
higher employee costs associated with headcount growth and increased expense resulting from the addition of the
WWP operations during the second quarter of fiscal 2008. Increased operating expense also reflects expanded
research and development initiatives that add features and functionality to our converged Ethernet infrastructure
products and extend our portfolio of Ethernet service delivery products to increase our addressable market.

As aresult of the reduction in gross margin and increased operating expense above, income from operations
decreased from $19.0 million in the second quarter of fiscal 2008 to $15.0 million in the third quarter of fiscal 2008.

During the third quarter of fiscal 2008, we recognized a $5.1 million loss, relating to our commercial paper
investments in Rhinebridge LL.C and SIV Portfolio plc (formerly known as Cheyne Finance plc). See Critical
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Accounting Policies and Estimates Investments below for information relating to our previous losses relating to our
investment in commercial paper issued by these two structured investment vehicles (SIVs).
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On February 1, 2008, we paid the remaining principal balance of $542.3 million upon maturity of our 3.75%
convertible notes. On March 3, 2008, we paid approximately $210.9 million in cash consideration and
acquisition-related expenses in connection with our acquisition of WWP. Lower cash balances resulting from these
payments, together with lower interest rates, resulted in a $14.1 million decrease in interest and other income, net
from the third quarter of fiscal 2007 to the third quarter of fiscal 2008. This decline was partially offset by a
$5.1 million decrease in interest expense over this same period.

Due to the reductions in operating and interest income, and the SIV-related loss above, net income decreased from
$28.3 million, or $0.29 per diluted share, for the third quarter of fiscal 2007, to $11.7 million, or $0.12 per diluted
share for the third quarter of fiscal 2008.

Cash from operations during the third quarter of fiscal 2008 was $33.7 million, consisting of $49.7 million in cash
from net income (adjusted for non-cash charges), offset by a net decrease of $16.0 million in changes from working
capital. This compares with $74.9 million in cash from operations during the second quarter of fiscal 2008, consisting
of $57.7 million in cash from net income (adjusted for non-cash charges) and a net increase of $17.2 million resulting
from changes in working capital.

We had $873.1 million in cash and cash equivalents and $213.0 million short-term and long-term investments in
marketable debt securities at July 31, 2008.

As of July 31, 2008, headcount was 2,210, an increase from 2,119 at April 30, 2008, and 1,770 at July 31, 2007.
Potential Release of Deferred Tax Valuation Allowance

Because of our losses in prior periods, we are required to maintain a valuation allowance fully offsetting our gross
deferred tax assets of $1.2 billion. See Critical Accounting Policies and Estimates Deferred Tax Valuation Allowance
for a discussion of this valuation allowance. We may be required to release a portion of this valuation allowance in the
fourth quarter of fiscal 2008, although the exact timing and the portion of the valuation allowance released are subject
to change based on the level of profitability that we are able to achieve for the remainder of fiscal 2008 and our
visibility into future period results. Any release of valuation allowance will be recorded as a tax benefit increasing net
income, an adjustment to acquisition intangibles, or an adjustment to paid-in capital. We expect that a significant
portion of the release of the valuation allowance will be recorded as an income tax benefit at the time of release,
significantly increasing our reported net income. Because we expect our recorded tax rate to increase in subsequent
periods following a significant release of the valuation allowance, our net income will be negatively affected in
periods following the release. Any valuation allowance release will not affect the amount of cash paid for income
taxes.

Available Information

We file annual reports on Form 10-K, quarterly reports on Form 10-Q, and current reports on Form 8-K with the
SEC. These reports, any amendments to these reports, proxy and information statements and certain other documents
we file with the SEC are available through SEC s website at www.sec.gov or free of charge on our website as soon as
reasonably practicable after we file the documents with the SEC. We routinely post the reports above, recent news and
announcements, financial results and other important information about Ciena on our website at www.ciena.com.
Results of Operations

Our results of operations for the quarter and nine months ended July 31, 2008 include the operations of World
Wide Packets beginning on March 3, 2008, the effective date of the acquisition.

Revenue

We derive revenue from sales or our products and services, which we discuss in the following three major
groupings:

1. Converged Ethernet Infrastructure. Included in product revenue, this revenue grouping reflects sales of our
transport and switching products and packet services products and related software.

2. Ethernet Service Delivery. Included in product revenue, this revenue grouping reflects sales of our

broadband access products, Ethernet access products and recently acquired WWP products, including the
related software.
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Global Network Services. Included in Global Network Services revenue are sales of services, including
installation, deployment, maintenance support and training activities.
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A sizable portion of our revenue comes from sales to a small number of telecommunications service providers for
large communication network builds. These projects are generally characterized by large and sporadic equipment
orders and contract terms that can result in the recognition or deferral of significant amounts of revenue in a given
quarter. The level of demand for our products, the timing and size of equipment orders, our ability to deliver products
to fulfill those orders, and the timing of product acceptance for revenue recognition all contribute to and can cause
fluctuations in our revenue on a quarterly basis.

Cost of Goods Sold

Product cost of goods sold consists primarily of amounts paid to third-party contract manufacturers, component
costs, direct compensation costs and overhead associated with manufacturing-related operations, warranty and other
contractual obligations, royalties, license fees, amortization of intangible assets and cost of excess and obsolete
inventory.

Services cost of goods sold consists primarily of direct and third-party costs associated with provision of services
including installation, deployment, maintenance support and training activities.

Operating Expense

Research and development expense primarily consists of salaries and related employee expense, including
share-based compensation expense, prototype costs relating to design, development, testing of our products and
third-party consulting costs.

Sales and marketing expense primarily consists of salaries, commissions and related employee expense, including
share-based compensation expense, and sales and marketing support expense including travel, demonstration units and
third-party consulting costs.

General and administrative expense primarily consists of salaries and related employee expense, including
share-based compensation expense, and costs for third-party consulting and other services.

Amortization of intangible assets primarily reflects purchased technology from our acquisitions.

Three months ended July 31, 2007 compared to three months ended July 31, 2008
Revenue, cost of goods sold and gross profit

The table below (in thousands, except percentage data) sets forth the changes in revenue, cost of goods sold and

gross profit for the periods indicated:

Quarter Ended July 31,
Increase
2007 Y0* 2008 Y0* (decrease) %0**
Revenue:
Products $ 182,143 88.9 $ 223,661 88.3 $ 41,518 22.8
Services 22,808 11.1 29,518 11.7 6,710 29.4
Total revenue 204,951 100.0 253,179 100.0 48,228 23.5
Costs:
Products 84,383 41.2 107,953 42.6 23,570 27.9
Services 22,903 11.2 19,595 7.7 (3,308) (14.4)
Total cost of goods sold 107,286 52.3 127,548 50.4 20,262 18.9
Gross profit $ 97,665 47.7 $ 125,631 49.6 $ 27,966 28.6

*  Denotes % of
total revenue
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The table below (in thousands, except percentage data) sets forth the changes in product revenue, product cost of
goods sold and product gross profit for the periods indicated:

Product revenue

Product cost of goods sold

Product gross profit

*  Denotes % of
product revenue

**  Denotes %
change from
2007 to 2008

Quarter Ended July 31,

2007 %o* 2008
$ 182,143 100.0 $ 223,661
84,383 46.3 107,953
$ 97,760 53.7 $ 115,708

%*

100.0
48.3

51.7

Increase

(decrease) Yo**

$ 41,518 22.8
23,570 27.9

$ 17,948 18.4

The table below (in thousands, except percentage data) sets forth the changes in services revenue, services cost of
goods sold and services gross profit for the periods indicated:

Services revenue

Services cost of goods sold

Services gross profit

*  Denotes % of
Services revenue

**  Denotes %
change from
2007 to 2008

Quarter Ended July 31,
2007 %* 2008
$ 22,808 100.0 $ 29,518
22,903 100.4 19,595
$ (95) 0.4) $ 9923
30

%>X<

100.0
66.4

33.6

Increase
(decrease) Po**
$ 6,710 294
(3,308) (14.4)
$ 10,018
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The table below (in thousands, except percentage data) sets forth the changes in distribution of revenue for the periods
indicated:

Quarter Ended July 31, Increase
2007 %0* 2008 %* (decrease) %**
Converged Ethernet
infrastructure $ 166,969 81.5 $ 199,974 79.0 $ 33,005 19.8
Ethernet service delivery 15,174 7.4 23,687 9.4 8,513 56.1
Global network services 22,808 11.1 29,518 11.6 6,710 294
Total $ 204,951 100.0 $ 253,179 100.0 $ 48,228 23.5

*  Denotes % of
total revenue

*#  Denotes %
change from
2007 to 2008
Revenue from sales to customers outside of the United States is reflected as International in the geographic
distribution of revenue below. The table below (in thousands, except percentage data) sets forth the changes in
geographic distribution of revenue for the periods indicated:

Quarter Ended July 31, Increase
2007 %* 2008 %* (decrease) %**
United States $ 145,417 71.0 $ 156,363 61.8 $ 10,946 7.5
International 59,534 29.0 96,816 38.2 37,282 62.6
Total $ 204,951 100.0 $ 253,179 100.0 $ 48,228 23.5

*  Denotes % of
total revenue

*#  Denotes %
change from
2007 to 2008
Certain customers each accounted for at least 10% of our revenue for the periods indicated (in thousands, except
percentage data) as follows:

Quarter Ended July 31,
2007 %o* 2008 %*
Company A $ 24,399 12.0 n/a
Company B n/a 29,975 11.8
Company C 21,375 10.4 n/a
Company D n/a 27,012 10.7
Company E 53,584 26.1 64,038 253
Total $ 99,358 48.5 $ 121,025 47.8
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n/a Denotes revenue
recognized less
than 10% of
total revenue for
the period

*  Denotes % of
total revenue
Revenue
Product revenue increased primarily due to a $33.0 million increase in sales of our converged Ethernet
infrastructure products. Increased converged Ethernet infrastructure revenue reflects a $19.0 million increase in
sales of core switching products and a $18.6 million increase in sales of our CN 4200 FlexSelect Advanced
Service Platform, partially offset by a $4.0 million decrease in core transport products. We believe that our
converged Ethernet infrastructure revenue has benefitted from both increasing network capacity requirements
and customer transition to more efficient and economical network architectures. In particular, sales of our core
switching products have benefited from an expansion in mesh-style optical networks. Revenue from our
Ethernet service delivery products increased by $8.5 million. This increase reflects $17.9 million in sales of
carrier Ethernet products from our WWP acquisition, which offset a $9.4 million reduction in revenue from our
broadband access products.

Services revenue increased primarily due to a $3.2 million increase in maintenance and support services and a
$2.9 million increase in deployment services sales, reflecting higher sales volume and increased installation
activity.
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United States revenue increased primarily due to a $6.2 million increase in sales of Ethernet service delivery
products. This increase reflects $15.5 million in sales of carrier Ethernet products from our WWP acquisition,
which offset a $9.4 million reduction in revenue from our broadband access products. In addition, services
revenue increased by $3.8 million.

International revenue increased primarily due to a $32.1 million increase in sales of converged Ethernet
infrastructure products. This primarily reflects increases of $15.4 million in sales of core switching products,
$6.7 million in sales of CN 4200 and $4.9 million in sales of core transport products. International revenue also
benefited from increases of $2.3 million in Ethernet service delivery revenue and $2.9 million in services
revenue.

Gross profit
Gross profit as a percentage of revenue increased due to significant improvements in services
gross margin.

Gross profit on products as a percentage of product revenue decreased primarily due to the
negative effect of the remaining $4.2 million cost related to the revaluation of the acquired WWP
inventory described in Overview above, and $1.1 million in amortization of intangible assets costs
relating to the acquisition of WWP.

Gross profit on services as a percentage of services revenue increased significantly over the

negative gross margin achieved in the third quarter of fiscal 2007 due to improved deployment

efficiencies. Services gross margin remains heavily dependent upon the mix of services in a given

period and may fluctuate from quarter to quarter.
Operating expense

Increased operating expense for the third quarter of fiscal 2008 reflects, in part, the acquisition WWP on March 3,

2008. The table below (in thousands, except percentage data) sets forth the changes in operating expense for the
periods indicated:

Quarter Ended July 31, Increase
2007 %0* 2008 %* (decrease) Y0+ *

Research and development $ 31,671 15.5 $ 47,809 18.9 $ 16,138 51.0
Selling and marketing 30,303 14.8 39,440 15.6 9,137 30.2
General and administrative 14,564 7.1 14,758 5.8 194 1.3
Amortization of intangible

assets 6,295 3.1 8,671 3.4 2,376 37.7
Restructuring recoveries (1,196) (0.6) 0.0 1,196 (100.0)
Total operating expense $ 81,637 39.9 $ 110,678 437 $ 29,041 35.6

*  Denotes % of
total revenue

**  Denotes %
change from
2007 to 2008
Research and development expense increased due to higher employee compensation cost of $9.9 million,
including a $1.2 million increase in share-based compensation expense, primarily reflecting increased
headcount. Other increases included $2.1 million in non-capitalized development tools and software
maintenance support, $1.7 million in consulting expense and $1.0 million in prototype expense.
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Selling and marketing expense increased primarily due a $5.5 million increase in employee compensation
cost, including a $1.0 million increase in share-based compensation expense, primarily reflecting increased
headcount. Other increases included $1.0 million in travel and entertainment expense and $1.0 million in
consulting expense.

General and administrative expense increased slightly due to higher employee compensation cost of
$1.3 million, including a $0.6 million increase in share-based compensation expense, primarily reflecting
increased headcount. Other increases included $0.9 million in facilities and information systems expenses.
Expense for the third quarter of fiscal 2007 included $2.3 million associated with the settlement of patent
litigation.

Amortization of intangible assets costs increased due to the purchase of intangible assets associated with the

acquisition of WWP. See Note 3 to the financial statements included in Item 1 of Part 1 of this report for
additional information related to purchased intangible assets.

Restructuring recoveries during fiscal 2007 primarily reflect adjustments related to the return to use of

previously restructured facilities.
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Other items
The table below (in thousands, except percentage data) sets forth the changes in other items for the periods

indicated:
Quarter Ended July 31, Increase

2007 %* 2008 %* (decrease) Yo**
Interest and other income,
net $ 19,464 9.5 $ 5,342 2.1 $ (14,122) (72.6)
Interest expense $ 6,931 34 $ 1,855 0.7 $ (5,076) (73.2)
Gain on equity
investments $ 592 0.3 $ $ (592) (100.0)
Realized loss on
marketable debt
investments $ $ 5114 2.0 $ 5114 100.0
Provision for income
taxes $ 841 04 $ 1,603 0.6 $ 762 90.6

*  Denotes % of
total revenue

**  Denotes %

change from
2007 to 2008

Interest and other income, net decreased due to lower average cash and investment balances resulting from
the repayment at maturity of the $542.3 million principal outstanding on our 3.75% convertible notes during
the first quarter of fiscal 2008 and use of $210.0 million in cash consideration and acquisition-related expenses
during the acquisition of WWP in the second quarter of fiscal 2008. Interest income was also significantly
affected by lower interest rates on investment balances.

Interest expense decreased primarily due the repayment of 3.75% convertible notes at maturity at the end of
the first quarter of fiscal 2008. This decrease was slightly offset by the interest associated with our June 11,
2007 issuance of 0.875% convertible senior notes.

Realized loss on marketable debt investments reflects a loss related to commercial paper investments in SIV
Portfolio plc (formerly known as Cheyne Finance plc) and Rhinebridge LL.C, two structured investment
vehicles (SIVs) that entered into receivership during the fourth quarter of fiscal 2007 and failed to make
payment at maturity. This loss is based on the completed restructuring activities of these SIVs. See Note 5 to
the financial statements included in Item 1 of Part 1 of this report for additional information related to these
investments.

Provision for income taxes increased primarily due to increased federal and state tax expense. This increase is
largely offset, except for any alternative minimum tax, by tax benefits for deferred tax assets that were
previously reserved against by a valuation allowance. To the extent these benefits relate to deferred tax assets
from acquisitions, the benefit is recorded by reducing intangible assets rather than tax expense. See Critical
Accounting Policies and Estimates Deferred Tax Valuation Allowance below for information relating to our
deferred tax valuation allowance and the conditions required for its release.
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Nine months ended July 31, 2007 compared to Nine months ended July 31, 2008
Revenue, cost of goods sold and gross profit

The table below (in thousands, except percentage data) sets forth the changes in revenue, cost of goods sold and
gross profit for the periods indicated:

Nine Months Ended July 31, Increase
2007 Y0* 2008 %0* (decrease) %**

Revenue:
Products $ 501,637 89.0 $ 641,632 88.8 $ 139,995 27.9
Services 61,942 11.0 81,162 11.2 19,220 31.0
Total revenue 563,579 100.0 722,794 100.0 159,215 28.3
Costs:
Products 250,681 44.5 295,381 40.9 44,700 17.8
Services 59,775 10.6 57,617 8.0 (2,158) 3.6)
Total cost of goods sold 310,456 55.1 352,998 48.8 42,542 13.7
Gross profit $ 253,123 449 $ 369,796 51.2 $ 116,673 46.1
*  Denotes % of

total revenue
**  PDenotes %

change from

2007 to 2008
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The table below (in thousands, except percentage data) sets forth the changes in product revenue, product cost of
goods sold and product gross profit for the periods indicated:

2007
Product revenue $ 501,637
Product cost of goods sold 250,681
Product gross profit $ 250,956

*  Denotes % of
product revenue

**  Denotes %

change from
2007 to 2008

Nine Months Ended July 31,

%* 2008 %*
100.0 $ 641,632 100.0

50.0 295,381 46.0

50.0 $ 346,251 54.0

Increase
(decrease) %0**
$ 139,995 27.9
44,700 17.8
$ 95,295 38.0

The table below (in thousands, except percentage data) sets forth the changes in services revenue, services cost of
goods sold and services gross profit for the periods indicated:

2007
Services revenue $ 61,942
Services cost of goods sold 59,775
Services gross profit $ 2,167

*  Denotes % of
services revenue

**  Denotes %

change from
2007 to 2008

Nine Months Ended July 31,

%* 2008 %
100.0 $ 81,162 100.0
96.5 57,617 71.0

35 $ 23,545 29.0

Increase

(decrease) %**

$ 19,220 31.0
(2,158) 3.6)

$ 21,378 986.5

The table below (in thousands, except percentage data) sets forth the changes in distribution of revenue for the

periods indicated:

2007
Converged Ethernet
infrastructure $ 464,267
Ethernet service delivery 37,370
Global network services 61,942
Total $ 563,579

*  Denotes % of
total revenue

Nine Months Ended July 31,

Do 2008 %*
824 $ 593,694 82.1
6.6 47,938 6.6
11.0 81,162 11.3
100.0 $ 722,794 100.0

Increase

(decrease) Po**

$ 129,427 27.9
10,568 28.3
19,220 31.0

$ 159,215 28.3
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Revenue from sales to customers outside of the United States is reflected as International in the geographic
distribution of revenue below. The table below (in thousands, except percentage data) sets forth the changes in
geographic distribution of revenue for the periods indicated:

Nine Months Ended July 31, Increase
2007 Y0* 2008 %* (decrease) Yo+ *
United States $ 404,683 71.8 $ 495,254 68.5 $ 90,571 22.4
International 158,896 28.2 227,540 31.5 68,644 43.2
Total $ 563,579 100.0 $ 722,794 100.0 $ 159,215 28.3

*  Denotes % of
total revenue

**  Denotes %
change from
2007 to 2008
Certain customers each accounted for at least 10% of our revenue for the periods indicated (in thousands, except
percentage data) as follows:

Nine Months Ended July 31,

2007 %* 2008 %*
Company A $ 81,605 14.4 n/a
Company B n/a 77,115 10.7
Company C 58,463 10.4 n/a
Company E 125,059 22.2 193,730 26.8
Total $ 265,127 47.0 $ 270,845 37.5

n/a Denotes revenue
recognized less
than 10% of
total revenue for
the period

*  Denotes % of
total revenue
Revenue
Product revenue increased primarily due to a $129.4 million increase in sales of our converged Ethernet
infrastructure products. Increased converged Ethernet infrastructure revenue reflects an $83.1 million increase
in sales of core switching products and a $48.5 million increase in sales of CN 4200. Revenue from our
Ethernet service delivery products increased by $10.6 million. This increase reflects $20.6 million in sales of
carrier Ethernet products from our WWP acquisition, which offset a $10.0 million reduction in revenue from
our broadband access products.

Services revenue increased primarily due to an $11.2 million increase in deployment services sales and an
$8.4 million increase in maintenance and support services, reflecting higher sales volume and increased
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installation activity.

United States revenue increased primarily due to a $72.3 million increase in sales of converged Ethernet
infrastructure products. Within converged Ethernet infrastructure revenue, increases of $56.4 million of core
switching revenue and $33.1 million in CN 4200 were offset by a reduction of $8.9 million in sales of other
transport and switching products. Service revenue also increased by $10.9 million due to increases of

$6.7 million in maintenance and support services and $5.2 million in deployment services sales. Revenue from
our Ethernet service delivery products increased by $7.4 million. This increase reflects $17.3 million in sales of
carrier Ethernet products from our WWP acquisition, which offset a $10.0 million reduction in revenue from
our broadband access products.

International revenue increased primarily due to a $57.1 million increase in sales of converged Ethernet
infrastructure products. This primarily reflects increases of $31.3 million in sales of core switching products
and $15.4 million in sales of CN 4200 and $9.3 million in sales of other transport and switching products.
International revenue also benefited from increased service revenue, primarily due to a $6.0 million increase in
deployment services.

Gross profit
Gross profit as a percentage of revenue increased due to significant improvements in product and services
gross margin.

Gross profit on products as a percentage of product revenue increased primarily due to favorable product
mix, including a higher concentration of core switching products, as well as product cost reductions and
improved manufacturing efficiencies. These increases were partially offset by the effect of the $5.3 million cost
related to the revaluation of the acquired WWP inventory described in Overview above, and $1.1 million in
amortization of intangible assets costs relating to the acquisition of WWP.
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Gross profit on services as a percentage of services revenue increased significantly, as a result of improved
deployment efficiencies. Services gross margin remains heavily dependent upon the mix of services in a given
period and may fluctuate from quarter to quarter.

Operating expense

The table below (in thousands, except percentage data) sets forth the changes in operating expense for the periods

indicated:
Nine Months Ended July 31, Increase

2007 %* 2008 %* (decrease) %0**
Research and development $ 93,166 16.5 $ 127,881 17.7 $ 34,715 37.3
Selling and marketing 85,360 15.1 111,639 154 26,279 30.8
General and administrative 36,562 6.5 54,036 7.5 17,474 47.8
Amortization of intangible
assets 18,885 3.4 23,901 3.3 5,016 26.6
Restructuring recoveries (2,396) 0.4) 0.0 2,396 (100.0)
Total operating expense $ 231,577 41.1 $ 317,457 43.9 $ 85,880 37.1

*k

ek

Denotes % of
total revenue

Denotes %
change from
2007 to 2008

Research and development expense increased due to higher employee compensation cost of $22.7 million,
including a $2.8 million increase in share-based compensation expense, primarily reflecting increased
headcount. Other increases included $5.3 million in consulting expense and $4.4 million in non-capitalized
development tools and software maintenance support.

Selling and marketing expense increased primarily due a $14.8 million increase in employee compensation,
including a $3.5 million increase in share-based compensation expense, primarily reflecting increased
headcount. Other increases included $2.8 million in travel and entertainment expense, $2.2 million in
consulting expense, $1.2 million in demonstration equipment, $1.3 million in facilities and information
systems expenses and $0.8 million in marketing programs.

General and administrative expense increased primarily due to a $6.6 million increase in employee
compensation, including a $2.1 million increase in share-based compensation expense, primarily reflecting
increased headcount In addition legal expense increased by $6.0 million, reflecting $7.7 million and

$2.3 million in settlements of patent litigations for the nine months ended July 31, 2008 and July 31, 2007,
respectively. Other increases included $3.2 million in facilities and information systems expenses and

$1.3 million in consulting expense.

Amortization of intangible assets costs increased due to the purchase of intangible assets associated with the
acquisition of WWP.

Restructuring recoveries during fiscal 2007 primarily reflect adjustments related to the return to use of
previously restructured facilities.
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Other items
The table below (in thousands, except percentage data) sets forth the changes in other items for the periods
indicated:

Nine Months Ended July 31, Increase

2007 %* 2008 %0* (decrease) Y0**
Interest and other income,
net $ 51,206 9.1 $ 32911 4.6 $ (18,295) (35.7)
Interest expense $ 19,227 34 $ 11,074 1.5 $ (8,153) (42.4)
Gain on equity
investment $ 592 0.1 $ $ (592) (100.0)
Realized loss on
marketable debt
investments $ $ 5,114 0.7 $ 5,114 100.0
Provision for income
taxes $ 1,739 0.3 $ 4,772 0.7 $ 3,033 174.4

*  Denotes % of
total revenue

**  Denotes %

change from

2007 to 2008
Interest and other income, net decreased due to lower average cash and investment balances
resulting from the repayment at maturity of the $542.3 million principal outstanding on our
3.75% convertible notes during the first quarter of fiscal 2008 and use of $210.0 million in cash
consideration and acquisition-related expenses during the acquisition of WWP in the second
quarter of fiscal 2008. Interest income was also significantly affected by lower interest rates on
investment balances.

Interest expense decreased primarily due the repayment of 3.75% convertible notes at maturity
at the end of the first quarter of fiscal 2008. This decrease was slightly offset by the interest
associated with our June 11, 2007 issuance of 0.875% convertible senior notes.

Realized loss on marketable debt investments reflects a loss related to commercial paper
investments in SIV Portfolio plc (formerly known as Cheyne Finance plc) and Rhinebridge
LLC, two structured investment vehicles (SIVs) that entered into receivership during the fourth
quarter of fiscal 2007 and failed to make payment at maturity. This loss is based on the
completed restructuring activities of these SIVs.

Provision for income taxes increased primarily due to increased federal and state tax expense.
This increase is largely offset, except for any alternative minimum tax, by tax benefits for
deferred tax assets that were previously reserved against by a valuation allowance. To the extent
these benefits relate to deferred tax assets from acquisitions, the benefit is recorded by reducing
intangible assets rather than tax expense. See Critical Accounting Policies and Estimates
Deferred Tax Valuation Allowance below for information relating to our deferred tax valuation
allowance and the conditions required for its release
Liquidity and Capital Resources
At July 31, 2008, our principal sources of liquidity were cash and cash equivalents, short-term investments in
marketable debt securities and cash from operations. The following table summarizes our cash and cash equivalents
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and investments in marketable debt securities (in thousands):

October 31,
2007
Cash and cash equivalents $ 892,061
Short-term investments in marketable debt securities 822,185
Long-term investments in marketable debt securities 33,946
Total cash and cash equivalents and investments in
marketable debt securities $ 1,748,192

July 31, Increase
2008 (decrease)
$ 873,103 $ (18,958)
155,818 (666,367)
57,155 23,209

$ 1,086,076 $ (662,116)

The decrease in total cash and cash equivalents and investments in marketable debt securities at July 31, 2008 was
primarily related to the repayment of the $542.3 million principal outstanding on our 3.75% convertible notes at
maturity on February 1, 2008 and the $210.0 million in cash consideration and acquisition-related expenses paid as
part of our acquisition of WWP on March 3, 2008. This was partially offset by our cash provided by operating
activities during the first nine months of fiscal 2008 described in Operating Activities below. Based on past
performance and current expectations, we believe that our cash and cash equivalents, investments in marketable debt
securities and cash generated from operations will satisfy our working capital needs, capital expenditures, and other
liquidity requirements associated with our existing operations through at least the next 12 months.
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Included in long-term investments in marketable debt securities at October 31, 2007 is approximately $33.9 million
in investments in commercial paper issued by two structured investment vehicles (SIVs) that entered into receivership
during the fourth quarter of fiscal 2007 and failed to make payment at maturity. See Note 5 to our financial statements
included in Item 1 of Part I of this report. During the third quarter of fiscal 2008, we recognized additional losses of
$5.1 million related to these investments. During the first nine months of fiscal 2008, we received cash payments of
$20.4 million in connection with the restructuring of these SIVs. Subsequent to the end of the third quarter of fiscal
2008, Ciena received additional cash proceeds totaling $8.2 million.

The following sections review the significant activities that had an impact on our cash during the first nine months
of fiscal 2008.

Operating Activities

The following tables set forth (in thousands) significant components of our $122.2 million of cash generated by

operating activities for the first nine months of fiscal 2008:

Net income
Nine Months
Ended
July 31,
2008
Net income $ 64,290

Our net income for the first nine months of fiscal 2008 included the significant non-cash items summarized in the
following table (in thousands):

Nine Months
Ended
July 31,
2008

Loss on equity investments and marketable securities 5,114
Depreciation and amortization of leasehold improvements 13,345
Share-based compensation costs 24,406
Amortization of intangible assets 27,942
Deferred tax provision 1,640
Provision for inventory excess and obsolescence 13,841
Provision for warranty 11,234
Total significant non-cash charges $ 97,522

Accounts Receivable, Net

Excluding the addition of $2.1 million of accounts receivable recorded in connection with the acquisition of WWP,
cash consumed by accounts receivable, net of allowance for doubtful accounts receivable, increased by $32.1 million
from the end of fiscal 2007 through the first nine months of fiscal 2008. Our days sales outstanding (DSOs) increased
from 48 days for fiscal 2007 to 52 days for the first nine months of fiscal 2008. Our accounts receivable balance
increased primarily due to revenue growth during the first nine months of fiscal 2008.

The following table sets forth (in thousands) changes to our accounts receivable, net of allowance for doubtful
accounts receivable, from the end of fiscal 2007 through the first nine months of fiscal 2008:

October 31, July 31, Increase
2007 2008 (decrease)
Accounts receivable, net $ 104,078 $ 138,142 $ 34,064
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Inventory

Excluding the non-cash effect of a $13.8 million provision for excess and obsolescence and the addition of
$12.9 million of inventory recorded in connection with the acquisition of WWP, cash consumed by inventory for the
first nine months of fiscal 2008 was $4.7 million. Ciena s inventory turns increased from 3.3 for fiscal 2007 to 3.7 for
the first nine months of fiscal 2008. The following table sets forth (in thousands) changes to the components of our
inventory from the end of fiscal 2007 through the first nine months of fiscal 2008:

Raw materials
Work-in-process
Finished goods

Gross inventory
Provision for inventory excess and obsolescence

Inventory

October 31,
2007

$ 28,611

4,123

96,054

128,788
(26,170)

$ 102,618

40

$

$

July 31,
2008
20,088
2,257
106,918

129,263
(22,920)

106,343

Increase
(decrease)
$ (8,523)

(1,866)
10,864

475
3,250

$ 3,725

74



Edgar Filing: CIENA CORP - Form 10-Q

Accounts payable and accruals

Excluding the addition of $10.1 million in accounts payable and accruals from the acquisition of WWP and effects
of other non-cash additions, $7.9 million of cash was consumed by accounts payable and accruals during the first nine
months of fiscal 2008. The following table sets forth (in thousands) changes in our accounts payable from the end of
fiscal 2007 through the first nine months of fiscal 2008:

October 31, July 31, Increase
2007 2008 (decrease)
Accounts payable $ 55,389 $ 61,780 $ 6,391
Acccrued liabilities 90,922 90,877 45)
Restructuring liabilities 4,688 4,037 (651)
Accounts payable and accruals $ 150,999 $ 156,694 $ 5,695

Interest Payable on Ciena s Convertible Notes

We paid the final $10.2 million interest payment on our 3.75% convertible notes, due February 1, 2008, during the
first nine months of fiscal 2008.

Interest on our outstanding 0.25% convertible senior notes, due May 1, 2013, is payable on May 1 and November 1
of each year, commencing on November 1, 2006. Ciena paid $0.8 million in interest on the 0.25% convertible notes
during the first nine months of fiscal 2008.

Interest on our outstanding 0.875% convertible senior notes, due June 15, 2017, is payable on June 15 and
December 15 of each year, commencing on December 15, 2007. Ciena paid $4.4 million in interest on the 0.875%
convertible notes during the first nine months of fiscal 2008.

The indentures governing our outstanding convertible notes do not contain any financial covenants. The indentures
provide for customary events of default, including payment defaults, breaches of covenants, failure to pay certain
judgments and certain events of bankruptcy, insolvency and reorganization. If an event of default occurs and is
continuing, the principal amount of the notes, plus accrued and unpaid interest, if any, may be declared immediately
due and payable. These amounts automatically become due and payable if an event of default relating to certain events
of bankruptcy, insolvency or reorganization occurs. For additional information about our convertible notes, see Note
12 to our financial statements included in Item 1 of Part I of this report.

Deferred revenue

Excluding the effect of $3.2 million in deferred revenue added as a result of the acquisition of WWP, deferred
revenue decreased by $9.6 million during the first nine months of fiscal 2008. Product deferred revenue represents
payments received in advance of shipment and payments received in advance of our ability to recognize revenue.
Services deferred revenue is related to payment for service contracts that will be recognized over the contract term.
The following table reflects (in thousands) the balance of deferred revenue and the change in this balance from the end
of fiscal 2007 through the first nine months of fiscal 2008:

October
31, July 31, Increase
2007 2008 (decrease)
Products $ 13,208 $ 12,441 $ (767)
Services 50,432 63,924 13,492
Total deferred revenue $ 63,640 $ 76,365 $ 12,725
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Investing Activities

During the first nine months of fiscal 2008, we received net proceeds of approximately $639.6 million from the
maturity and purchases of marketable debt securities. These net proceeds were used to fund the repayment of our
3.75% convertible notes at maturity and the cash consideration paid as part of our acquisition of World Wide Packets
on March 3, 2008. In connection with this acquisition, Ciena paid cash consideration of approximately $196.7 million
and incurred acquisition-related expenses of $14.2 million. Ciena also paid equity consideration in the acquisition as
described in Note 3 to the financial statements included in Item 1 of Part 1 of this report for an aggregate purchase
price of $283.1 million.
Financing Activities

On February 1, 2008, we paid the remaining principal balance of $542.3 million upon maturity of our 3.75%
convertible notes. Cash received from financing activities during the first nine months of fiscal 2008 also includes
$5.2 million relating to the exercise of employee stock options.
Contractual Obligations

During the first nine months of fiscal 2008, we did not experience material changes, outside of the ordinary course
of business and our acquisition of WWP, in our contractual obligations from those reported in our Form 10-K for the
year ended October 31, 2007. The following is a summary of our future minimum payments under contractual
obligations as of July 31, 2008 (in thousands):

Less than One to Three to

Total one year three years five years Thereafter
Interest due on convertible notes $ 43,125 $ 5,125 $ 10,250 $ 10,250 $ 17,500
Principal due at maturity on
convertible notes 800,000 300,000 500,000
Operating leases (1) 69,321 13,935 22,232 16,728 16,426
Purchase obligations (2) 79,096 79,096
Total (3) $ 991,542 $ 98,156 $ 32,482 $ 326,978 $ 533,926

(1) The amount for
operating leases
above does not
include
insurance, taxes,
maintenance
and other costs
required by the
applicable
operating lease.
These costs are
variable and are
not expected to
have a material
impact.

(2) Purchase
obligations
relate to
purchase order
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commitments to
our contract
manufacturers
and component
suppliers for
inventory. In
certain
instances, we
are permitted to
cancel,
reschedule or
adjust these
orders.
Consequently,
only a portion of
the amount
reported above
relates to firm,
non-cancelable
and
unconditional
obligations.

(3) Asof July 31,

2008, we had

approximately

$6.2 million of

other long-term

obligations in

our condensed

consolidated

balance sheet

for

unrecognized

tax positions

that are not

included in this

table because

the periods of

cash settlement

with the

respective tax

authority cannot

be reasonably

estimated.

Some of our commercial commitments, including some of the future minimum payments set forth above, are

secured by standby letters of credit. The following is a summary of our commercial commitments secured by standby
letters of credit by commitment expiration date as of July 31, 2008 (in thousands):

Less than
one One to Three to
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three five
Total year years years Thereafter
Standby letters of credit $ 20,964 $ 16,914 $ 3,385 $ 548 $ 117

Off-Balance Sheet Arrangements
Ciena does not engage in any off-balance sheet financing arrangements. In particular, we do not have any equity
interests in so-called limited purpose entities, which include special purpose entities (SPEs) and structured finance

entities.
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Critical Accounting Policies and Estimates

The preparation of our consolidated financial statements requires that we make estimates and judgments that affect
the reported amounts of assets, liabilities, revenue and expense, and related disclosure of contingent assets and
liabilities. By their nature, these estimates and judgments are subject to an inherent degree of uncertainty. On an
ongoing basis, we reevaluate our estimates, including those related to bad debts, inventories, investments, intangible
assets, goodwill, income taxes, warranty obligations, restructuring, and contingencies and litigation. We base our
estimates on historical experience and on various other assumptions that we believe to be reasonable under the
circumstances. Among other things, these estimates form the basis for judgments about the carrying values of assets
and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under
different assumptions or conditions. To the extent that there are material differences between our estimates and actual
results, our consolidated financial statements will be affected.

We believe that the following critical accounting policies reflect those areas where significant judgments and
estimates are used in the preparation of our consolidated financial statements.

Revenue Recognition

We recognize revenue in accordance with SAB No. 104, Revenue Recognition, which states that revenue is
realized or realizable and earned when all of the following criteria are met: persuasive evidence of an arrangement
exists; delivery has occurred or services have been rendered; the price to the buyer is fixed or determinable; and
collectibility is reasonably assured. Customer purchase agreements and customer purchase orders are generally used to
determine the existence of an arrangement. Shipping documents and customer acceptance, when applicable, are used
to verify delivery. We assess whether the price is fixed or determinable based on the payment terms associated with
the transaction and whether the sales price is subject to refund or adjustment. We assess collectibility based primarily
on the creditworthiness of the customer as determined by credit checks and analysis, as well as the customer s payment
history. In instances where final acceptance of the product, system, or solution is specified by the customer, revenue is
deferred until all acceptance criteria have been met. Revenue for maintenance services is generally deferred and
recognized ratably over the period during which the services are to be performed.

Some of our communications networking equipment is integrated with software that is essential to the functionality
of the equipment. Accordingly, we account for revenue in accordance with SOP No. 97-2, Software Revenue
Recognition, and all related interpretations. SOP 97-2 incorporates additional guidance unique to software
arrangements incorporated with general accounting guidance, such as, revenue is recognized when persuasive
evidence of an arrangement exists, delivery has occurred, the fee is fixed or determinable, and collectibility is
probable. In instances where final acceptance of the product is specified by the customer, revenue is deferred until all
acceptance criteria have been met.

Arrangements with customers may include multiple deliverables, including any combination of equipment,
services and software. If multiple element arrangements include software or software-related elements, we apply the
provisions of SOP 97-2 to determine the amount of the arrangement fee to be allocated to those separate units of
accounting. Multiple element arrangements that include software are separated into more than one unit of accounting
if the functionality of the delivered element(s) is not dependent on the undelivered element(s), there is vendor-specific
objective evidence of the fair value of the undelivered element(s), and general revenue recognition criteria related to
the delivered element(s) have been met. The amount of product and services revenue recognized is affected by our
judgments as to whether an arrangement includes multiple elements and, if so, whether vendor-specific objective
evidence of fair value exists. Changes to the elements in an arrangement and our ability to establish vendor-specific
objective evidence for those elements could affect the timing of revenue recognition. For all other deliverables, we
apply the provisions of EITF 00-21, Revenue Arrangements with Multiple Deliverables. EITF 00-21 allows for
separation of elements into more than one unit of accounting if the delivered element(s) have value to the customer on
a stand-alone basis, objective and reliable evidence of fair value exists for the undelivered element(s), and delivery of
the undelivered element(s) is probable and substantially within our control. Revenue is allocated to each unit of
accounting based on the relative fair value of each accounting unit or using the residual method if objective evidence
of fair value does not exist for the delivered element(s). The revenue recognition criteria described above are applied
to each separate unit of accounting. If these criteria are not met, revenue is deferred until the criteria are met or the last
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element has been delivered.

Our total deferred revenue for products was $13.2 million and $12.4 million as of October 31, 2007 and July 31,
2008, respectively. Our services revenue is deferred and recognized ratably over the period during which the services
are to be performed. Our total deferred revenue for services was $50.4 million and $63.9 million as of October 31,
2007 and July 31, 2008, respectively.
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Share-Based Compensation

We recognize share-based compensation expense in accordance with SFAS 123(R), Share-Based Payments, as
interpreted by SAB 107. SFAS 123(R) requires the measurement and recognition of compensation expense for
share-based awards based on estimated fair values on the date of grant. We estimate the fair value of each
option-based award on the date of grant using the Black-Scholes option-pricing model. This option pricing model
requires that we make several estimates, including the option s expected life and the price volatility of the underlying
stock. The expected life of employee stock options represents the weighted-average period the stock options are
expected to remain outstanding. Because we considered our options to be plain vanilla, we calculated the expected
term using the simplified method as prescribed in SAB 107 for fiscal 2007. Under SAB 107, options are considered to
be plain vanilla if they have the following basic characteristics: they are granted at-the-money; exercisability is
conditioned upon service through the vesting date; termination of service prior to vesting results in forfeiture; there is
a limited exercise period following termination of service; and the options are non-transferable and non-hedgeable.
Beginning in fiscal 2008, as prescribed by SAB 107, we gathered more detailed historical information about specific
exercise behavior of our grantees, which we used to determine expected term. We considered the implied volatility
and historical volatility of our stock price in determining our expected volatility, and, finding both to be equally
reliable, determined that a combination of both measures would result in the best estimate of expected volatility. We
recognize the estimated fair value of option-based awards, net of estimated forfeitures, as stock-based compensation
expense on a straight-line basis over the requisite service period.

We estimate the fair value of our restricted stock unit awards based on the fair value of our common stock on the
date of grant. Our outstanding restricted stock unit awards are subject to service-based vesting conditions and/or
performance-based vesting conditions. We recognize the estimated fair value of service-based awards, net of
estimated forfeitures, as share-based expense ratably over the vesting period on a straight-line basis. Awards with
performance-based vesting conditions require the achievement of certain financial or other performance criteria or
targets as a condition to the vesting, or acceleration of vesting. We recognize the estimated fair value of
performance-based awards, net of estimated forfeitures, as share-based expense over the performance period, using
graded vesting, which considers each performance period or tranche separately, based upon our determination of
whether it is probable that the performance targets will be achieved. At each reporting period, we reassess the
probability of achieving the performance targets and the performance period required to meet those targets.
Determining whether the performance targets will be achieved involves judgment, and the estimate of expense may be
revised periodically based on changes in the probability of achieving the performance targets. Revisions are reflected
in the period in which the estimate is changed. If any performance goals are not met, no compensation cost is
ultimately recognized against that goal, and, to the extent previously recognized, compensation cost is reversed.

No tax benefits were attributed to the share-based compensation expense because a full valuation allowance was
maintained for all net deferred tax assets.

Because share-based compensation expense is based on awards that are ultimately expected to vest, the amount of
expense takes into account estimated forfeitures. SFAS 123(R) requires forfeitures to be estimated at the time of grant
and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. Changes in these
estimates and assumptions can materially affect the measure of estimated fair value of our share-based compensation.
See Note 15 to our financial statements in Item 1 of Part I of this report for information regarding our assumptions
related to share-based compensation and the amount of share-based compensation expense we incurred for the periods
covered in this report. As of July 31, 2008, total unrecognized compensation expense was: (i) $25.0 million, which
relates to unvested stock options and is expected to be recognized over a weighted-average period of 1.4 years; and (ii)
$50.8 million, which relates to unvested restricted stock units and is expected to be recognized over a
weighted-average period of 1.8 years.

Reserve for Inventory Obsolescence

We make estimates about future customer demand for our products when establishing the appropriate reserve for
excess and obsolete inventory. We write down inventory that has become obsolete or unmarketable by an amount
equal to the difference between the cost of inventory and the estimated market value based on assumptions about
future demand and market conditions. Inventory write downs are a component of our product cost of goods sold.
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Upon recognition of the write down, a new lower cost basis for that inventory is established, and subsequent changes
in facts and circumstances do not result in the restoration or increase in that newly established cost basis. We recorded
charges for excess and obsolete inventory of $8.9 million and $13.8 million in the first nine months of fiscal 2007 and
2008, respectively. These charges were primarily related to excess inventory due to a change in forecasted product
sales. In an effort to limit our exposure to delivery delays and to satisfy customer needs we purchase inventory based
on forecasted sales across our product lines. In addition, part of our research and development strategy is to promote
the convergence of similar features and functionalities across our product lines. Each of these practices exposes us to
the risk that our customers will not order those products for which we have forecasted sales, or will purchase less than
we have forecasted. Historically, we have experienced write downs due to changes in strategic direction,
discontinuance of a product and declines in market conditions. If actual market conditions differ from those we have
assumed, if there is a sudden and significant decrease in demand for our products, or if there is a higher incidence of
inventory obsolescence due to a rapid change in technology, we may be required to take additional inventory
write-downs, and our gross margin could be adversely affected. Our inventory net of allowance for excess and
obsolete was $102.6 million and $106.3 as of October 31, 2007 and July 31, 2008, respectively.
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Restructuring

As part of our restructuring costs, we provide for the estimated cost of the net lease expense for facilities that are
no longer being used. The provision is equal to the fair value of the minimum future lease payments under our
contracted lease obligations, offset by the fair value of the estimated sublease payments that we may receive. As of
July 31, 2008, our accrued restructuring liability related to net lease expense and other related charges was
$4.0 million. The total minimum lease payments for these restructured facilities are $18.1 million. These lease
payments will be made over the remaining lives of our leases, which range from nineteen months to eleven years. If
actual market conditions are different than those we have projected, we will be required to recognize additional
restructuring costs or benefits associated with these facilities.

Allowance for Doubtful Accounts

Our allowance for doubtful accounts receivable is based on management s assessment, on a specific identification
basis, of the collectibility of customer accounts. We perform ongoing credit evaluations of our customers and
generally have not required collateral or other forms of security from customers. In determining the appropriate
balance for our allowance for doubtful accounts receivable, management considers each individual customer account
receivable in order to determine collectibility. In doing so, we consider creditworthiness, payment history, account
activity and communication with such customer. If a customer s financial condition changes, or if actual defaults are
higher than our historical experience, we may be required to take a charge for an allowance for doubtful accounts
receivable which could have an adverse impact on our results of operations. Our accounts receivable net of allowance
for doubtful accounts was $104.1 million and $138.1 as of October 31, 2007 and July 31, 2008, respectively. Our
allowance for doubtful accounts as of October 31, 2007 and July 31, 2008 was $0.1 million.

Goodwill

As of October 31, 2007 and July 31, 2008, our consolidated balance sheet included $232.0 million and
$455.7 million in goodwill, respectively. Goodwill represents the excess purchase price over amounts assigned to
tangible or identifiable intangible assets acquired and liabilities assumed from our acquisitions. The increase above
reflects goodwill recorded in connection with our acquisition of World Wide Packets. See Note 3 to the financial
statements included in Item 1 of Part 1 of this report for additional information related to the allocation of the
purchase price.

In accordance with SFAS 142, we test our goodwill for impairment on an annual basis, which we have determined
to be the last business day of fiscal September each year. We also test our goodwill for impairment between annual
tests if an event occurs or circumstances change that would, more likely than not, reduce the fair value of the reporting
unit below its carrying value. No such event or circumstance occurred during the first nine months of fiscal 2008.

For fiscal 2007, we determined fair value of our single reporting unit to be equal to our market capitalization plus a
control premium. Market capitalization was determined by multiplying the shares outstanding on the assessment date
by the average market price of our common stock over a 10-day period before and a 10-day period after each
assessment date. We use this 20-day duration to consider inherent market fluctuations that may affect any individual
closing price. In determining fair value, we added a control premium  which seeks to give effect to the increased
consideration a potential acquirer may be required to pay in order to gain sufficient ownership to set policies, direct
operations and make decisions related to our company to our market capitalization. For fiscal 2007, we used a 25%
control premium in our goodwill assessment.

Our stock price is a significant factor in assessing our fair value for purposes of the goodwill impairment
assessment. Our stock price can be affected by, among other things, changes in industry or market conditions, changes
in our results of operations, and changes in our forecasts or market expectations relating to future results. In assessing
whether there has been a triggering event for an interim impairment assessment, we consider indicators of impairment
including fluctuations in stock price. If we suffer a sustained decline in our stock price and our market capitalization
declines below our carrying value, we will assess whether the goodwill has been impaired. In this instance, our
estimate of the appropriate control premium to apply in determining fair value could be an important variable in our
goodwill impairment assessment. A significant impairment could result in additional charges and have a material
adverse impact on our financial condition and operating results.
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For fiscal 2007, Ciena performed an assessment of the fair value of its single reporting unit as of September 29,
2007 and our market capitalization, as determined above, was approximately $3.6 billion, exceeding our carrying
value at that date of $0.9 billion. Because our market capitalization exceeded our carrying value without giving effect
to the control premium, our estimate of the control premium was not a determining factor in the outcome of
impairment assessment. No goodwill impairment loss was recorded in fiscal 2007 because our carrying value,

including goodwill, did not exceed fair value.
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Intangible Assets

As of October 31, 2007 and July 31, 2008, our consolidated balance sheet included $67.1 million and
$102.3 million in other intangible assets, net, respectively. We account for the impairment or disposal of finite-lived
intangible assets in accordance with the provisions of SFAS 144. In accordance with SFAS 144, we test each
finite-lived intangible asset for impairment whenever events or changes in circumstances indicate that the asset s
carrying amount may not be recoverable. Valuation of our finite-lived intangible assets requires us to make
assumptions about future sales prices and sales volumes for our products that involve new technologies and
uncertainties around customer acceptance of new products. If actual market conditions differ or our forecasts change,
we may be required to record additional impairment charges in future periods. Such charges would have the effect of
decreasing our earnings or increasing our losses in such period.

Investments

We have an investment portfolio comprised of marketable debt securities including short-term commercial paper,
certificates of deposit, corporate bonds, asset-backed obligations and U.S. government obligations. The value of these
securities is subject to market volatility for the period we hold these investments and until their sale or maturity. We
recognize losses when we determine that declines in the fair value of our investments, below their cost basis, are
other-than-temporary. In determining whether a decline in fair value is other-than-temporary, we consider various
factors including market price (when available), investment ratings, the financial condition and near-term prospects of
the investee, the length of time and the extent to which the fair value has been less than our cost basis, and our intent
and ability to hold the investment until maturity or for a period of time sufficient to allow for any anticipated recovery
in market value. We make significant judgments in considering these factors. If we judge that a decline in fair value is
other-than-temporary, the investment is valued at the current fair value, and we would incur a loss equal to the
decline, which could materially adversely affect our profitability and results of operations.

During the fourth quarter of fiscal 2007, we determined that declines in the estimated fair value of our investments
in certain commercial paper were other-than-temporary. This commercial paper was issued by SIV Portfolio plc
(formerly known as Cheyne Finance plc) and Rhinebridge LLC, two structured investment vehicles (SIVs) that
entered into receivership during the fourth quarter of fiscal 2007 and failed to make payment at maturity. Due to the
mortgage-related assets that they hold, these entities have been exposed to adverse market conditions that have
affected the value of their collateral and their ability to access short-term funding. We purchased these investments in
the third quarter of fiscal 2007 and, at the time of purchase, each investment had a rating of A1+ by Standard and
Poor s and P-1 by Moody s, their highest ratings respectively. These investments are no longer trading and have no
readily determinable market value. We have reviewed current investment ratings, valuation estimates of the
underlying collateral, company specific news and events, and general economic conditions in considering the fair
value of these investments. In estimating fair value, we used a valuation approach based on a liquidation of assets held
by each SIV and their subsequent distribution of cash. We utilized assessments of the underlying collateral from
multiple indicators of value, which were then discounted to reflect the expected timing of disposition and market risks.
Based on this assessment of fair value, as of October 31, 2007, we recognized losses of $13.0 million related to these
investments. Giving effect to these losses, Ciena s investment portfolio at October 31, 2007 included an estimated fair
value of $33.9 million in commercial paper issued by these entities. At July 31, 2008, based on the completed
restructuring activities of these SIVs, the carrying value of the commercial paper issued was $8.4 million, with the
reduction reflecting $20.4 million of cash proceeds received and an additional $5.1 million recognized loss during the
third quarter of fiscal 2008. Subsequent to the end of the third quarter of fiscal 2008, Ciena received additional cash
proceeds totaling $8.2 million related to these SIVs.

As of July 31, 2008, our minority investments in privately held technology companies, reported in other assets,
were $6.7 million. These investments are generally carried at cost because we own less than 20% of the voting equity
and do not have the ability to exercise significant influence over any of these companies. These investments are
inherently high risk. The markets for technologies or products manufactured by these companies are usually early
stage at the time of our investment and such markets may never materialize or become significant. We could lose our
entire investment in some or all of these companies. We monitor these investments for impairment and make
appropriate reductions in carrying values when necessary. If market conditions, the expected financial performance, or
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the competitive position of the companies in which we invest deteriorate, we may be required to record a charge in
future periods due to impairment in their value.
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Deferred Tax Valuation Allowance

As of July 31, 2008, we have recorded a valuation allowance fully offsetting our gross deferred tax assets of
$1.2 billion. We calculated the valuation allowance in accordance with the provisions of SFAS 109, Accounting for
Income Taxes, which requires an assessment of both positive and negative evidence regarding the realizability of
these deferred tax assets, when measuring the need for a valuation allowance. We record a valuation allowance to
reduce our deferred tax assets to the amount that is more likely than not to be realized. In determining net deferred tax
assets and valuation allowances, management is required to make judgments and estimates related to projections of
profitability, the timing and extent of the utilization of net operating loss carryforwards, applicable tax rates, transfer
pricing methodologies and tax planning strategies. The valuation allowance is reviewed quarterly and is maintained
until sufficient positive evidence exists to support the reversal. Because evidence such as our operating results during
the most recent three-year period is afforded more weight than forecasted results for future periods, our cumulative
loss during this three-year period represents sufficient negative evidence regarding the need for a full valuation
allowance under SFAS 109. We will release this valuation allowance when management determines that it is more
likely than not that our deferred tax assets will be realized. Any release of valuation allowance will be recorded as a
tax benefit increasing net income, an adjustment to acquisition intangibles, or an adjustment to paid-in capital. We
believe it is likely that we will release a portion of this valuation allowance in the fourth quarter of fiscal 2008,
although the exact timing is subject to change based on the level of profitability that we are able to achieve for the
remainder of fiscal 2008 and our visibility into future period results. We expect that a significant portion of the release
of the valuation allowance will be recorded as an income tax benefit at the time of release, significantly increasing our
reported net income. For the first nine months of fiscal 2008, a $1.6 million adjustment to acquisition intangibles was
related to the release of valuation allowance associated with the recognition of deferred tax assets from prior
acquisitions. Because we expect our recorded tax rate to increase in subsequent periods following a release of the
valuation allowance, our net income would be affected in periods following the release. Any valuation allowance
release will not affect the amount of cash paid for income taxes.
Warranty

Our liability for product warranties, included in other accrued liabilities, was $33.6 million and $36.4 million as of
October 31, 2007 and July 31, 2008, respectively. Our products are generally covered by a warranty for periods
ranging from one to five years. We accrue for warranty costs as part of our cost of goods sold based on associated
material costs, technical support labor costs, and associated overhead. Material cost is estimated based primarily upon
historical trends in the volume of product returns within the warranty period and the cost to repair or replace the
equipment. Technical support labor cost is estimated based primarily upon historical trends and the cost to support the
customer cases within the warranty period. The provision for product warranties was $8.9 million and $11.2 million in
the first nine months of fiscal 2007 and 2008 respectively. The provision for warranty claims may fluctuate on a
quarterly basis depending upon the mix of products and customers in that period. If actual product failure rates,
material replacement costs, service or labor costs differ from our estimates, revisions to the estimated warranty
provision would be required. An increase in warranty claims or the related costs associated with satisfying these
warranty obligations could increase our cost of sales and negatively affect our gross margin.
Uncertain Tax Positions

Effective at the beginning of the first quarter of 2008, we adopted FIN 48, Accounting for Uncertainty in Income
Taxes-an interpretation of FASB Statement No. 109, which is a change in accounting for income taxes. FIN 48
contains a two-step approach to recognizing and measuring uncertain tax positions accounted for in accordance with
SFAS No. 109, Accounting for Income Taxes. The first step is to evaluate the tax position for recognition by
determining if the weight of available evidence indicates that it is more likely than not that the position will be
sustained on audit, including resolution of related appeals or litigation processes, if any. The second step is to measure
the tax benefit as the largest amount that is more than 50% likely of being realized upon settlement. As a result of the
implementation of FIN 48, we reduced the liability for net unrecognized tax benefits by $0.1 million, and accounted
for the reduction as a cumulative effect of a change in accounting principle that resulted in an increase to retained
earnings of $0.1 million and a decrease to income tax payable of $0.1 million. As of July 31, 2008, we had
approximately $6.2 million recorded as other long-term obligations on our condensed consolidated balance sheet for
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uncertain tax positions in accordance with FIN 48. Significant judgment is required in evaluating our uncertain tax
positions and determining our provision for income taxes. Although we believe our reserves are reasonable, no
assurance can be given that the final tax outcome of these matters will not be different from that which is reflected in
our historical income tax provisions and accruals. We adjust these reserves in light of changing facts and
circumstances, such as the closing of a tax audit or the refinement of an estimate. To the extent that the final tax
outcome of these matters is different than the amounts recorded, such differences will affect the provision for income
taxes in the period in which such determination is made. The provision for income taxes includes the effect of reserve
provisions and changes to reserves that are considered appropriate, as well as the related net interest.

47

88



Edgar Filing: CIENA CORP - Form 10-Q

Loss Contingencies

We are subject to the possibility of various losses arising in the ordinary course of business. These may relate to
disputes, litigation and other legal actions. We consider the likelihood of loss or the incurrence of a liability, as well as
our ability to reasonably estimate the amount of loss, in determining loss contingencies. A loss is accrued when it is
probable that a liability has been incurred and the amount of loss can be reasonably estimated. We regularly evaluate
current information available to us to determine whether any accruals should be adjusted and whether new accruals
are required.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

The following discussion about our market risk disclosures involves forward-looking statements. Actual results
could differ materially from those projected in the forward-looking statements. We are exposed to market risk related
to changes in interest rates and foreign currency exchange rates. We do not use derivative financial instruments for
speculative or trading purposes.

Interest Rate Sensitivity. We maintain a short-term and long-term investment portfolio. See Note 5 to the financial
statements in Item 1 of Part I of this report for information relating to the fair value of these investments. These
available-for-sale securities are subject to interest rate risk and will fall in value if market interest rates increase. If
market interest rates were to increase immediately and uniformly by 10% from levels at July 31, 2008, the fair value
of the portfolio would decline by approximately $13.6 million.

Foreign Currency Exchange Risk. As a global concern, we face exposure to adverse movements in foreign
currency exchange rates. Because our sales are primarily denominated in U.S. dollars, the impact of foreign currency
fluctuations on sales has not been material. Our primary exposures are related to non-U.S. dollar denominated
operating expense in Canada, Europe, India and China. During the first nine months of fiscal 2008, approximately
79.0% of our operating expense was U.S. dollar denominated. As of July 31, 2008, our assets and liabilities related to
non-dollar denominated currencies were primarily related to intercompany payables and receivables. We do not
expect an increase or decrease of 10% in the foreign exchange rate would have a material impact on our financial
position. To date, we have not significantly hedged against foreign currency fluctuations. Should exposure to
fluctuations in foreign currency become more significant, however, we may pursue hedging alternatives.

Item 4. Controls and Procedures
Disclosure Controls and Procedures

As of the end of the period covered by this report, Ciena carried out an evaluation under the supervision and with
the participation of Ciena s management, including Ciena s Chief Executive Officer and Chief Financial Officer, of
Ciena s disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange
Act of 1934, as amended). Based upon this evaluation, Ciena s Chief Executive Officer and Chief Financial Officer
concluded that Ciena s disclosure controls and procedures were effective as of the end of the period covered by this
report.

Changes in Internal Control over Financial Reporting

We completed our acquisition of World Wide Packets on March 3, 2008. We have incorporated the operations of
World Wide Packets within our existing control environment and have expanded the scope of a number of our internal
processes and controls to include these operations. We intend to include the operations of World Wide Packets within
the scope of our assessment of internal control over financial reporting as of October 31, 2008. We do not expect this
acquisition to materially affect our internal control over financial reporting.

There was no change in Ciena s internal control over financial reporting (as defined in Rules 13a-15(f) and
15d-15(f) under the Securities Exchange Act of 1934, as amended) during the most recently completed fiscal quarter
that has materially affected, or is reasonably likely to materially affect, Ciena s internal control over financial
reporting.
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PART II OTHER INFORMATION
Item 1. Legal Proceedings

As a result of our June 2002 merger with ONI Systems Corp., we became a defendant in a securities class action
lawsuit filed in the United States District Court for the Southern District of New York in August 2001. The complaint
named ONI, certain former ONI officers and certain underwriters of ONI s initial public offering (IPO) as defendants
and alleges, among other things, that the underwriter defendants violated the securities laws by failing to disclose
alleged compensation arrangements in ONI s registration statement and by engaging in manipulative practices to
artificially inflate the ONI s stock price after the IPO. The complaint also alleges that ONI and the named former
officers violated the securities laws by failing to disclose the underwriters alleged compensation arrangements and
manipulative practices. The former ONI officers have been dismissed from the action without prejudice. Similar
complaints have been filed against more than 300 other issuers that have had initial public offerings since 1998, and
all of these actions have been included in a single coordinated proceeding. A description of this litigation and the
history of the proceedings can be found in Item 3. Legal Proceedings of Part I of Ciena s Annual Report on Form 10-K
filed with the Securities and Exchange Commission on December 27, 2007. No specific amount of damages has been
claimed in this action. Due to the inherent uncertainties of litigation, we cannot accurately predict the ultimate
outcome of the matter at this time.

On May 29, 2008, Graywire, LLC filed a complaint in the United States District Court for the Northern District of
Georgia against Ciena and four other defendants, alleging, among other things, that certain of the parties products
infringe U.S. Patent 6,542,673. The complaint, which has not yet been served upon Ciena, seeks injunctive relief and
damages. We believe that we have valid defenses to the lawsuit and intend to defend it vigorously.

We are also subject to various legal proceedings, claims and litigation arising in the ordinary course of business.
We do not expect that the ultimate costs to resolve these matters will have a material effect on our results of
operations, financial position or cash flows.

Item 1A. Risk Factors

Investing in our securities involves a high degree of risk. In addition to the other information contained in this
report, you should consider the following risk factors before investing in our securities.

A small number of communications service provider customers account for a significant portion of our
revenue, and the loss of any of these customers, or a significant reduction in their spending, would have a
material adverse effect on our business, financial condition and results of operations.

A significant portion of our revenue is concentrated among a relatively small number of customers. Five customers
collectively accounted for 65.3% of our fiscal 2007 revenue. For the first nine months of fiscal 2008, five customers
collectively accounted for 62.8% of our revenue. Consequently, our financial results are closely correlated with the
spending of a relatively small number of customers. Because their spending may be unpredictable and sporadic, our
revenue and operating results can fluctuate on a quarterly basis. Reliance upon a relatively small number of customers
increases our exposure to changes in their capital expenditure budgets, network strategy and executive leadership. We
have recently seen our customers, particularly large carriers in North America, begin to take a more guarded approach
to their capital spending. The loss of, or significant reductions in spending by, one or more of our large customers
would have a material adverse effect on our business, financial condition and results of operations. Our concentration
in revenue has increased in recent years, in part, as a result of consolidations among a number of our largest
customers. Consolidations may increase the likelihood of temporary or indefinite reductions in customer spending or
changes in network strategy that could harm our business and operating results. Moreover, because our largest
customers are telecommunications service providers, our business could be exposed to risks associated with a
market-wide change in business prospects, competitive pressures, regulatory environment or other conditions
affecting these customers.

Our business could be adversely affected if general economic conditions further weaken.

We have achieved considerable annual revenue growth over the last few fiscal years, in part due to favorable
conditions in our markets. Recently, our business has begun to experience the effects of the current uncertain
macroeconomic environment. We have begun to experience order delays, lengthening sales cycles and slowing
deployments, primarily among our large carrier customers in North America. Economic weakness, customer financial
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difficulties and constrained spending on communications networks have previously resulted in sustained periods of
decreased demand for our products. We are uncertain as to how long current macroeconomic conditions will persist
and the magnitude of their effects on our business and results of operations. If unfavorable macroeconomic conditions
persist or further weaken, our business and results of operations could be materially adversely affected.
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Our revenue, gross margin and operating results can fluctuate unpredictably from quarter to quarter.

Our revenue, gross margin and results of operations can fluctuate unpredictably from quarter to quarter. Our
budgeted expense levels depend in part on our expectations of long-term future revenue and gross margin. Substantial
adjustments to these expenses are difficult and take time. Uncertainty or lack of visibility into customer spending, and
changes in economic or market conditions, can make it difficult to prepare reliable estimates of future revenue.
Consequently, our levels of inventory and operating expense may be high relative to our revenue, which would harm
our level of profitability. Factors that contribute to fluctuations in our revenue, gross margin and operating results
include:

variations in the mix between higher and lower margin products and services;

changes in capital spending levels of our significant customers and fluctuations in demand for our products;

the timing and size of orders from customers, including the impact of, and our ability to recognize revenue
from, significant customer contracts;

the level of pricing pressure we encounter;

changes in customers requirements, including changes or cancellations to orders from customers;
the introduction of new products by us or our competitors;

changes in the price or availability of components for our products;

readiness of customer sites for installation and delays in network deployment;

changes in general economic conditions as well as those specific to our markets.

Many of these factors are beyond our control, particularly in the case of large carrier orders and multi-vendor or
multi-technology network infrastructure builds where the achievement of certain thresholds for acceptance is subject
to the readiness and performance of the customer or other providers, and changes in customer requirements or
installation plans. Any one or a combination of these factors may cause our revenue, gross margin and operating
results to fluctuate from quarter to quarter. As a consequence, our results for a particular quarter may be difficult to
predict, and our prior results are not necessarily indicative of results likely in future periods. The factors above may
cause our operating results to fall below the expectations of securities analysts or investors, which may cause our
stock price to decline.

We face intense competition that could hurt our sales and profitability.

The markets in which we compete for sales of networking equipment, software and services are extremely
competitive, particularly the market for sales to large communications service providers. This level of competition that
we face can be exacerbated during periods of macroeconomic weakness and constrained spending. Competition in our
markets, generally, is based on any one or a combination of the following factors: price, product features and
functionality, manufacturing capability and lead-times, incumbency and existing business relationships, scalability
and the ability of products to meet the immediate and future network requirements of customers. A small number of
very large companies have historically dominated our industry. These competitors have substantially greater financial,
technical and marketing resources, greater manufacturing capacity and better established relationships with
telecommunications carriers and other potential customers than we do. Consolidation activity among large networking
equipment providers has caused some of our competitors to grow even larger, which may increase their strategic
advantages. These transactions may adversely affect our competitive position.

We also compete with a number of smaller companies that provide significant competition for a specific product,
application, customer segment or geographic market. These competitors often base their products on the latest
available technologies. Due to the narrower focus of their efforts, these competitors may achieve commercial
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availability of their products more quickly and may be more attractive to customers.

Increased competition in our markets has resulted in aggressive business tactics, including:

one-stop shopping options;

significant price competition, particularly from competitors in Asia;
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customer financing assistance;

early announcements of competing products and extensive marketing efforts;
competitors offering equity ownership positions to customers;

competitors offering to repurchase our equipment from existing customers;
marketing and advertising assistance; and

intellectual property assertions and disputes.

The tactics described above can be particularly effective in an increasingly concentrated base of potential
customers such as communications service providers. If competitive pressures increase or we fail to compete
successfully in our markets, our sales and profitability would suffer.

Investment of research and development resources in technologies for which there is not a matching market
opportunity, or failure to sufficiently or timely invest in technologies for which there is market demand, would
adversely affect our revenue and profitability.

The market for communications networking equipment is characterized by rapidly evolving technologies and
changes in market demand. We continually invest in research and development to enhance our existing products,
create new products and develop or acquire new technologies. There is often a lengthy period between commencing
these development initiatives and bringing the new or revised product to market, and, during this time, technology or
the market may move in directions we had not anticipated. Even if we are able to anticipate market conditions and
develop and introduce new products or enhancements, there is no guarantee that these products will achieve market
acceptance. There is a significant possibility, therefore, that some of our development decisions will not turn out as
anticipated, and that our investment in some projects will be unprofitable. There is also a possibility that we may miss
a market opportunity because we fail to invest, or invest too late, in a new product or an enhancement of an existing
product that could have been highly profitable. Changes in the market may also cause us to discontinue previously
planned investments in new products or features, which can have a disruptive effect on our relationships with
customers. If we fail to make the right investments or fail to make them at the right time, our competitive position may
suffer and our revenue and profitability could be harmed.

We may be required to write off significant amounts of inventory as a result of our inventory purchase
practices and the convergence of our product lines.

To avoid delays and meet customer demand for shorter delivery terms, we place orders with our contract
manufacturers and suppliers to manufacture components and complete assemblies based on forecasts of customer
demand. As a result, our inventory purchases expose us to the risk that our customers either will not order the products
we have forecasted or will purchase fewer products than forecasted. Our purchase agreements generally do not require
that a customer guarantee any minimum purchase level, and customers often have the right to modify, reduce or
cancel purchase quantities. As a result, we may purchase inventory based on forecasted sales and in anticipation of
sales that never occur. Historically, our inventory write-offs have resulted from the circumstances above. As features
and functionalities converge across our product lines, and we introduce new products, however, we face an increased
risk that customers may elect to forego purchases of one product we have inventoried in favor of purchasing another
product with similar functionality or application. If we are required to write off or write down a significant amount of
inventory, our results of operations for the period would be materially adversely affected.
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Network equipment sales to large communications service providers often involve lengthy sales cycles and
protracted contract negotiations and may require us to assume terms or conditions that negatively affect our
pricing, payment terms and the timing of revenue recognition.

Our future success will depend in large part on our ability to maintain and expand our sales to large
communications service providers. These sales typically involve lengthy sales cycles, protracted, and sometimes
difficult, contract negotiations, and extensive product testing and network certification. We are sometimes required to
agree to contract terms or conditions that negatively affect pricing, payment terms and the timing of revenue
recognition in order to consummate a sale. These terms may, in turn, negatively affect our revenue and results of
operations and increase our susceptibility to quarterly fluctuations in our results. Communications service providers
may ultimately insist upon terms and conditions that we deem too onerous or not in our best interest. Moreover, our
purchase agreements generally do not require that a customer guarantee any minimum purchase level and customers
often have the right to modify, delay, reduce or cancel previous orders. As a result, we may incur substantial expense
and devote time and resources to potential relationships that never materialize or result in lower than anticipated sales.
Product performance problems could damage our business reputation and negatively affect our results of
operations.

The development and production of equipment that addresses multi-service communications network traffic is
complicated. Some of our products can be fully tested only when deployed in communications networks or with other
equipment and therefore may contain undetected hardware or software errors at the time of release. As a result,
product performance problems are often more acute for initial deployments of new products and product
enhancements. Unanticipated problems can relate to the design, manufacturing, installation or integration of our
products. If we experience significant performance, reliability or quality problems with our products, or our customers
suffer significant network restoration delays relating to these problems, a number of negative effects on our business
could result, including:

increased costs to address software or hardware defects;

payment of liquidated damages or claims for damages for performance failures or delays;
increased inventory obsolescence and warranty expense;
delays in collecting accounts receivable;
cancellation or reduction in orders from customers; and
damage to our reputation or legal actions by customers or end users.
Product performance problems could damage our business reputation and negatively affect our business and results

of operations.
52

95



Edgar Filing: CIENA CORP - Form 10-Q

We may not be successful in selling our products into new markets and developing and managing new sales
channels.

We continue to take steps to sell our products into new geographic markets and to a broader customer base,
including other large telecommunications service providers, enterprises, cable operators, wireless operators and
federal, state and local governments. We have less experience in these markets and, in order to succeed in these
markets, we believe we must develop and manage new sales channels and distribution arrangements. We expect these
relationships to be an increasingly important part of our business. We may not be successful in reaching additional
customer segments or expanding into new geographic regions and may be exposed to increased expense and business
and financial risks associated with entering new markets and pursuing new customer segments. We may expend time,
money and other resources on channel relationships that are ultimately unsuccessful. In addition, sales to federal, state
and local governments require compliance with complex procurement regulations with which we have little
experience. We may be unable to increase our sales to government contractors if we determine that we cannot comply
with applicable regulations. Our failure to comply with regulations for existing contracts could result in civil, criminal
or administrative proceedings involving fines and suspension, or exclusion from participation in federal government
contracts. Failure to manage additional sales channels effectively would limit our ability to succeed in these new
markets and could adversely affect our ability to expand our customer base and grow our business.

We may experience delays in the development and enhancement of our products that may negatively affect our
competitive position and business.

Our products are based on complex technology, and we can experience unanticipated delays in developing,
improving, manufacturing or deploying them. Each step in the development life cycle of our products presents serious
risks of failure, rework or delay, any one of which could decrease the timing and cost-effective development of such
products and could affect customer acceptance of such products. Intellectual property disputes, failure of critical
design elements, and other execution risks may delay or even prevent the introduction of these products. Modification
of research and development strategies and changes in allocation of resources could also be disruptive to our
development efforts. If we do not develop and successfully introduce products in a timely manner, our competitive
position may suffer and our business, financial condition and results of operations would be harmed.

Our reliance upon third party manufacturers exposes us to risks that could negatively affect our business and
operations.

We rely upon third party contract manufacturers to perform the majority of the manufacturing of our products and
components, and we are increasingly utilizing overseas suppliers, particularly in Asia. Our reliance upon these
manufacturers could expose us to increased risks related to lead times, continued supply, on-time delivery, quality
assurance and compliance with environmental standards and other regulations. We are also exposed to risks related to
disruptions in the business and operations of these manufacturers, including business continuity and disaster recovery.
We do not have contracts in place with some of our manufacturers and we do not have guaranteed supply of
components or manufacturing capacity. From time to time, we may decide to transfer manufacturing to a new contract
manufacturer or consolidate our use of suppliers. These transitions may result in disruptions to our business and
temporary increases in inventory volumes purchased in order to ensure continued supply. Difficulty managing our
contract manufacturers, or transitions to new manufacturers, can negatively affect our business and operations and
harm our customer relationships.

We depend on sole and limited source suppliers for some of our product components and the loss of a source,
or a lack of availability of key components, could increase our costs and harm our business and customer
relationships.

We depend on a limited number of suppliers for our product components and subsystems, as well as for equipment
used to manufacture and test our products. Our products include key optical and electronic components for which
reliable, high-volume supply is available from sole or limited sources. We have previously encountered shortages in
availability for important components that have affected our ability to deliver products in a timely manner. Our
business would be negatively affected if our suppliers were to experience any significant disruption in their operations
affecting the price, quality, availability or timely delivery of components. If we are unable to secure the components
or subsystems that we require in sufficient quantities, we may experience delivery delays and may be unable to satisfy
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our contractual obligations to customers. The loss of a source of supply, or lack of sufficient availability of key
components, could require us to redesign products that use those components, which would increase our costs and
negatively affect our product gross margin. The partial or complete loss of a sole or limited source supplier could
result in lost revenue, additional costs and deployment delays that could harm our business and customer
relationships.
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Our failure to manage effectively our relationships with service delivery partners could adversely impact our
financial results and relationship with customers.

We rely on a number of service delivery partners, both domestic and international, to complement our global
service and support resources. We rely upon third party service delivery partners for the installation of our equipment
in some large network builds. These projects often include onerous customization, installation, testing and acceptance
terms. In order to ensure the proper installation and maintenance of our products, we must identify, train and certify
our service partners. The certification of these partners can be costly and time-consuming, and these partners provide
similar services for other companies, including our competitors. We may not be able to effectively manage our
relationships with our service partners and cannot be certain that they will be able to deliver services in the manner or
time required. If our service partners are unsuccessful in delivering services:

we may suffer delays in recognizing revenue;

our services revenue and gross margin may be adversely affected; and

our relationship with customers could suffer.
Difficulties with service delivery partners could cause us to transition a larger share of deployment and other services
from third parties to internal resources, thereby increasing our service overhead costs and negatively affecting our
services gross margin and results of operations.
We may incur significant costs as a result of our efforts to protect and enforce our intellectual property rights
or respond to claims of infringement from others.

Our business is dependent upon the successful protection of our proprietary technology and intellectual property.
We are subject to the risk that unauthorized parties may attempt to access, copy or otherwise obtain and use our
proprietary technology, particularly as we expand our product development into India and increase our reliance upon
contract manufacturers in Asia. These and other international operations could expose us to a lower level of
intellectual property protection than in the United States. Monitoring unauthorized use of our technology is difficult,
and we cannot be certain that the steps that we are taking will prevent or minimize the risks of unauthorized use. If
competitors are able to use our technology, our ability to compete effectively could be harmed.

In recent years, we have filed suit to enforce our intellectual property rights. From time to time we have also been
subject to litigation and other third party intellectual property claims, including as a result of our indemnification
obligations to customers or resellers that purchase our products. The frequency of these assertions is increasing as
patent holders, including entities that are not in our industry and that purchase patents as an investment, use
infringement assertions as a competitive tactic or as a source of additional revenue. Intellectual property claims can
significantly divert the time and attention of our personnel and result in costly litigation. Intellectual property
infringement claims can also require us to pay substantial damages or royalties, enter into costly license agreements or
develop non-infringing technology. Accordingly, the costs associated with third party intellectual property claims
could adversely affect our business, results of operations and financial condition.

Our international operations could expose us to additional risks and result in increased operating expense.

We market, sell and service our products globally. We have established offices around the world, including in
North America, Europe, Latin America and the Asia Pacific region. We have also established a major development
center in India and are increasingly reliant upon overseas suppliers, particularly in Asia, for sourcing of important
components and contract manufacturing of our products. Our increasingly global operations may result in increased
risk to our business and could give rise to unanticipated expense, difficulties or other effects that could adversely
affect our financial results.

International operations are subject to inherent risks, including:

effects of changes in currency exchange rates;

greater difficulty in collecting accounts receivable and longer collection periods;

difficulties and costs of staffing and managing foreign operations;
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the impact of economic changes in countries outside the United States;

less protection for intellectual property rights in some countries;

adverse tax and customs consequences, particularly as related to transfer-pricing issues;
social, political and economic instability;

trade protection measures, export compliance, qualification to transact business and other regulatory
requirements; and

natural disasters and epidemics.

We expect that our international activities will be dynamic in the near term, and we may enter new markets and
withdraw from or reduce operations in others. These changes to our international operations may require significant
management attention and result in additional expense. In some countries, our success will depend in part on our
ability to form relationships with local partners. Our inability to identify appropriate partners or reach mutually
satisfactory arrangements for international sales of our products could impact our ability to maintain or increase
international market demand for our products.
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Our use and reliance upon development resources in India may expose us to unanticipated costs or liabilities.
We have a development center in India. There is no assurance that our reliance upon development resources in
India will enable us to achieve meaningful cost reductions or greater resource efficiency. Further, our development
efforts and other operations in India involve significant risks, including:
difficulty hiring and retaining appropriate engineering resources due to intense competition for such resources
and resulting wage inflation;

the knowledge transfer related to our technology and exposure to misappropriation of intellectual property or
confidential information, including information that is proprietary to us, our customers and other third parties;

heightened exposure to changes in the economic, security and political conditions of India;
fluctuation in currency exchange rates and tax risks associated with international operations; and

development efforts that do not meet our requirements because of language, cultural or other differences
associated with international operations, resulting in errors or delays.

Difficulties resulting from the factors above and other risks related to our operations in India could expose us to
increased expense, impair our development efforts, harm our competitive position and damage our reputation.

We may encounter difficulty integrating World Wide Packets and may not be able to achieve the benefits we
anticipate from our merger.

We recently completed our acquisition of World Wide Packets and are in the process of integrating its operations,
systems, technologies, products, and personnel. Integration of acquired companies can be complex and exposes us to a
variety of risks. We may encounter difficulty integrating World Wide Packets, including the possible loss of key
personnel, disruption of product development efforts, difficulties with new suppliers, loss of customers and
incorporation of financial reporting processes and related information systems. We may encounter difficulties
developing, integrating and selling new technology into our portfolio and may be unable to achieve the strategic
benefits we anticipate from our merger. We could also be exposed to additional risks and liabilities that could have a
material adverse effect on our business, results of operations and financial condition. As part of the merger, we
assumed all known and unknown liabilities of World Wide Packets. These liabilities may include unforeseen
liabilities to shareholders, customers, suppliers or employees, as well as liabilities related to intellectual property
disputes.

We may be exposed to unanticipated risks and additional obligations in connection with our resale of
complementary products or technology of other companies.

We have entered into agreements with strategic partners that permit us to distribute their products or technology.
We rely upon these relationships to add complementary products or technologies or to fulfill an element of our
product portfolio. As part of our strategy to diversify our product portfolio and customer base, we may enter into
additional original equipment manufacturer (OEM) or resale agreements in the future. We may incur unanticipated
costs or difficulties relating to our resale of third party products. Our third party relationships could expose us to risks
associated with delays in their development, manufacturing or delivery of products or technology. We may also be
required by customers to assume warranty, service and other commercial obligations greater than the commitments, if
any, made to us by these technology partners. Some of our strategic partners are relatively small companies with
limited financial resources. If they are unable to satisfy their obligations to us or our customers, we may have to
expend our own resources to satisfy these obligations. Exposure to the risks above could harm our reputation with key
customers and negatively affect our business and our results of operations.

Our exposure to the credit risks of our customers and resellers may make it difficult to collect receivables and
could adversely affect our operating results and financial condition.

In the course of our sales to customers, we may have difficulty collecting receivables and could be exposed to risks
associated with uncollectible accounts. We may be exposed to similar risks relating to third party resellers and other
sales channel partners. While we monitor these situations carefully and attempt to take appropriate measures to protect
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ourselves, it is possible that we may have to write down or write off doubtful accounts. Such write-downs or
write-offs could negatively affect our operating results for the period in which they occur, and, if large, could have a
material adverse effect on our operating results and financial condition.
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Restructuring activities could disrupt our business and affect our results of operations.

Over the last several years, we have taken steps, including reductions in force, office closures, and internal
reorganizations to reduce the size and cost of our operations and to better match our resources with market
opportunities. We may take similar steps in the future. These changes could be disruptive to our business and may
result in the recording of accounting charges, including inventory and technology-related write-offs, workforce
reduction costs and charges relating to consolidation of excess facilities. Substantial charges resulting from any future
restructuring activities could adversely affect our results of operations in the period in which we take such a charge.
If we are unable to attract and retain qualified personnel, we may be unable to manage our business effectively.

Competition to attract and retain highly skilled technical and other personnel with experience in our industry is
increasing in intensity, and our employees have been the subject of targeted hiring by our competitors. We are
expanding our engineering resources in the U.S. and abroad and may find it difficult to attract and retain sufficiently
skilled personnel in areas including data networking and Ethernet service delivery and may encounter difficulty in
certain geographic markets. We may experience difficulty retaining and motivating existing employees and attracting
qualified personnel to fill key positions. In addition, none of our executive officers is bound by an employment
agreement for any specific term. It may be difficult to replace members of our management team or other key
personnel, and the loss of such individuals could be disruptive to our business. Because we generally do not have
employment contracts with our employees, we must rely upon providing competitive compensation packages and a
high-quality work environment in order to retain and motivate employees. If we are unable to attract and retain
qualified personnel, we may be unable to manage our business effectively.

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

To date, we have not significantly hedged against foreign currency fluctuations. Historically, our primary exposure
to currency exchange rates has been related to non-U.S. dollar denominated operating expense in Europe, Asia and
Canada where we sell primarily in U.S. dollars. In recent years, our international operations have grown considerably.
As we increase our international sales and utilization of international suppliers, we may transact additional business in
currencies other than the U.S. dollar. As a result, we may be subject to increased susceptibility to the effects of foreign
exchange translation on our financial results and our business and result of operations could be adversely affected.
Our products incorporate software and other technology under license from third parties and our business
would be adversely affected if this technology was no longer available to us on commercially reasonable terms.

We integrate third-party software and other technology into our products. Licenses for this technology may not be
available or continue to be available to us on commercially reasonable terms. Third party licensors may insist on
unreasonable financial or other terms in connection with our use of such technology. Difficulties with third party
technology licensors could result in termination of such licenses, which may result in significant costs and require us
to obtain or develop a substitute technology. Difficulty obtaining and maintaining third party technology licenses may
disrupt development of our products and increase our costs, which could harm our business.

Our business is dependent upon the proper functioning of our internal business processes and information
systems and modifications may disrupt our business, operating processes and internal controls.

The successful operation of various internal business processes and information systems is critical to the efficient
operation of our business. In recent years, we have experienced considerable growth in transaction volume, headcount
and reliance upon international resources in our operations. Our business processes and information systems need to
be sufficiently scalable to support growth of our business. To improve the efficiency of our operations and achieve
greater automation, we are in the process of implementing a number of business process improvements across our
company and have recently implemented a new version of our Oracle management information system. Significant
changes to our processes and systems expose us to a number of operational risks. These changes may be costly and
disruptive, and could impose substantial demands on management time. These changes may also require the
modification of a number of internal control procedures. Any material disruption, malfunction or similar problems
with our business processes or information systems, or the transition to new processes and systems, could have a
negative effect on the operation of our business and our results of operations.
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Strategic acquisitions and investments may expose us to increased costs and unexpected liabilities.

We may acquire or make strategic investments in other companies to expand the markets we address and diversify
our customer base. We may also engage in these transactions to acquire or accelerate the development of technology
or products. To do so, we may use cash, issue equity that would dilute our current shareholders ownership, incur debt
or assume indebtedness. These transactions involve numerous risks, including:

difficulty integrating the operations, technologies and products of the acquired companies;

diversion of management s attention;

difficulty completing projects of the acquired company and costs related to in-process projects;

the loss of key employees of the acquired company;

amortization expenses related to intangible assets and charges associated with impairment of goodwill;
ineffective internal controls over financial reporting;

dependence on unfamiliar supply partners; and

exposure to unanticipated liabilities, including intellectual property infringement claims.

As aresult of these and other risks, any acquisitions or strategic investments may not reap the intended benefits and
may ultimately have a negative impact on our business, results of operation and financial condition.
We may be required to take further write-downs of goodwill and other intangible assets.

As of July 31, 2008, we had $455.7 million of goodwill on our balance sheet. This amount primarily represents the
remaining excess of the total purchase price of our acquisitions over the fair value of the net assets acquired. This
amount includes $223.7 million of goodwill relating to our acquisition of World Wide Packets in March 2008. At
July 31, 2008, we had $102.3 million of other intangible assets on our balance sheet. The amount primarily reflects
purchased technology from our acquisitions, including World Wide Packets. At July 31, 2008, goodwill and other
intangible assets represented approximately 27.1% of our total assets. We have previously incurred charges relating to
impairment of goodwill other intangible assets. If we are required to record additional impairment charges, such
charges would have the effect of decreasing our earnings or increasing our losses in such period. If we are required to
take a substantial impairment charge, our operating results could be materially adversely affected in such period.
Changes in government regulation affecting our business or markets, or those of our customers, could harm
our prospects and operating results.

The Federal Communications Commission, or FCC, has jurisdiction over the U.S. communications industry and
similar agencies have jurisdiction over the communication industries in other countries. Many of our most important
customers are subject to the rules and regulations of these agencies. Changes in regulatory requirements in the United
States or other countries could inhibit service providers from investing in their communications network
infrastructures or introducing new services. These changes could adversely affect the sale of our products and
services. Changes in regulatory tariff requirements or other regulations relating to pricing or terms of carriage on
communications networks could slow the expansion of network infrastructures and adversely affect our business,
operating results, and financial condition.

In addition, our operations may be negatively affected by environmental regulations, such as the Waste Electrical
and Electronic Equipment (WEEE) and Restriction of the Use of Certain Hazardous Substances in Electrical and
Electronic Equipment (RoHS) that have been adopted by the European Union. Compliance with these and similar
environmental regulations, may increase our cost of building and selling our products, make it difficult to obtain
supply of compliant components or require us to write off non-compliant inventory, which could have a material
adverse effect on our business and operating results.
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The investment of our substantial cash balance and our investments in marketable debt securities are subject
to risks which may cause losses and affect the liquidity of these investments.

At July 31, 2008, we had $873.1 million in cash and cash equivalents and $213.0 million short-term and long-term
investments in marketable debt securities. We have historically invested these amounts in corporate bonds,
asset-backed obligations, commercial paper, securities issued by the United States, certificates of deposit and money
market funds meeting certain criteria. These investments are subject to general credit, liquidity, market and interest
rate risks, which may be exacerbated by U.S. sub-prime mortgage defaults that have affected various sectors of the
financial markets and caused credit and liquidity issues. These market risks associated with our investment portfolio
may have a negative adverse effect on our results of operations, liquidity and financial condition.
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Failure to maintain effective internal controls over financial reporting could have a material adverse effect on
our business, operating results and stock price.

Section 404 of the Sarbanes-Oxley Act of 2002 requires that we include in our annual report a report containing
management s assessment of the effectiveness of our internal controls over financial reporting as of the end of our
fiscal year and a statement as to whether or not such internal controls are effective. Compliance with these
requirements has resulted in, and is likely to continue to result in, significant costs and the commitment of time and
operational resources. Changes in our business will necessitate ongoing modifications to our internal control systems,
processes and information systems. We are actively engaged in updating or reengineering certain important business
processes. Our increasingly global operations, including our development facility in India and international offices,
pose additional challenges to our internal control systems as their operations become more significant. Each of these
changes to our operations and our processes creates additional business risks. We cannot be certain that our current
design for internal control over financial reporting will be sufficient to enable management or our independent
registered public accounting firm to determine that our internal controls are effective for any period, or on an ongoing
basis. If we or our independent registered public accounting firms are unable to assert that our internal controls over
financial reporting are effective, our business may be harmed. Market perception of our financial condition and the
trading price of our stock may be adversely affected, and customer perception of our business may suffer.
Obligations associated with our outstanding indebtedness on our convertible notes may adversely affect our
business.

At July 31, 2008, indebtedness on our outstanding convertible notes totaled $800.0 million in aggregate principal.
Our indebtedness and repayment obligations could have important negative consequences, including:

increasing our vulnerability to general adverse economic and industry conditions;

limiting our ability to obtain additional financing;
reducing the availability of cash resources for other purposes, including capital expenditures;

limiting our flexibility in planning for, or reacting to, changes in our business and the markets in which we
compete; and

placing us at a possible competitive disadvantage to competitors that have better access to capital resources.

We may also add additional indebtedness such as equipment loans, working capital lines of credit and other long
term debt.

Our stock price is volatile.

Our common stock price has experienced substantial volatility in the past and may remain volatile in the future.
Volatility can arise as a result of a number of the factors discussed in this Risk Factors section, as well as divergence
between our actual or anticipated financial results and published expectations of analysts, and announcements that we,
our competitors, or our customers may make.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Not applicable.

Item 3. Defaults Upon Senior Securities
Not applicable.
Item 4. Submission of Matters to a Vote of Security Holders
Not applicable.
Item 5. Other Information
Not applicable.
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Item 6. Exhibits

Exhibit Description
3.1(1)  Amended and Restated Bylaws of Ciena Corporation

31.1 Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of
1934 as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31.2 Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of
1934 as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32.1 Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

322 Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

*  Represents
management
contract or
compensatory
plan or
arrangement

(1) Incorporated by
reference to
Ciena s Current
Report on Form
8-K filed on
August 28,
2008.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to
be signed on its behalf by the undersigned thereunto duly authorized.

CIENA CORPORATION

Date: September 5, 2008 By: /s/ Gary B. Smith
Gary B. Smith
President, Chief Executive Officer and Director
(Duly Authorized Officer)

Date: September 5, 2008 By: /s/ James E. Moylan, Jr.
James E. Moylan, Jr.
Senior Vice President, Finance and Chief
Financial Officer
(Principal Financial Officer)
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