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Contractual Obligations and Commercial Commitments

The following table shows information about our contractual obligations and commercial commitments as of December 31, 2003 (in
thousands):

Paymeuts Due in

4-5 After
Contractual Obligatians : Total 1 Year 2-3 Years Years 3 Years
Operating leases §$152,844 $ 24,524 3 30,929 $ 26,856 $ 64,535
Notes Payable 2,303 119 1,463 721 —
Capital Lease Obligation 807 491 316 — —_
Contractual Purchase Commitments 550,539 212,837 275,631 62,032 39

$706,493 5237971 $314,339 $89,609 ¥ 64,574

Amoust of Cotnmitment
Expiration Per Period
Total
Amount 4-5 After
Mher Commercial Commniituents Committed 1 Year 2-3 Years Years 5 Years
Letters of Credit - 5 7,032 $ 4743 g 541 $ 190 $ 1,558

Recent Accounting Pronouncements

In January 2003, the FASB issued Interpretation No. 46 (“FIN 46™), Caonsolidation of Variable Interest Entities . FIN 46 requires the
primary beneficiary of a variable interest entity to consolidate that entity. The primary beneficiary of a variable interest entity is the party that
absorbs a majority of the variable interest entity’s expected losses, receives a majority of the entity’s expected residual returns, or both, asa
result of ownership, contractual or other financial interests in the entity. Prior to the issuance of FIN 46, an enterprige generally consolidated an
entity when the enterprise had a controlling financial interest in the entity through ownership of a majority voting interest. Upon adoption, FIN
46 applied immediately to variable interest entities created after January 31, 2003. In December 2003, FASB revised FIN 46 (“FIN 46R™),
deferring the application of the provisions of FIN 46 for an interest held in a variable interest entity or potential variable interest entity until the
end of the first interim or annual period ending after March 13, 2004, if the public entity has not issued financial statements reporting that
variable interest entity in accordance with FIN 46. The Company does not expect the adoption of FIN 46 to have a material affect on the
Company's financial statements. :

Risks Related to Our Communications Services Division

-Broadwing’s ability to utilize its network may be severely limited if it is not able to maintain rights-of-way and permits, which would
adversely affect revenues and cash fow.

Broadwing’s network consists of several thousand miles of fiber optic cable buried across the United States on property that it does not
own, Its ability to utilize this network depends on it maintaining rights-of-way and required permits from railroads, utilities, government
authorities and third-party landlords on satisfactory terms and conditions. Broad wing cannot guarantee that it will be able to maintain all of the
existing rights and permits. Although Broadwing expects to maintain and renew its existing agreements, the loss of a substantial number of
existing rights and permits could have a matetial adverse impact on our sales if we are unable to provide services to our custorers or on our
profitability and financial condition if we are required to purchase higher priced network alternatives. For portions of Broadwing’s network that
it leases or purchases use rights from third parties, Broadwing must rely on such third parties’ maintenance of all necessary rights-of-way and
permits. Some agreements that Broadwing may rely on o use portions of other companies’ networks could be terminated if associated righis-
of-way were terminated, which would adversely affect our ability to serve our customers and our revenue and profitability.

Significant capital expenditures will be required to maintain Broadwing’s network, and if Broadwing fails or is unable to adequately
maintain its networks there could be a material adverse effect on our sales, revenues and financial condition.

Broadwing could incur significant capital expenditures as a result of unanticipated expenses, regulatory changes and other events that
impact its business. If Broadwing does not have sufficient cash on hand or the ability
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to borrow suffictent cash on favorable terms, it may be unable 1o make any necessary capital expenditures. If Broadwing fails to adequately
maintain its networks to meet customer needs there could be a material adverse impact on our revenue and profitability. Breadwing also could
be subject to lawsuits or regulatory proceedings for failure to adequately maintain its networks.

Regulatory initiatives could put Broadwing at a competitive disadvantage or lower the rates that Broadwing is permitted te charge for
its services, which would decrease Broadwing ’s revenue, profitability and adversely effect its results of operations.

Broadwing is subject to regulatory oversight of varying degrees at the state and federal levels. Broadwing is regulated primarily by both
the Federal Communications Commission, or FCC, and the state public utility commissions in the states in which it provides services to
customers. The FCC provides regulatory oversight for service terms and rafes offered by the Broadwing business. State public utility
commissions can issue regulations that affect the types of services that Broadwing can provide and the rates Broadwing can charge for its
services, as well as with respect to certain other consumer-related issues. Regulatory initiatives that would put Broadwing at a competitive
disadvantage or mandate lower rates for its services could result in lower profitability and cash flow. The FCC or other federal, state and local
governmental authorities having jurisdiction over the Broadwing business could adopt regulations or take other actions that would adversely
affect Broadwing’s business prospects or results of operations. .

The communications industry has been the subject of legislative initiatives at both the federal and state levels, and we expect these
initiatives to continue. The Telecommunications Act of 1996, which we refer to as the Telecom Act, provides, among other things, a
framework for local competition, but requires the FCC and state governmental agencies to implement rules for this framework, These rules
have been the subject of numerous appeals, both in the courts and to Congress. Legislation has been proposed to amend the Telecom Act in
almost every session of Congress since its adoption, and members of Congress use hearings and letters to regulators to influence the rules
adopted to implement it. This Congressional participation in the development of regulatory policy and enforcement has caused the regulatory
process relating to the communications industry to become less predictable and increases the risk that Broadwing will be adversely affected by
the rules that are ultimately implemented and/or the regulatory process. Similar legislative involvement has occurred in various states. Any
regulatory changes could have a material adverse impact on our revenue and profitability.

Broadwing relies, in part, on portions of competitors’ networks to carry communications signals. If Broadwing is not able to continue
these -agreements, it may incur additional significant expenses obtaining alternate agreements with other carriers to carry
communications signals, which could adversely affect its profitability and financial condition.

Broadwing uses network resources owned by other companies for portions of its network. Broadwing obtains the right to use such
network portions through operating leases and IRU agreements in which Broadwing pays for the right to use such other companies” fiber assets
and through agreements in which Broadwing exchanges the use of portions of its network for the use of portions of such other companies’
networks. In several of those agreements, the counter party is responsible for network maintenance and repair. If a counter party to a lease, IRU
or an exchange suffers financial distress or bankruptey, Broadwing may not be able to enforce its rights to use such network assets or, even if
Broadwing could continue to use such network assets, it could incur material expenses related to their maintenance and repair. Broadwing also
could incur material expenses if it were required to locate alternative network assets. Broadwing may not be successful in oblaining reasonable
alternative network assets if needed. Failure to obtain usage of alternative network assets, if necessary, could have a material adverse impact on
our ability to carry on business.

In an effort to limit its costs for the use of such third party networks, Broadwing has undertaken an initiative to reduce its dependency and
diversify the use of the networks of our competitors. Broadwing will execute this initiative in a number of ways, including by strategically
moving traffic to lower cost third party networks, purchasing its own fiber in areas where access charges are high and/or where warranted by
traffic volumes and renegotiating interconnection agreements as opportunities allow. If Broadwing is unable to successfully execute this cost
reduction strategy, it will continue to pay higher access costs which may delay its ability to reach profitability and which could have a material
adverse impact on our business, financial condition and results of operations. If Broadwing is not able to successfully introduce new produets
and services, its profitability could be adversely affected.
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If Breadwing is not able to successfully introduce new preducts and services, its sales and profitability conld be adversely affected.

Broadwing’s success depends on being able to anticipate the needs of current and future enterprise and carrier customers. Broadwing
seeks to meet these needs through new product infroductions, service quality and technological superiority. Broadwing’s failure fo anticipate
the needs of these customers and to introduce the new products and services necessary to attract or retain these customers could have a material
adverse impact on our sales and profitability.

Continuing sefiness in the economy is having a disproportionate effect in the communications industry and has adversely affected, and
is expected to continue to adversely affect, our sales, profitability and financial condition.

Beginning in 2001, the business environment for the communications industry deteriorated significantly and rapidly and remains weak.
This was primarily due to: the general weakness of the U.S. economy, which was exacerbated by the events of September 11, 2001, and
concerns regarding terrorism; pressure on prices for broadband services due to substantial excess fiber capacity in most markets; and forecasted
demand for broadband services not being realized as a result of the state of the economy, the bankruptey or liquidation of a substantial number
of Internet companies and financial difficulties experienced by many communications customers. If these trends continue, they could cause a
material adverse impact on cur sales profitability and financial condition.

A significant portion of Broadwing ’s revenue is derived from communications carriers, many of which have filed for bankruptcy or
have been adversely affected financially by the prolonged decrease in the demand for telecommunication services. If these carriers are
unable to pay the money that they owe to us or shift their business to other fiber companies or otherwise reduce their use of
Broadwing’s netwark, our sales and financial condition and results of operations could be adversely affected.

Revenue from Broadwing s ten largest customers accounted for approximately 20% of total revenue since the acquisition. In addition, a
significant portion of Broadband’s revenue is derived from communications carriers. Revenue from communications carriers accounted for
40% of Broadwing’s total revenue in 2003. Most of Broadwing "s arrangements with large castomers do not provide Broadwing with
guarantees that customer usage will be maintained at current levels. Industry pressures have caused commumnications carriers to look
aggressively for ways to cut costs which has resulted in reduced demand and reduced prices. In addition, construction of their own facilities by
certain Broadwing’s customers, construction of additional facilities by competitors or firther consolidation in the communications industry
involving Broadwing’s customers could lead those customers to reduce or cease their use of Broadwing’s network, To the extent these large
customers cease to employ Broadwing’s network to deliver their services, or cannot pay outstanding accounts receivable balances, our sales:
and financial condition and results of operations could be materially adversely affected. Broadwing also may berequired to expend substantial
sums to enforce its contractual rights.

Because Broadwing is dependent on limited sources of supply for certain key network components, the inability of those suppliers to
provide needed equipment or services could materially adverse affect our sales and operating expenses,

Where possible and practical, Broadwing utilizes commercially available technologies and products from a variety of vendors, including
our equipment division. There can be no assurance that Broadwing will be able to obtain equipment from these vendors in the future. If
Broadwing cannot obtain adequate replacement equipment or service, or an acceptable alternate vendor, we could experience a material
-adverse impact on our sales if such losses affect our ability to provide owr customers service or if such losses require us to invest in higher cost
network alternatives.
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Network failure and transmission delays and errors could expose Broadwing to potential liability that could materially adversely affect
our sales and financial condition.

Broadwing’s network utilizes a variety of communication equipment, software, operating protocols and components of others’ networks
for the high-speed wransmission of data and voice traffic among various locations. Such equipment, software and physical locations could
malfunction, suffer physical damage or otherwise become impaired. Broadwing is held to high quality and delivery standards in its customer
coniracts. Network failures or delays in data delivery could cause service interruptions resulting in losses to Broadwing ’s customers. Failures or
delays could expose Broadwing to-claims by its customers that could have a material impact on our sales and financial condition.

Increased competition conld adversely affect Broadwing’s sales, profitability and cash flow.

. There is substantial competition in the communications industry. Competition may intensify due to the efforts of existing competitors to
address difficult market conditions through reduced pricing, bundled offerings or otherwise, as well as a result of the entrance of new
competitors and the development of new technologies, products and services. Price competition has been intense and may further intensify. If
Broadwing cannot offer reliable, value-added services on a price competitive basis in any of its markets, it could experience a decline in
revenue. In addition, if Broadwing does not keep pace with technological advances or fails to respond timely to changes in competitive factors
in the industry, it conld lose market share or experience a decline in its revenue and profit margins.

Broadwing faces significant competition from companies such as AT&T Corp., MCL, Sprint Corporation, Level 3 Communications, Inc.,
Qwest Communications International, Inc., Wiltel Communications Group, Inc. and regional phone companies. The significant capacity of
these competitors could result in decreasing prices even if the demand for higher-bandwidth services increases. In addition, some competitors
are experiencing financial difficulties or are in bankruptcy reorganization. Competitors in financial distress or competitors emerging from
bankruptey with lower cost capital structures and substantial excess capacity in most markets could exacerbate downward pricing pressure in
the communications industry.

The effect of the foregoing competition could have a material adverse impact on our sales, profitability and cash flow.

Risks Related to Our Communications Equipment Division

Our optical equipment and services business has been adversely affected by recent developments in the communications industry and
* the economy in general. ’ |

For much of the last five years the market for our optical equipment has been influenced by the entry into the communications business of
a substantial sumber of new companies. In the United States, that was due largely to changes in the regulatory environment, in particular those
brought about by the Telecommunications Act of 1996. These new companies raised billions of dollars in capital, much of which they invested
in new equipment, causing an acceleration in the growth of the market for communications equipment.

Reo;,nﬂy, we have seen a significant reversal of this trend, including the failure of a large number of the new entrants and a sharp
contraction of the availability of capital to the industry. Bankruptcies in the industry have slowed expenditures and investments. This, in turn,
has caused a substantial reduction in demand for communications equipment, including our products.

This industry trend has beer compounded by the slowing not only of the U.S. economy but the economies in virtually all of the countries
in which we are marketing our products. The combination of these factors has caused customers to become more conservative in their capital

investment plans and more uncertain about their future purchases. As a consequence, we are facing a market that is both reduced in absolute
size and more difficult to predict and plan for.
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We expect the factors described above to affect our business, for at least several quarters, in significant ways compared to the recent past:
« it is likely that our markets will be characterized by reduced capital expenditures by our customers;
«  our ability to forecast the volume and product mix of our sales will be substantially reduced; and

+  we will continue to experience price pressures.

We are exposed (o the credit risk of our customers and the failure of any of those customers te pay us what they owe us could
materially adverse affect our revenues and financial condition.

Industry and economic conditions have weakened the financial position of some of our customers and potential customers. To sell
equipment and services to some of these customers, we may be required to extend favorable payment terms. While we monitor these situations
carefully and attempt to take appropriate measures to protect ourselves, it is possible that we may have to write-down or write-off doubtful
accounts. Such write -downs or write-offs, if large, could have a material adverse effect on our revenues and financial condition. We have
provided extended credit terms to some of our customers. While we have done only a limited amount of this type of financing in the past, the
increasingly competitive environment in which we operate may require us to engage in more competitive financing arrangements. Our ability
to recognize revenue from financed sales will depend on the relative financial condition of the specific customer, among other factors. Any
change in the financial condition of our customers could have a material adverse effect on our revenues and financial condition.

The markets for optical networking products are evolving and uncertain and our business will suffer if they do not develop as we
expect.

Most carriers have made substantial investments in their current network infrastructure, and many have announced significant reductions
in their capital expenditures. It is uncertain when these reductions in capital expenditures will be reversed. In addition, carriers may elect to
remain with current network architectures or to adopt new architectures in limited stages or over extended periods of time. A decision by a
customer to purchase our optical networking solutions will involve a significant capital investment. We will need to convince these carriers of
the benefits of our solutions for future network deployment. We cammot be certain that a viable market for our products will further develop or
be sustainable. If this market does not develop farther, or develops mote slowly than we expect, our business, financial condition and results of
operations would be harmed.

The markets we serve are highly competitive and we may not be able to achieve or maintain profitability.

Competition in optical networking markets is intense. These markets have historically been dominated by large companies, such as
Alcatel, Cisco, Lucent, Ciena and Nortel. We may face competition from other large communications equipment companies that are currently
in or that may enter owr market. In addition, a number of private companies have announced plans for new all -optical products to address the
same network needs that our products address. Due to several factors, including the lengthy sales cycle, testing and deployment process and
manufacturing consiraints associated with large-scale deployments of our products, we may lose any advantage that we might have by being an
early provider of all-optical network products prior to achieving market penetration. Many of our competitors have longer operating histories,
preater name recognition, larger customer bases and greater financial, technical and sales and marketing resources than we do and may be able

o undertake more extensive marketing efforts, adopt more aggressive pricing policies and provide more vendor financing than we can.
Moreover, our competitors may foresee the course of market developments more accurately than we do and could develop new technologies
that compete with our products or render our products obsolete. Due to the rapidly evolving markets in which we compete, additional
-competitors with significant market presence and financial
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resources may enter our markets, further mtens:fymg competition. In order to compete effectively, we must, among other things, deliver
products that:

= provide high reliability;

+ provide an overall cost-effective solution for carriers;

+ reduce operating costs;

«  increase network capability easily and efficiently with minimal disruption;

= operate with existing equipment and network designs;

+ reduce the complexity of the network in which they are installed by decreasing the amount of equipment required; and
+ provide effective network management.

‘In addition, we believe that a knowledge of the infrastructure requirements applicabie to carriers, experience in working with carriers to
develop new services for their customers, and an ability to provide vendor financing are important competitive factors in our market. We have
limited knowledge of specific carriers” infrastructure requirements and limited experience in working with carriers to develop new services. In
addition, we currently provide only a limited vendor-sponsored financing program. Many of our competitors, however, are able to offer more
complete financing programs, which may influence prospective customers to purchase from our competitors rather than from us.

If we are unable to compete successfully against our cwrrent and future competitors, we may have difficulty obtaining customers, and
could experience price reductions, order cancellations, increased expenses and reduced gross margins, any one of which would harm our
revemue and profitability.

_The tcommunications industry is subject to government regulations that could harm our business.

The Federal Communications Commission, or FCC, has jurisdiction over the entire communications industry and, as a result, our
ﬁpmdusts and our customers’ products are subject to FCC rules and regulations. Current and future FCC rules and regulations affecting .
_‘communications services, our products or our customers’ businesses or products could negatively affect our business. In addition, international
regulatory standards could impair our ability to develop products for international carriers in the future. Delays caused by our compliance with
regulatory requirements could result in postponements or cancellations of product orders, which would harm our revenue and profitability.
Purther, we cannot be sure that we will be successful in obtaining or maintaining any regulatory approvals that may, in the future, be required
to operate our business.

Risks Related to Product Manufacturing

We have transitioned a substantial portion of cur manufacturing capability to an outside party as part of a sole-sotirce manufacturing
outsource agreement, If we are unable to manage our manufacturing out-sourcing arrangement effectively, or if we do not accurately
" project demand, our revenue and profitability could be harmed.

Our future operating results will depend on our ability to develop and manufacture our products cost-effectively. To do so, we will have
to develop, with our outsource partner, manufacturing processes that will allow us to produce sufficient quantities of products at competitive
prices.

If we are unable to manage our manufacturing capacity or if we do not accurately project demand, we will have insufficient capacity or
. excess capacity, either of which will seriously harm our business. There are numerous risks associated w1th outsourcmg manufacturmg
_ -capabilities, mcludmg, among other things, the following;
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+ difficulties in achieving adequate yields from new manufacturing lines;
+ the inability to meet customer delivery requirements during the transition period; and
« increased warranty costs due to reductions in quality control.

We currently have limited internal production capacity and we will rely on Celestica to meet our production specifications to fill orders
on a timely basis. Under the terms of the contract, we will provide Celestica with demand forecasts up to six months prior to scheduled delivery
to our customers. If we overestimate our requiremnents, we may be subject to certain cancellation penalties or be required to purchase quantities
in excess of our needs. If we undercstimate our requirements, Celestica may not have adequate inventory to meet our production need which
could result in shipment delays to our customers or we could be subject to additional charges.

We depend on sole source and limited source snppliers for several key components. If we are unable to obtain these componénts on a
timely basis, we will be unable to meet our customers’ product delivery requirements, which would harm our business.

Our products include several key components from singje or limited sources. From time to time, there have been industry-wide shortages
of some optical components, Furthermore, given current economic conditions, several suppliers have made the decision to no longer support
<certain component manufacturing or have ceased operations entirely. If any of our sole or limited source suppliers experiences capacity
constraints, work stoppages or any other reduction or disruption in output, including ceasing operations entirely, they may be unable to meet
our delivery schedule. Our suppliers may enter into exclusive arrangements with our competltors, be acquired by our competitors, go out of
‘business, stop selling their products or components to us at commercially reasonable prices, refuse to sell their products or components to us at
any price or be unable to obtain or have difficulty obtaining components for their products from their suppliers, and we may be unable to -
develop alternative sources for the components.

Even if alternate suppliers are available, identifying them is often difficult and time consuming. We have key components that are
available from only one qualified supplier. The process of qualifying vendors can take a significant amount of time and is not always
successful. If we do not qualify multiple vendors or receive critical components in a timely manner, we will be unable to manufacture our
- products in a timely manner and would, therefore, be unable to meet customers” product delivery requirements. Any fa11ure tomeeta
customer’s delivery requirements could harm our reputation and decrease our sales and profitability.

Some of our competltors are also our suppliers and if our supply relatlonsth with them deteriorates, it could limit our access to key
components and harm our sales. : :

Some of our component suppliers are both our primary source for those components and major competitors in the market for
communications equipment. For example, we buy seme of our key components from Lucent and Alcatel, each of which offers communications
systems and equipment that compete with our products. Our business, financial condition and results of operations could be harmed if these
supply relationships were to change in any manner adverse to us,
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Risks Related to Our Products
Our products may have defects that we discover only after full deployment, which could seriously harm our business.

Optical products are complex and are designed to be deployed in large quantitics across complex networks. Because of the nature of the
products, they can only be fully tested when completely deployed in large networks with high amounts of traffic. Our customers may discover

etrors or defects in the hardware or the software, or our products may not operate as expected, after they have been fully deployed. If we are
unable to fix defects or other problems that may be tdentified in full deployment, we would experience, among other things:

« loss of, or delay in revenue;

+  loss of existing customers;

+ failure to attract new customers or achieve market acceptance;
«  diversion of development resources;

+  increased service and warranty costs;

+ legal actions by our customers; and

+  increased insurance costs. '

Defects, integration issues or other performance problems in our products could result in financial or other damages to our customers or
could negatively affect market acceptance for our products. Our customers could also seek damages for losses from us, which, if the customers
were successful, would seriously harm our sales and profitability. A product liability claim brought against us, even if unsuccessful, would
likely be time consuming and costly and would put a strain on our management and resources.

Our equipment business will suffer if we do not respond rapidly to technological changes.

The market for network communications equipment is characterized by rapid technological change, frequent new product introductions
and changes in customer requirements, We may not be able to respond quickly or effectively to these developments. We may experience
design, manufacturing, marketing and other difficulties that could delay or prevent our development, introduction or marketing of new products
and enhancements. The constant introduction of new products by competitors, market acceptance of products based on new or alternative
technologies or the emergence of new industry standards has led to significant inventory write-downs and could render our e)ustmg or future
products obsolete.

In developing our products, we have made, and will continue to make, assumptions about the industry standards that may be adopted by
our competitors and potential customers. If the standards adopted are different from those that we have chosen to support, market acceptance of
our products may be significantly reduced or delayed and our business will be seriously harmed. In addition, the introduction of products
incorporating new technologies and the emergerice of new industry standards could render our existing products obsolete. In order to introduce
products incorporating new technologies and new industry standards, we must be able to gain access to the latest technologies of our suppliers,
other network vendors and our potential customers. Any failure to gain access to the latest technologles would seriously harm our sales and
profitability.
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Our business will be adversely affected if we are unable to protect our intellectual property rights from third-party challenges.

We rely on a combination of patent, copyright, trademark and trade secret laws and restrictions on disclosure to protect our intellectual
property rights. We also enter into confidentiality or license agreements with our employees, consultants and corporate partners and control
access to and distribution of our sofiware, documentation and other proprietary information. Despite our efforts to protect our proprietary
rights, unauthorized parties may attempt to copy or otherwise obtain and use our products or technology. Monitoring unauthorized use of our
technology is difficult, and we cannot be certain that the steps we have taken will prevent unauthorized use of our technology, particularly in

foreign countries where the laws may not protect our proprietary rights as fully as in the United States. Failure to protect our intellectual
property could allow others to gain a competitive advantage and adversely affect our sales.

We are invelved in an intellectual property dispute and in the future we may become involved in similar disputes, which conld subject
us to significant liability, divert the time and attention of our management and prevent us from selling our products.

On July 19, 2000, Ciena filed a lawsuit in the U.S. District Court for the District of Delaware alleging that we are willfully infringing
three of Ciena’s patents. Ciena sought injunctive relief, monetary damages including treble dainages, as well as costs of the lawsuit, including
attorneys” fees. We have filed an answer to the complatut, as well as counter-claims alleging, among other things, invalidity and/or
unenforceability of the patents in question. A final adverse determination in, or setflement of|, the Ciena litigation could involve the payment of
significant amounts by vs, or could include terms in addition to payments, such as a redesign of some of our products, either of which could
have a material adverse effect on our business.

In February 2003, jury trials were held on the issues of infringement and invalidity of the patents. Corvis’ all-optical networking products
were found not to infringe two of Ciena’s WDM system patents. Corvis® inverse multiplexing transceiver product, which can be used along
with our all optical networking products, was found to infringe a third Ciena patent on bit rate transparent devices. The jury did not reach a
verdict on a fourth Ciena WDM system patent, but on retrial, a jury found that the manner in which certain Corvis OC -48 transmitters and
receivers convert the signals from optical form to an electronic form and back again infringed the Ciena patent. The jury verdicts are interim
verdicts, and additional trial court proceedings remain before a decision is made by the court and judgment is entered.

Although we believe that we will ultimately prevail in this litigation, we cannot be certain that the interim jury verdicts of infringement
will be overtarned, or that infringement of other patents in the suit will not be found in later legal proceedings. To the extent it is necessary, a
trial to determine damages will be held following any appeals. Such appeals can take up to a year or more before final determination. Based on
the current status of the litigation, we cannot reasonably predict the likelihood of any final outcome.
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We or our customers may be a party to additional litigation in the future to protect our intellectnal property or to respond to allegations
that we infringe others’ intellectual property. Any parties asserting that our products infringe upon their proprietary rights would force us to
defend ourselves and possibly our customers against the alleged infringement, If we are unsuccessful in any intellectual property litigation, we
could be subject to significant liability for damages and loss of our proprietary rights. Intellectual property litigation, regardless of its success,
wonld likely be time consuming and expensive to resolve and would divert management time and attention. In addition, we could be forced to
do one or more of the following:

+ stop selling, incorporating or using products that include the challenged intellectual property; :

+ obtain from the owner of the infringed intellectual property right a license to sell or use the relevant technology, which license may

not be available on reasonable terms, or at all; or

~ +  redesign those produets that use the technology, which may be time-consuming or impossible.

If we are forced to take any of these actions, our business may be seriously harmed as a result of reduced sales or increased operating
expenses.
If necessary licenses of third-party technology for use in our equipment business are not available to us or are very expensive, our
business would be seriously harmed.

We currently license technology for cur use in our equipment business, and from time to time we may be required to license additional
technology, from third parties to sell or develop our products and product enhancements. Qur existing and -future third-party.licenses may not
be available to us on commercially reasonable terms, if at all. Our inability to maintain or obtain any third-party license required to sell or .
develop our products and product enhancements could require us to obtain substitute technology of lower guality or performance standards or
at greater cost, any of which could seriously harm our sales and profitability.

Our equipment business will suffer if we fail fo properly manage our size and continually improve our internal controls and systems.

‘We continue to adjust the scope of our operations, as well as our manufacturing and customer support capabilities, distribution channels
and research and development capabilities. Adjustments have included significant staff reductions in both 2001 and 2002, continuing in 2003.
Our ability to successfully offer our products and implement our business plan in a rapidly evolving market requires an effecnve planning and
management process. In order to manage our size properly, we must:

* f{rain, manage and retain qualified personnel, inchluding engineers and research and development personnel;
« effectively plan and implement product portfolio improvements and innovations;

*  manage our manufacturing operations, controls and reporting systems;

+ effectively manage multiple relationships with our customers, suppliers and other third parties; and
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+  implement additional operational controls, reporting and financial systems and procedures.

Failure to do any of the above in an efficient and timely manner could seriously harm our business, financial condition and results of
operations.
Risks Related to Our Financial Resulis
We have incurred significant losses since inceptwn, and we expect losses to continue in the future.

. We have incurred significant net losses since inception. As of December 31, 2003, we had an accumulated deficit of approximately $2.5
‘billion. We expect to incur significant losses in the nearterm. We cannot be certain that we will ever achieve profitability. We will need to
generate significant revenue and control costs to achieve profitability.

The unpredictability of oar quarterly results may adversely affect the trading price of our common stock.

. Our revenue and operating results will vary significantly from quarter to quarter due to a number of factors, many of which are outside of
our control and any of which may cause the price of our common stock to fluctuate. The primary factors, among other thmgs, that may affect
our quarterly results include the following:

» demand for optical networking products and services;
+ loss of customers or the ability to attract new customers;
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