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PART |
ITEM 1. BUSINESS
Overview

ADTRAN, Inc. (the "Company") designs, develops, nfactures, markets and services a broad rangegbfdpeed digital transmission
products utilized by telephone companies ("Telcasity corporate end-users to implement advancethbiiita services over existing
telephone networks. Most of the Company's Telcoausomer premises equipment ("CPE") products @naected to the local loop ("Local
Loop™). The Local Loop is the large existing infirasture of the telephone network connecting asers to a Telco's central office, the fac
that provides the local switching and distributfanctions ("Central Office"). The balance of then@@any's products are used in the Telcos'
Central Offices.

The Company's product lines, which are compriseavef 500 principal products, are built around sedechnology developed by the
Company to address the Local Loop and Central &ffigital communications marketplace. These praduniude a comprehensive line of
transmission, repeater, extension and terminatiodyzts such as dataports, channel and data semvitse and digital repeaters and extenc
The Company also offers a broad line of T-1 mudtielrs providing modular flexibility to the CPE matglace. A separate T-1 product line is
sold to Telcos for use within their Central Offic@sie Company has addressed the wireless marketpiifit the introduction of a wireless
spread spectrum microwave transceiver.

The Company's products address two market segnm@rifglco products for use in the Local Loop odentral Offices and (i) CPE produ
for end-users. In 1997, sales of Telco and CPEymtsdaccounted for 64.8% and 35.2% respectivelthefCompany's sales. The Company's
Telco products deliver cost-effective digital seps such as 56/64 Kbit/sec Digital Data ServicdD3D), 128 Kbit/sec Integrated Services
Digital Network ("ISDN") 64 Kbit/sec or 1.544 Mb#téc Frame Relay service ("Frame Relay") and 1.584/8&c T-1 (24 Channel) service.
In addition, the Company's High bit-rate DigitallSariber Line ("HDSL") products permit T-1 transsia on up to 12,000 feet of
unconditioned copper wireline while reducing theahéor costly mid-span repeaters. The Company's @Béucts provide end-users access
to Telco digital services and often include additibfeatures for specific end-user applicationse Tompany has introduced and shipped a
number of HDSL, ISDN and other products which compith international standards to increase its pratien of overseas markets. See
"Business -Products."

The rapidly expanding requirements for digital siaission in the Local Loop are being driven by inét access, small office/home office
("SOHOQ") users, video delivery and on-line datases, among other applications, all of which regu@ind benefit from the speed, reliability
and low cost of digital transmission. While the dasd have, to a large extent, replaced their wieediata transmission network between
Central Offices with fiber-optic and digital micreme links which allow for high speed digital trarission, the Local Loop remains
predominantly characterized by low speed analatstrassion over copper wirelines. As a result, the®been considerable impetus for
Telcos to upgrade the Local Loop in the most cistBve manner available. Widespread replacemétiteocopper wireline Local Loop
remains prohibitively expensive, so the Telcos haveed to manufacturers such as the Company ¢bntdogies that expand Local Loop
capabilities to handle digital transmission withoetessitating this costly replacement. Existirgitdi delivery technologies, including Frame
Relay, ISDN and HDSL, are all experiencing rapichpound growth. Numerous higher speed digital teldgies are under development or
in the trial stage, including Asymmetric Digital I&criber Line ("ADSL"), Switched Multi-megabit Dag&ervices ("SMDS"), Asynchronous
Transfer Mode ("ATM"), wireless transmission, hybfiber coax and cable modems.

The Company's core technologies expand the dig#asmission capabilities of the Local Loop by dimagpincreased transmission speed
and/or increased transmission distance. Ongoirearek and product development activities are desigm enhance the distances covered by
existing services as well as to develop new higpeed technologies. For example, during the firstrtgr of 1996, the Company
demonstrated to the Telcos its new "Total ReachVely technology which increases the distance oedédy ISDN services in the Local

Loop from 18,000 feet to 30,500 feet. The samerteldyy is being incorporated into 64Kbit/sec dibieoducts for use in Frame Relay and
DDS services. In addition, the Company is engagedsearch, performance simulation, and desigrigbieh speed digital technologies for
transport of data. Current issues for future higimered digital technologies, including costs, possgrsumption and distances reachable, mus
be resolved for widespread acceptance and depldyshémese technologies.

In developing its product families, the Company bastinuously improved its design, purchasing aratipction processes to lower product
costs and has consistently offered improved pradaiclower prices to customers. As a result, mamagé believes that the Company is a
leading provider of Local Loop and Central Offidgithl transmission products to Telcos. See "Comatnategy.” The Company's custorr
include all seven Regional Bell Operating CompafiB80Cs"), GTE Corporation, the three largestii@kehange carriers, many of the
1,300 independent telephone companies as welhasmaer of worldwide electronics, communications amttlistrial companies. See
"Business-Customers."

The Company was incorporated under the laws ofuaiain November 1985 and commenced operatiorasnnaly 1986.
Recent Developments

The Company is continuing a project to expandatslities in Huntsville, Alabama in phases over ttiext four years at a cost expected to
exceed $150,000,000 of which, almost $50,000,0@0e&n incurred at December 31, 1997. Fifty milliéthis project was approved for
participation in an incentive program offered bg thlabama State Industrial Development Authoribe(tAuthority"). That incentivi



program enables participating companies such aSohgpany to generate Alabama corporate incomertadits that can be used to reduce
amount of Alabama corporate income taxes that wotlldrwise be payable. There can be no assuraatththState of Alabama will

continue to make these corporate income tax cradégable in the future, and the Company therefoag not realize the full benefit of these
incentives. The Authority has issued $50,000,00@sabxable revenue bonds pursuant to such progratioaned the proceeds from the sale
of the bonds to the Company. The Company will maégments to the Authority in amounts necessanagotpe principal of and interest on
the Authority's Taxable Revenue Bond, Series 12@5IRAN, Inc. Project), as amended, currently outdiag in the aggregate principal
amount of $50,000,000. Said bond matures on Jariy&§20, and bears interest at the rate of 45Ipasnts over the money market rate of
First Union National Bank.

Company Strategy
The Company's growth strategy includes the follgnetements:

Focus on Local Loop and Central Office Digital Tsarission Products. Upon commencing operations &5,1&e Company focused its
product strategy upon capturing a significant maskeare for sales of Local Loop and Central Oftlagtal transmission products to Telcos.
This focus was the result of the recognition by@wnpany's founders of the significant opportupityated by the elimination of American
Telephone & Telegraph Co.'s ("AT&T") monopoly pdsitin the manufacture of telecommunications eqé@pimHaving achieved a leading
market share of Local Loop and Central Office dilgitansmission products, the Company intends tealidate its position through an
integrated program of new product development,arust service and product excellence.

Capitalize on Existing Leadership Position in tledcd Market. As a leader in the Telco market ivesr the Company intends to apply its
sales and customer service resources to new ngpRettunities that arise as expanded servicesrakeéded by the Telcos in response to
increasing subscriber demand. In this regard, hragainy expects that its in-depth understandingidfexperience with Local Loop and
Central Office technology will provide it a comgeteé advantage. The Company is committed to reptagst of its products with succeeding
generations of products with lower costs, additigmaduct features and improved serviceability.

Adapt Product Technology and Sales Force to CPE&laDver the past six years, the Company has edagbduct technology developed
for Telco Central Offices for use in the Compar§fRE product lines. As many of the technologies &hatcritical to success in the CPE
market are identical to those already developedrefiged for the Company's Telco products, the Camyphas realized a competitive
advantage through leveraging these product devedapefforts and expertise in all of its markets.s&tl its CPE products to the large nun
of end-users which comprise the market, the Compasybuilt a dedicated sales force and an extensitienwide network of re-sellers over
the past six years. The Company intends to devad@pdistribution channels to address the worldwideket for its CPE products.

Expand into International Markets. While internabsales are not currently substantial, intermaticustomers have begun to order, and the
Company has shipped, international versions oCti@pany's Telco and CPE products. The Companydnasetl, and will continue to

pursue, international distribution arrangementdt lyion core products and technology developedhbydompany in an effort to further its
penetration into international markets. The Compaary also focused on developing E-1 technologyptedominant standard for data
transmission outside of North America. In the fetithe Company plans to add appropriate suppodtilities and introduce new versions of
its products that incorporate E-1 technology ard titherwise comply with relevant internationahstards. The Company's development
process currently is conducted in accordance Vit 9001, the international standard for quality aggament systems for design,
manufacturing and service.

Invest in Engineering and Product Development. Chmpany expects to continue its relatively higrelewof investment in developing
innovative new products, and redesigning existirggpcts, in order to reduce product costs and ptiatu cycle times, and in so doing will
continue its efforts to be a low cost providerhe tndustry. New products are generally targetespportunities that promise rapid growth as
product costs are reduced and feature sets araipptl. The Company will also continue to develog arpand its broad product line serving
each of the Telco and CPE markets. The Companyntantsly monitors developing technologies and ishices products as defined
standards and markets emerge. This diversificatiggnoducts and markets will continue to be a kethe Company's business strategy.

Adapt to New Local Loop Media. New Local Loop contiens continue to be implemented primarily wittpper wirelines, although the
Company anticipates an increased use of fiber-opiaxial and wireless communications in new itetiains over the next decade and more.
To the extent such alternative connection methedsime economically advantageous, and as such real&etlop and grow, the Company
intends to extend its technical and marketing erpee to develop products meeting the demandsatf sarkets.

Commit to Constant Improvements in Quality and #ernvThe Company believes its success to datedes due in large measure to its
commitment to constantly improve product qualityl @ustomer service. This commitment has been fdymatognized in awards received
from several of its largest customers. In the ftyroduct quality is expected to contribute siigaiftly to the Company's efforts to reduce
production cycle times and product costs.

Products

Core Product Technology. The Company's producs)inemprised of over 500 principal products, ané bround core technologies
developed by the Company to address the CentradeCdhd Local Loop digital communications marketpk Central Office facilities,
approximately 30,000 of which are located throughdaorth America, provide subscribers with accesa tliscrete portion of the network's
bandwidth on a switched basis ("switched accegshan exclusive basis ("private line"). Typicalccess is available in unit multiples



56 Kbit/sec (64 Kbit/sec in some locations) incraisealthough Telco multiplexing equipment cancidfintly aggregate these basic
increments into high speed channels up to T-1 (4t&44 Mbit/sec), T-3 (45 Mbit/sec) or faster mtimdividual channels can also be
subdivided to speeds as low as 2.4 Kbhit/sec.

Each individual Local Loop circuit is served byiecait assembly (consisting of a channel unit, UsBa&Rate Transmission Extender, or "U-
BR1TE" or other similar products manufactured by @ompany) that plugs into a Central Office chamaelk or shelf. The speed and
functionality of the circuit is determined by thge of circuit assembly deployed by the Telco. &mh such circuit, Central Office facilities
generally make available a corresponding physicaimting position in a channel bank or shelf, angygh circuit assemblies are installed in
accordance with the service ordered by the submci@ther special plug-in circuit assemblies, saglthose manufactured by the Company,
are commonly employed to connect or bridge cirowithin the Central Office. Individual communicatichannels (multiplexer time slots)
are interconnected and switched as appropriaténititie Central Office, and the resultant commuidcest payload is then directed toward the
proper destination. If the communications traffeeds to be delivered to another Central Officis, directed toward the inter-office network,
usually through a long distance carrier such as ATMICI or Sprint. At the far-end connection, th@gess is reversed. Voice is converted
into digital form by circuit assemblies within tRBOC's Central Office and treated like any othejtdl information until delivered to the far-
end serving Central Office where it is returne@malog form in the Local Loop. However, when prddwstich as those sold by the Company
are utilized, data communications traffic remamsligital form end to end.

In recent years, the need for higher volume datancanications has led to the development of "rerhats.” Like the Central Office, remote
huts provide subscriber access through plug-inutimssemblies such as those manufactured by thgp@uwy, but they can take advantage of
high capacity fiber-optic links to bring servicette local area economically. Remote huts are tl@enected by the Local Loop to end-users
with products such as those sold by the Compang.ddmpany also manufactures optional mid- sparatepethat extend the service range
of the Local Loop, as well as optional terminatignits that are deployed to monitor and maintainiserto the subscriber.

At the customer's premises, terminating equipmetgives the transmitted signal from the Centralo®fand converts it to a form useful to
end-user products such as LAN interconnection gea@ep conferencing equipment, PBXs, personal cderpland related equipment. In
general, the Local Loop and related CPE produgipat bi-directional communications traffic.

Today, the Company's product lines consist of twoupgs of inter-related products, all evolving frdme core product technology developed
for the Local Loop:

* Telco Central Office and Local Loop digital tranission products.
* CPE products.

Telco Central Office and Local Loop Digital Transsibn Products. Several hundred to several thousandt assemblies, such as those
manufactured by the Company, are required at eaclr&l Office, since each Local Loop generally ieggia unit of this type to provide
service to each subscriber. In 1997, the Compaliyedled more than 749,856 units of this productugrcaccounting for 76.7% of the
Company's total units shipped. Telco products actemlifor 64.8% and 68.7% of the Company's salé987Y and 1996 respectively. Sales of
Telco products to original equipment manufactu(6@EMs") are included in these percentages. The fizmy had in prior years reported
Telco product sales to OEM customers in an OEM pebdection of Form 10-K, and were not part of Tieéco product percentages. The
Company now categorizes certain OEM sales as Tetmduct sales, as the OEM supply contracts ar@mestfunded modifications of Telco
products.

Typical of the different versions of Central Offickannel assemblies manufactured by the Comparthanearious OCU dataports and rel:
products, the fundamental building blocks for defimg DDS and Frame Relay services at 56/64 Klgit/ates to subscribers. The Compar
also a leading industry supplier of mid-span DDjgeggers. In response to the Telco's need for aadéthmonitor transmission conditions
and to detect problems for each individual circihie Company pioneered development of the Digitte[Station Termination ("DDST")
product family. Both the OCU dataports and DDSTesfaoduced in relatively high volumes directly tethto the increased demand for DDS
and Frame Relay services.

The Company is the industry's primary supplier e BR1TES, which are required to extend ISDN serfiioe an ISDN capable switch at a
hub Central Office to a serving Central Office @rémote Channel Banks. The Company also suppbebstantial portion of the industry's
ISDN mid-span repeaters. Other ISDN products ineladBR1TE Bank to mount multiple U-BR1TES, T-BR1TEJ -1 interface units, Tot:
Reach and outside plant housings for the repeaters.

Late in 1993, the Company commenced deliveriessdiDSL product family. The Company has choserewetbp its own custom integrated
circuits so HDSL product performance, availabiityd cost can be carefully managed. Managementbslibat demand for this product
family will increase steadily as more affordablesiens increasingly become available to the Telcos.

The list price for the Company's Telco product figrgenerally ranges from $100 to $1,000 per urtite Tollowing table illustrates the brea
of the Company's Telco products and their applcesti

Representative Telco Prod ucts
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CPE Products. The Company's CPE products haveexy/@lem technology developed for its Telco prodimg. As many of the technologies
which are critical to success in the CPE markeidgestical to those already developed and refimedHe Company's Telco products, the
Company has realized a competitive advantage thrtawgraging these product development effortseaqetrtise in all of its markets. Since
initial product deliveries in 1991, CPE productesahave accounted for 35.2% and 31.3% of the Coygaales in 1997 and 1996,

respectively.

In most cases, a CPE product is purchased andléusby end-user customers in conjunction with &d's digital data transmission service.
For example, a DSU is normally installed with e&dDS loop. The Company's DSU product line was coteplaipgraded and revamped in
1993 with five new models that can terminate aapdard DDS or Switched 56 digital service availablBlorth America. In 1994, the
product line was expanded to include lower cossieas as well as a family of shelf mount units1895, products supporting synchronous
data compression and versions supporting the simgilgork management protocol were added to thelyami 1996, the flagship products
were once again redesigned to become more mocudditexible. In 1997, the Company introduced it® '$eries" of DSU's/CSU's with
control and monitor features for frame relay citsuirhese design changes have substantially redheexssociated manufacturing costs w
increasing the utility of the product to the maptate. Customer acceptance of this product fanafydignificantly increased the Company's
DSU market share, and management believes thaefugins are possible with the Company's recdrrsamements of this product line.

Over the past three years, Frame Relay Servicesat with increasing customer acceptance. Asutyéise Company has introducted a
family of Frame Relay Service units (FSU). Thesadpicts are built from the core technologies utdlirethe existing DSU and TSU product

families.

The Company believes that its ISDN Service Unit I Sith sustained data transmission rates up toKltd8sec was the first product of its
type when introduced in 1993. New versions of ttadpct introduced by the Company have followedluding a model that automatically
senses and adapts to virtually any far-end commatioits device, including modems, 2 wire or 4 wile3, or another ISDN terminal

adapter. The ISU product family was later extenmeidclude the ISU 512, a device that allows migtisSDN lines to be combined for use



high speed video conferencing equipment. ReceARAN has solved one of the biggest obstaclesigtassful installation of new ISDN
circuits with the introduction of its "Expert ISDNéchnology. Expert ISDN allows CPE devices to matically determine key parameters,
such as Telco switch type and Service Profile lifiers ("SPIDS"). Previously, these parameters wessed manually from the Telco to the
user, who manually entered the information into@®fRE device. ADTRAN's new ISDN terminal adaptens, Express XR and XRT, utilize
this technology. Additionally, these products haeen recognized by Computer Telephony Magazin®asducts of the Year" and received
the "97 Design and Engineering" award at the Wigtensumer Electronics Show (CES).

Late in 1993, initial installations of the Company-1 Service Unit ("TSU") were successfully contete Offering full or fractional T-1
access, the product line is designed for sophtsticasers needing higher speed interconnectio\bfsl, remote offices, video delivery
systems, graphic workstations and related equipn@arhmon plug-in modules are available for sevefdhe Company's models, tailoring
the units for multi-channel data communicationsUT@der rates have increased steadily since tha it#@duction and now comprise a
significant portion of CPE sales. The TSU prodiret hugments the Company's mature line of ACT CabBanks that accommodate most
commercially available channel units, includingsdmffered by the Company's competitors. The Cogipaechnical expertise was
recognized in July of 1997, as ADTRAN's TSU 120 TS8U received a Users Choice Award from CommurocatiNews Magazine in the
T1/T3 networking category.

Late in 1997, the Company intoduced its new ATLAB &tegrated Access System. The ADTRAN Total Ascggstem, ATLAS, is a
modular, highly scaleable platform that providesust solutions addressing the wide area commupitatteds of medium to large
corporations as well as network access providef&AS is a powerful hossite access platform that provides customers witiiad integrate
end-to-end solution.

The list price for the CPE product family generatinges from $500 to $2,000 per unit. The followtalle illustrates the breadth of the
Company's CPE products and their applications:

Representative CPE Products
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ne twork
T1-CSU T-1 Channel Service Pr ovides T-1 3rd
Units te rmination
NT-1 Network Termination  Pr ovides ISDN 3rd
te rmination
FSU Frame Relay Service Pr ovides Frame Relay  1st
Unit Ci rcuit termination
ATLAS Integrated Access C onsolidates voice, 1st
System d ata and video into a
S ingle, scaleable
p latform

International Markets



The Company serves its international markets thi@ugombination of direct sales and distributioreaghents. The Company has formed,
and will continue to pursue, international disttiba arrangements built upon core products andelolgy developed by the Company in an
effort to further its penetration into internatibnaarkets. In addition, the Company has focusedereloping E-1 technology which, though
similar to T-1 technology, has a transmission odite

2.048 Mbit/sec and is the predominant standard&ba transmission outside of North America. The @any has tested, received orders for
and shipped HDSL products incorporating E-1 tecbgwl The Company anticipates that it will develajgiional products incorporating E-1
technology. ISDN development work is underway twonporate compatibility with European ISDN standaadd specific in-country network
interface requirements. Although the Company hayebfully developed its potential in its interitatal markets and related sales have been
modest (8.7% of total sales in 1997), the Compaatiebes that international markets present a siamt opportunity for growth.

Research and Product Development

The markets for the Company's products are chaiaeteby rapidly changing technology, evolving istly standards and continuing
improvements in telecommunications service offegsiajcommon carriers. If technologies or standamfsicable to the Company's products,
or common carrier service offerings based on the@oy's products, become obsolete or fail to gailespread commercial acceptance, the
Company's business may be adversely affected. Merethe introduction of products embodying nevhteogy, the emergence of new
industry standards or changes in common carrigicgeofferings could adversely affect the Compaapiity to sell its products. For
instance, a large number of the Company's prodsts, to date, been designed to apply primaribhéodelivery of digital communications
over copper wireline in the Local Loop. While ther@pany has competed favorably by developing a pegformance line of products, it
expects that the increasing deployment of fibefeogrble, coaxial cable and wireless transmisgiaié Local Loop (each of which uses a
significantly different process of delivery) wikkquire that it develop new products to meet theatets of these markets when such markets
are sufficiently established. The Company's satelspaofitability in the past have resulted to anffigant extent from its ability to anticipate
changes in technology, industry standards and canwagier service offerings, and to develop ancbhice new and enhanced products.
Company's continued ability to adapt will be a #figant factor in maintaining or improving its comfitive position and its prospects for
growth. Therefore, the Company will continue to malkgnificant investments in product developmeltihoaigh there can be no assurance
the Company will have the resources necessaryrtinue this strategy successfully or to otherwespond appropriately to changing
technology, industry standards and common careeiice offerings. See "Management's Discussionfaralysis of Financial Condition and
Results of Operations" in the Company's 1997 AnRedort to Stockholders.

As of December 31, 1997, the Company's productldpuent programs were carried out by 252 enginaedsengineering support
personnel, comprising approximately 25% of the Cany{s employees. To date, all product developmemereses have been charged to
operations as incurred. From time to time, develepinprograms are conducted by other firms undetraciwith the Company, and related
costs are also charged to operations as incurnadnd1997, 1996 and 1995, product developmentrdipgres totaled $30,055,091,
$24,647,425, and $19,131,457, respectively. Bectines€ompany's product development activities argrgportant part of its strategy and
because of rapidly changing technology and evolindgstry standards, the Company expects to spemd im product development activit
in 1998 than it did in 1997.

The Company's product development personnel aanaed into teams, each of which is effectivelyidatdd to a specific product line or
lines. However, because the Company services dable delco and CPE markets, and because all ghrib@ucts in each of the markets st
certain similarities, the benefits of the Compamytsduct development efforts generally are not icedf to a particular market, but can be
leveraged to the Company's advantage in all ahéskets. As of December 31, 1997, product developiteams were assigned to the
following product lines: Loop products, Network drects, HDSL products, DSU and Frame Relay proddefsmultiplexer products, ISDN
Telco products, ISDN CPE products, strategic prtsland extended range products. In addition, eegimg services and advanced
technology groups provide support for all the pirdievelopment teams. Each product development iegemnerally responsible for
sustaining technical support of existing produictgroving the cost or manufacturing of productsyamiving new products in cooperation
with other groups within the Company and adaptiagdard products or technology under supply cotgracother firms. In particular, each
product development team is charged with implenngrtfie Company's engineering strategy of reducindyzct costs for each succeeding
generation of the Company's products in an effolte a low cost, high quality provider in the inlyswithout compromising functionality «
serviceability. This strategy has involved settingrice point for the next generation of any gipeoduct with the aim of meeting that price
point through innovative engineering. The key tis #irategy is choosing an initial architecturedach product that enables engineering
innovations to result in future cost reductionsc@ssful execution of this strategy also requines the Company continue to attract and
recruit outstanding engineers, and the continuedess of the Company's recruiting program at Sagtieen universities is critical to this
effort.

The product development teams are supported byeareh group that provides guidance in applicaigigadl signal processing technologies,
computer simulation and modeling, CAD/CAM tool setsstom semiconductor design and technologicakfmsting. As product and market
opportunities arise, the organizational structues/ fime adjusted accordingly. The Company's developprecess is conducted in accordance
with ISO 9001, which is the international standmdquality management systems for design, manufag and service.

The Company believes that its success in the pasb&en dependent upon the ability of its engingddgam to establish and maintain a
position of product and technological leadershipg &s success in the future will be equally deggndipon the evolution of new forms of
existing products and the development of new prtdiudfilling the needs of current and future custrs. Therefore, the Company will
continue to make significant investments in prodietelopment.

Customers



The Company's customer base includes each of #ea #80Cs and most of the major independent doméstcos. The major customers of
the Company include:

Alltel Corporation Hong Kong Tele com
Ameritech Corp. NYNEX Corp.

Azteca Telecommunications Pacific Bell

Bell Atlantic Network Services Solunet, Inc.

BellSouth Corp. Siemens Corp.

Bloomberg L.P. Southwestern B ell Corp.
Cincinnati Bell Sprint Corp

Cisco Systems, Inc. Tech Data, Inc

Eltrax US West, Inc.

GTE Corp.

Historically, a large percentage of the Compargfeshave been to the seven RBOCs (31.7% in 19@7dpther Telcos (33.0% in 1997). G
and Sprint accounted for 19.5% and 10.0%, respelgtiof the Company's total sales in 1997. No othestomer accounted for 10% or more
of the Company's sales in 1997.

A supplier such as the Company must first obtagdpct approvals from an RBOC or other Telco toiselproducts to such RBOC or Telco.
The Company, therefore, is involved in a constaat@ss of submitting for approval succeeding geimers of products as well as products
that deploy new technology or respond to a newrteldgy demand from an RBOC or other Telco. Whike @ompany has been successful in
the past in obtaining such approvals, there camobgssurance that such approvals or that ensuieg aasuch products will continue to oce
Further, any attempt by an RBOC or other Telcceeksout additional or alternative suppliers or noertake, as permitted under applicable
regulations, the production of such products iradyrcould have a material adverse effect on themm@any's operating results. See
"Government Regulation."

Marketing, Sales and Distribution

As of December 31, 1997, the Company's marketamlgssand distribution programs were conducted Iyelployees. The Company sells
Telco products in the United States directly toTeécos through a field sales organization baseBifocations (some of these work out of
their homes) in the United States, Canada, arallg #s Telco products internationally through arlg Kong sales office and various
distribution arrangements with a geographicallypdised set of distributors. The Company sells RE @roducts, both domestically and
internationally, through a network of re-sellereeTCompany has formed, and will continue to pursuernational distribution arrangements
built upon core products and technology developethb Company in an effort to further its penetmatinto international markets. Although
the international market channel has not yet baky developed and related revenue has been matiesGompany believes that internatic
markets present a significant opportunity for gtovend the Company continues to focus effort oritipogng itself to take advantage of such

opportunity.

Sales to Telcos involve protracted product qualifan and standardization processes that can exterséveral months or years. Subsequent
orders, if any, are generally placed under singlmulti-year supply agreements that are generaltysabject to minimum volume
commitments. Telcos generally prefer having twonore suppliers of most products, so individual esdee generally subject to competition
based on some combination of price, delivery ahémterms. CPE products are sold under both exewsid non-exclusive distribution
agreements.

The Company's field sales organizations and diginiis receive support from headquarters-based iragkesales and customer support
groups. Under certain circumstances, other heatEsgrersonnel may become involved in sales aret aittivities. The Company believes
that its success in the past has been dependarsigaificant degree upon the ability of its salad distribution teams to compete effectively
in a highly competitive environment that includasik with greater financial resources and more ggpee than the Company. The
Company's success in the future will depend in paon its ability to attract and retain qualifieddes and marketing personnel who can
compete and succeed in this environment.

Customer Service and Support

The Company maintains 24-hour, 7 day a week teleplsapport for all of its customers as customaenalemand an immediate response to
problems with installed products or with plans fiew installations. The Company provides on-sitgpsuin those circumstances in which
problems cannot otherwise be resolved. It has gdypdreen the Company's policy to follow throughhwproblem resolutions even after it is
established that the Company's products are nadhese of the difficulty. The Company providesedirinstallation and service of its
products in North America utilizing its own resoescor resources available under a nationwide s\dontract with TSS (formerly General
Electric) for installation and service. Interna@bBusiness Machines Corporation ("IBM") purcha&aheral Electric's service division in
1995 and General Electric assigned the Compangy&gseontract to IBM under the terms of their saggeement. The Company has
approved the assignment. The Company also protidiesng to its customers (on both a paid and camgahtary basis) relative to

installation, operation and maintenance of the Camgfs products.

Substantially all of the Company's products carfyliaen year return-to-factory warranty. Warramggurns to date have been relatively
insignificant(less than 1%).The Company believed ifs low return rate is the direct result ofasmmitment to a rigorous product quality
program that has garnered it special recognitiosdueral key customers. The Company also offersamaintenance agreements tc



customers which provide that, in exchange for awuahfee, the Company will provide on-site servie#hin a specified time, in response to
any reported difficulties in the use or performantéhe Company's products.

Manufacturing

The principal steps in the manufacturing proceegfae purchase and management of materials, agsesgilng, final inspection, packing
and shipping. The Company purchases parts and awnmofor assembly of all its products from a langenber of suppliers through a
worldwide sourcing program. However, certain kegnponents used in the Company's products are clyr@rdilable from only one source,
and other key components are available from otiljiéed number of sources. In the past, the Comgaas/experienced delays in the receipt
of certain of its key components, which have reglih delays in related product deliveries. The @Gany attempts to manage such risks
through developing alternative sources, throughrerging efforts designed to obviate the necessitertain components, and by
maintaining quality relationships and close persconatact with each of its suppliers. However, ghean be no assurance that delays in
deliveries of key components (including particufdritegrated circuits as discussed in greater de¢tow) and consequent delays in product
deliveries will not occur in the future. The inafyilto obtain sufficient key components as requii@dto develop alternative sources if and as
required in the future, could result in delaysexgtuctions in product shipments which, in turn, ddudve a material adverse effect on the
Company's customer relationships and operatindtsesu

The Company relies on subcontractors in the Uritiades, Mexico and Taiwan for assembly of printecLi@d board assemblies,
subassemblies, chassis, enclosures and equipn@weshThe Company subcontracts the assemblyighdisant portion of its lower priced
products to a company in Mexico. Such assemblycallyi can be done by subcontractors at a lowertbast if the Company assembled such
items internally, which furthers the Company's gafdbeing a low cost, high quality provider in tindustry. Subcontract assembly operations
do, however, contribute significantly to productigycle times, but the Company believes it can redpuore rapidly to uncertainties in
incoming order rates by selecting assembly subaotdrs having significant reserve capacity. Thignee on third-party subcontractors for
the assembly of its products involves several rigkduding the unavailability of or interruptiois access to certain process technologies and
reduced control over product quality, delivery shiles, manufacturing yields and costs. These rigkg be exacerbated by economic or
political uncertainties or by natural disasteroireign countries in which the Company's subcomdracmay be located. The Company
currently does not undertake any foreign exchaisls |as it conducts all transactions with foreigmdors or customers in U.S. dollars.

The Company is heavily dependent on five subcotdracTo date, the Company believes that it hasessfully managed the risks of such
dependence on these subcontractors through awafietforts, which include seeking and developatigrnative subcontractors while
maintaining existing relationships. However, theae be no assurance that delays in product dedivenay not occur in the future because of
shortages resulting from this limited number ofctiractors or from the financial or other diffitas of such parties. The inability to
develop alternative subcontractors if and as requiim the future could result in delays or redutdian product shipments which, in turn, cc
have a material adverse effect on the Companytemmas relationships and operating results. WhikeGompany believes that alternative
sources of supply or alternative subcontractorsocbe developed if necessary, material delaystertinption of supply might, nevertheless,
arise as a consequence of required retraining et activities related to establishing and devieiga new supply or subcontractor
relationship and such material delays may havetanmbadverse effect on the Company's busines®parhting results.

Basically, final testing and shipment of productstistomers occurs in the Company's Huntsvillebataa facilities. The Company's facilit
are certified pursuant to ISO 9001 and certainraslephone company standards, including thos¢imgléo emission of electromagnetic
energy and safety specifications.

Backlog and Inventory

A substantial portion of the Company's shipmentsnn fiscal period relate to orders received irt geiod and firm purchase orders released
in that fiscal period by customers under agreemesn$aining non-binding purchase commitments. Faurtha significant percentage of orders
require delivery within 48 hours. These factorsiteis very little order backlog. The Company beks that because a substantial portion of
customer orders are filled within the fiscal quadereceipt, the Company's backlog is not a megfnirindicator of actual sales for any
succeeding period. To meet this demand, the Compeaiitains a substantial finished goods inventdhe Company's inventory represented
an acceptable range of 26% to 43% of working chgiteing 1997.

The Company's practice of maintaining sufficiemeintory levels to assure prompt delivery of the @any's products increases the amount
of inventory which may become obsolete. The obselese of such inventory may have an adverse affette Company's business and
operating results.

Competition

The markets for the Company's products are intgregghpetitive. With the development of the worldericommunications market and the
growing demand for related equipment, additionahafacturers have entered the markets in regpesmts to offer products in competition w
the Company. Additionally, certain companies haweecent years, developed the ability to delivieerf-optic cable, coaxial cable and
wireless transmission to certain office centers athér end-users. Competition would further incesi@®ew companies enter the market or
existing competitors expand their product lines. iRstance, legislation has been enacted thattli#gestrictions which previously prevented
the RBOCs from manufacturing telecommunicationsggant. The RBOCs, which in the aggregate are trag&ny's largest customers,
may increasingly become competitors of the Comparnlge markets served by the Company. See "GoverhRegulation" below



The Company competes for customers on the bagisridrmance in relation to price, product featuesierence to standards, quality,
reliability, development capabilities, availabiliyd support. Some of the Company's competitorgatehtial competitors have greater
financial, technological, manufacturing, marketingd personnel resources than the Company.

With respect to Telco sales, product quality anailatbility and an established reputation for custoservice are important competitive
factors that can affect the Company's ability teehigs products accepted and approved by the iddaliTelcos. The Company's Telco
competitors include large established firms sucABRE Telecommunications, Inc., Lucent Technologles,, PairGain Technologies, Inc.,
Pulse Communications, Inc. (a subsidiary of Hublmelbrporated), Tellabs, Inc. and Teltrend, Ins.neell as smaller, specialized firms such
as Conklin Instrument Corporation and Integratetidek Corporation.

With the introduction of its CPE product lines, tiempany entered a market segment with entrenabragetitors. Among the significant
competitors for standard rate DSU market shard/aterola, Inc., Paradyne Corporation and Racal-Batg Incorporated. Market segment
leaders for TSU products include ADC KENTROX, asdiary of ADC Telecommunications, Inc., ParadyreC, Digital Link Corporation
and Verilink Corporation. The Company's T-1 mukixtr product line's key competitors include NewpeidNetworks Corporation, Pulse
Communications, Inc. and TELCO Systems, Inc. Amaase in competition could reduce the Company'ssgoeofit margins, may require
increased spending by the Company on product devedat and sales and marketing, and may otherwigersely affect the Company's
business.

Government Regulation

The telecommunications industry is subject to ratioh in the United States and other countrieseFadind state regulatory agencies,
including the Federal Communications Commissioe (fiCC") and the various state public utility corsgidons and public service
commissions, regulate most of the Company's dom&stto customers. While such regulation doesypitally affect the Company direct|
the effects of such regulation on the Company'toouesrs may, in turn, adversely impact the Companysness and operating results. For
instance, the sale of the Company's products maffeeted by the imposition upon certain of the @amy's customers of common carrier
tariffs and the taxation of telecommunications s&s. In addition, regulatory policies affecting tavailability of common carrier services
(such as high speed digital transmission lines)ahdr terms on which common carriers conduct theginess may impede the Company's
penetration of certain markets. These policiesuader continuous review and are subject to chaBgeernmental authorities also have
promulgated regulations which, among other thisgsjnstallation and equipment standards for peit@iecommunications systems and
require that all newly installed hardware be reggisti and meet certain governmental standards.

Other governmental authorities, such as federaktateé courts and the United States Departmentsticé, have been in the past, and will
likely continue in the future to be, a major foineshaping the manner in which the telecommunicatiousiness is conducted and
telecommunication services are provided. For ircgathe United States telecommunications industry also significantly impacted by the
landmark Modification of Final Judgment (the "MEJXhich governed the structure of the 1984 divestiby AT&T of its local operating
telephone company subsidiaries (the DivestitufBEtie Divestiture increased competition in the Ueledommunications industry by (i)
eliminating the monopoly power which AT&T had engal/for years in most U.S. local and long distaebephone service and equipment
markets, and (ii) prohibiting the RBOCs which ensatdrom the Divestiture from engaging in certairel of business, including the
provision of long distance services and the manufaof telecommunications equipment. The terntheDivestiture provide, however, for
the removal of the line of business prohibitionth# rationale therefor becomes outmoded by teahd&velopments or changes in
competitive conditions.

The Telecommunications Act of 1996 covers a breagje of topics that will dramatically affect théemmmunications industry. RBOCs
now will be allowed to manufacture equipment thyears after they are eligible to enter the longaatise business. The RBOCs, which are
among the Company's largest customers, may inaglgsiecome competitors of the Company in the ntariteserves. The
Telecommunications Act of 1996 also provides forQRE to enter long distance markets under certaiditions and long distance carriers
may now provide local service.

The Company's business and operating results rsaybal adversely affected by the imposition of éetriffs, duties and other import
restrictions on components which the Company obtiim non-domestic suppliers, or by the impositibexport restrictions on products
which the Company sells internationally.

Proprietary Rights

The name "ADTRAN" and the Company's corporate lagoregistered trademarks of the Company. A numbire Company's product
identifiers and names are also registered. The @agnplso claims rights to a number of unregistér@demarks. The Company has obtained
patents on thirteen inventions relating to its piid and has several patent applications pendimg Company will seek additional patents
from time to time related to its research and dawalent activities. The Company protects its trad&maatents, inventions, trade secrets,
and other proprietary rights by contract, trademedpyright and patent registration, and intereausity. Management believes, however,
that the Company's competitive success will noedépon the ownership of intellectual property rigliut primarily on the innovative skills,
technical competence and marketing abilities ofGbenpany's personnel. The telecommunications ingusévertheless, is characterized by
the existence of an ever increasing number of paterd frequent litigation based on allegationgaiént infringement. From time to time,
third parties may assert exclusive patent, copywagia other intellectual property rights to teclugiés that are important to the Company.
While there are no outstanding infringement lavsspgénding by or against the Company, there caml@ssurance that third parties will not
assert litigation claims against the Company infthere, that assertions by such parties will mslt in costly litigation, or that the Comps



would prevail in any such litigation or be ablditense any valid and infringed patents from tigedties on commercially reasonable terms.
Any infringement claim or other litigation agairstby the Company could have a material advergeefin the Company's business and
operating results.

Employees

As of December 31, 1997, the Company had 1008iful-employees in the United States, two in Carsadbone in Hong Kong. Of the
Company's total employees, 255 were in sales, miagkalistribution and service, 252 were in reskamd development, 376 were in
manufacturing, and 128 were in administration. Nohthe Company's employees is represented bylectok bargaining agreement nor has
the Company ever experienced any work stoppagealyanent believes the Company's relationship wsteritployees is good.

ITEM 2. PROPERTIES

The Company's headquarters and principal admitiigtaengineering and manufacturing facilities l@ated in an office building containing
440,000 square feet located on approximately 2@saaf land in Huntsville, Alabama. The Company #sses 65,480 additional square feet
to accommodate manufacturing and engineering #detviPlans are being made to expand its facilitidsuntsville by approximately 600,0
square feet (to accommodate a projected totald@fBemployees) over the next four years at a ogetated to exceed $150,000,000 of which
almost $50,000,000 had been incurred at Decemhdrd®T. See "Management's Discussion and Analysighancial Condition and Results
of Operations - Liquidity and Capital Resourcestha Company's 1997 Annual Report to StockholdedsNote 6 of Notes to Financial
Statements.

The Company also maintains 39 sales and servid#iés; 36 located within the United States, twiocGanada and one in Hong Kong, in the
following locations: Huntsville, AL, Irvine, CA, SaFrancisco, CA, Denver, CO, Hartford, CT, Atlar®h, Chicago, IL, Bativia, IL, Darien,
IL, Orland Park, IL, Leakwood, KS, Trenton, NJ, N&ark, NY, Cleveland, OH, Philadelphia, PA, IrvingX, Washington, DC and Ontario
and Quebec, Canada. In addition to the leases mshille, AL, the facilities in Leakwood, KS, Inip CA, Denver, CO, Atlanta, GA, Irving,
TX, Altamonte Springs, FL, Herndon, VA and Philgateh, PA are leased under leases which expireretugstimes between 1998 and
20010. See Note 9 of Notes to Financial Statements.

ITEM 3. LEGAL PROCEEDINGS

The Company has been involved from time to timktigration in the normal course of its businesseT@ompany is not aware of any pending
or threatened litigation matters which could haveaderial adverse effect on the Company.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matter was submitted by the Company to votesofigty holders during the fiscal quarter endedddeloer 31, 199;
ITEM 4(A). EXECUTIVE OFFICERS OF THE REGISTRANT

Set forth below, in accordance with General IngtoumcG(3) of Form 10-K and Instruction 3 of ltem24B) of Regulation S-K, is certain
information regarding the executive officers of b@mpany. Unless otherwise indicated, the inforamasiet forth is as of December 31, 1997

Mark C. Smith - Age 57
Mr. Smith is one of the co-founders of the Company.

1995 to present Chairman of the Board and Chief Executive Officer

1986 - 1995 Chairman of the Board, Chief Exe cutive Officer
and President

Lonnie S. McMillian - Age 69

Mr. McMillian is one of the co-founders of the Coanyy.

1996 to present Senior Vice President, SecretatyDarector

1986 - 1996 Vice President - Engineering, Secrefengasurer and Director
Howard A. Thrailkill - Age 59

1995 to present President, Chief Operating Offioat Directol



October 1995 Executive Vice President, Chief Ope rating Officer
and Director

1992 - 1995 Executive Vice President, Chief Ope rating Officer

John R. Cooper - Age 50
1996 to present Vice President - Finance and Ghirefncial Officer
1995 - 1996 President, Sauty Group
1991 - 1995 Partner, Coopers & Lybrand L.L.P.
Danny J. Windham - Age 38
1995 to present Vice President - CPE Marketing
1994 - 1995 Director of Marketing
1989 - 1994 Manager of Product Management
Thomas R. Stanton - Age 33
1995 to present Vice President - Telco Marketing
1994 - 1995 Sr. Director, Marketing, E.F. Johnson @mpany
1993-1994 Director, Marketing, E.F. Johnson Company
Peter O. Brackett - Age 56
1996 to present Vice President - Technology
1992 - 1996 Research Manager, Advanced Data Netwang, Bellsouth
M. Melvin Bruce - Age 57
1996 to present Vice President - Engineering
1989 - 1996 Vice President, Research and Design, TC
Robert A. Fredrickson - Age 47

1996 to present Vice President - Telco Sales

1996 Vice President, Broadband Business Development, DSC
Communications Corp.

1991-1996 Senior Director, Access Products, DSC Communications
Corp.

Steven L. Harvey - Age 37
1996 to present Vice President - CPE Sales

1995 - 1996 Executive Vice President, Data Processing Sciences

1991 - 1995  Vice President, Data Proce ssing Sciences

Charles A. O'Donnell - 43



1996 to present Vice President - Quality
1993 - 1996 Quality & Technical Resources ManaBgigle Electronics Corp.
Jude T. Panetta - Age 38
1994 to present Vice President - Manufacturing

1989 - 1994 Director of Manufacturing, Exide Electonics
There are no family relationships among the dinexctw executive officers.
All officers are elected annually by and servehat pleasure of the Board of Directors of the Corgpan

PART II

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON STOCK AN D RELATED STOCKHOLDER MATTERS

The Company's Common Stock has been traded onabédy National Market under the symbol "ADTN" sittoe Company's initial public
offering of Common Stock in August 1994. Prior e initial public offering, there was no establidheading market for the Company's
Common Stock. As of March 12, 1998, the Companydggatoximately 625 shareholders of record and agmiately 14,200 beneficial
owners of shares held in street name.. The follguaile shows the high and low closing sale prsshare of Common Stock as reported
by Nasdagq for the periods indicated:

1997 Quarters High Low
First $53-1/4 $22-1/2
Second $35-5/8 $20-7/8
Third $44 $23
Fourth $45-1/2 $26
1996 Quarters High Low
First $54-3/4 $26-1/2
Second $73-1/2 $45
Third $75-1/4 $47-1/2
Fourth $52-1/4 $33-1/2

The Company has operated with a policy of retaigamings, presently intends to retain all futiaeangs for use in the development of its
business and does not anticipate paying any cagtedds in the foreseeable future.

ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data concerning @ompany for and as of the end of each of thesyieahe five year period ended
December 31, 1997 are derived from the financatkstents of the Company, which financial statemleat® been audited by Coopers &
Lybrand L.L.P., independent accountants. The setdefibancial data is qualified in its entirety thetmore detailed information and financial
statements, including the notes thereto, includeehenere in this report. The financial statemefth® Company as of December 31, 1997
and 1996 and for each of the years in the threeper@od ended December 31, 1997, and the rep@bopers & Lybrand L.L.P. thereon, are
included elsewhere in Item 8 of this report.

Year Ended December 31,
1997 1996 1995 1994 1993
(in thousands, e xcept per share data)
Income Statement Data
Sales:
Telco (1) $171,838 $171, 902  $121,311 $87,888 $58,994
CPE (1) 93,497 78, 219 60,167 35,552 13,417
Total sales 265,335 250, 121 181,478 123,440 72,411
Cost of sales 130,254 129, 953 93,007 63,187 36,769
Gross profit 135,081 120, 168 88,471 60,253 35,642
Selling, general and
administrative expense 44,973 34, 308 27,260 17,347 11,898
Research and development
expenses 30,055 24, 647 19,131 13,774 10,033
Operating income 60,053 61, 213 42,080 29,132 13,711
Interest income 4,175 2, 542 3,205 440 7

Interest expense (1,839) ( 895) (1,105) (448) (424)



Other income (expense) 438 642 111 (25) (13)
Income before income

taxes (2) 62,827 63, 502 44,291 29,099 13,281
Provision for income
taxes (2) 22,618 23, 682 14,833 6,288 0
Net income (2) 40,209 39, 820 29,458 22,811 13,281
Pro forma provision for
income taxes (2) 0 0 0 4,202 4,825
Pro forma net income (2) 40,209 39, 820 29,458 18,609 8,456
Pro forma net income per share
assuming dilution(2)(3)(4) 1.02 1 .01 .75 51 .25
Earnings per common share
- basic(2)(3) 1.03 1 .03 .80 .56 .27

Weighted average shares
outstanding assuming
dilution(3) (4) 39,565 39 ,549 39,249 36,199 34,098

S corporation distributions(2) $5,483 $5,494

At December 31,
1997 19 96 1995 1994 1993
(in thousands)
Balance Sheet Data:

Working capital $149,184 $140 ,510 $122,466 $66,368 $19,795
Total assets 282,401 210 ,207 165,767 94,347 46,304
Total debt 50,000 20 ,000 20,000 0 10,100
Stockholders' equity 212,037 172 ,879 130,743 85,233 29,757

(1) Represents sales of the Company's Telco andptdriicts. These amounts are not derived from timapg@any's audited financial
statements.

(2) Effective July 1, 1994, the Company convertedfan S corporation to a C corporation for incdeepurposes. As an S corporation, the
Company was not subject to income taxes but paadtely cash distributions o fund the income tailities passed through to the
stockholders.The Company also paid a cash disioibatf $3,121,816 to its stockholders in Decemi#92Llin an amount approximately equal
to their original investment in the Company's Comn$tock. As a C corporation, the Company is sulifeagicome taxes at corporate tax
rates. The pro forma income statement data heresepts the provision for income taxes, net incantenet income per share as if the
Company had been subject to corporate income fared! periods presented.

(3) Reflects a 3-for-2 split of the Company's Comnstock which was effected on August 1, 1994, aBda-1 split of the Common Stock
which was effected on May 12, 1995.

(4) Assumes exercise of dilutive stock options glalted under the treasury stock method. See NotE8, hnd 13 of Notes to Financial
Statements



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The Company designs, develops, manufactures, nsaaiket services a broad range of high-speed dtgaagmission products utilized by
Telcos and corporate end-users to implement addadigééal data services over existing telephonevoets. The Company currently sells its
products to Telcos (including all of the RBOCSs),gmivate end-users in the CPE market.

The Company's sales have increased in each yeaqriharily to increases in the number of units golthoth new and existing customers.
These annual sales increases reflect the Compstrgtegy of increasing unit volume and market sktan@ugh the introduction of succeeding
generations of products having lower selling priaed increased functionality as compared bothégtior generation of a product and to the
products of competitors. An important part of thentpany's strategy is to engineer the reductioh@fproduct cost of each succeeding
product generation and then to lower the prodpcite based on the cost savings achieved. As apdris strategy, the Company seeks in
most instances to be a low cost, high quality gterof products in its markets. The Company's sstedate is attributable in large measure
to its ability to initially design its products wita view to their subsequent re-design, allowirfigieht enhancements of the product in each
succeeding product generation. This strategy hakled the Company to sell succeeding generatiopsoaiucts to existing customers as well
as to increase its market share by selling thekareed products to new customers.

While the Company has experienced increased sakssch year, the Company's operating results hastifited on a quarterly basis in the
past, and operating results may vary significaintifuture periods due to a number of factors. Thenany operates with very little order
backlog. A substantial majority of its sales infegoarter results from orders booked in that quamel firm purchase orders released in that
quarter by customers under agreements containinginding purchase commitments. Furthermore, moktosaypically require prompt
delivery of products; this results in a limited kkag of orders for these products and requireshmpany to maintain sufficient inventory
levels to satisfy anticipated customer demande#rrterm demand for the Company's products deatinéssignificant potential sales in any
quarter do not occur as anticipated, the Compdimgacial results will be adversely affected. Thenpany currently does not undertake any
foreign exchange risks, as all transactions witkitm vendors or customers are conducted in cuyrefhthe United States. Operating
expenses are relatively fixed in the short terrarefore, a shortfall in quarterly revenues coulgaet the Company's financial results
significantly in a given quarter. Further, maintagsufficient inventory levels to assure promplivdey of the Company's products increases
the amount of inventory which may become obsolatkiacreases the risk that the obsolescence ofiauehtory may have an adverse effect
on the Company's business and operating resulesCbmpany's operating results may also fluctuaterasult of a number of other factors,
including increased competition, customer ordetgpas, changes in product mix, product warrantyrret and announcements of new
products by the Company or its competitors. Acamylyi, the Company's historical financial performaig not necessarily a meaningful
indicator of future results, and, in general, mamagnt expects that the Company's financial resudtg vary from period to period. See Note
14 of Notes to Financial Statements.

On August 16, 1994, the Company completed an imtialic offering of Common Stock, receiving nebpeeds (after deduction of
underwriting discounts and other offering expensé§37,867,963 from the sale of 2,300,000 shaf€ommon Stock (on a pre-split basis).
The Company used the offering proceeds to repafuthamount of principal and interest owed on aartrevenue bonds issued to construct
and equip the Company's headquarters and manufagfacility in Huntsville, Alabama and to repay amounts outstanding under its bank
line of credit and for general working capital pogps. On June 29, 1995, the Company and certakhstlolers of the Company (the "Selling
Stockholders™) sold a total of 3,125,100 shareSmhmon Stock to the public. Of the 3,125,100 shafesed, 500,000 shares were offered
by the Company and 2,625,100 shares were offer¢deéb@elling Stockholders. The Company receivegrmteeds (after deduction of
underwriting discounts and other offering expensé§15,705,362 from the sale of 500,000 shargdashmon Stock at the public offering
price of $33 per share. The Company did not recanyeof the proceeds from the sale of shares bgéiiing Stockholders. The Company
used and expects to continue to use the proceatls piblic offerings for working capital and otlygsEmeral corporate purposes, including
product development activities to enhance its eggproducts and develop new products and exparnisales and marketing activities.

The Company intends to retain all earnings foringbe development of its business and does ndtipate paying any cash dividends in the
foreseeable future.

When used in this 1997 Annual Report, the wordéiéhe," "anticipate,” "think," "intend," "will be,and similar expressions identify forward-
looking statements. Such statements are subjeetrtain risks and uncertainties which could causead results to differ materially from
those projected. Readers are cautioned not to pladee reliance on these forward-looking statemehtsh speak only as of the date hereof.
Readers are also urged to carefully review andidenshe various disclosures made by the Companghndttempt to adivse interestedd
parties of the factors which affect the Companysifess, including the disclosures made in otheogie reports on Forms 10-K, 10-Q and
8-K, when appropriate, filed with the Securitiesl &xchange Commission.

Results of Operations

The following table presents selected financiabinfation derived from the Company's statementaairne expressed as a percentage of
sales for the years indicated.

Years Ended December 31,
Percentage of Sales 1997 1996 1995
Sales:
Telco 64.8% 68.7% 66.8%
CPE 35.2 31.3 33.2

Total sales 100.0 100.0 100.0



Cost of sales 49.1 51.9 51.3

Gross profit 50.9 48.1 48.7
Selling, general and
administrative expenses 17.0 13.7 15.0
Research and development expenses 11.3 9.9 10.5
Operating income 22.6 24.5 23.2
Interest income 1.6 1.0 1.8
Interest expense (0.7) (0.4) (0.6)
Other income (expense) 0.2 0.3 0.0
Income before provision for
income taxes 23.7 25.4 24.4
Provision for income taxes 8.5 9.5 8.2
Net income 15.2% 15.9% 16.2%

1997 Compared to 1996

Sales

The Company's sales increased 6.1% from $250,188B996 to $265,334,768 in 1997. The increastabsasulted from increased sales
volume to existing customers and from increasedeatgrenetration. Sales to Telcos remained basicalthanged from $171,901,851 in 1

to $171,837,883 in 1997. Telco sales as a percemimptal sales decreased from 68.7% in 1996 18%4n 1997. Sales of CPE products
increased 19.5% from $78,218,985 in 1996 to $9388%bin 1997. The increase in sales of CPE prodsettributable to increased demand
for T1 Service Unit (TSU) products and Integratesv&es Digital Network (ISDN) products. Cost of&aCost of sales increased only
slightly, 0.2% from $129,953,371 in 1996 to $13@231 in 1997, primarily as a result of the inceessales. As a percentage of sales, cost
of sales decreased from 51.9% in 1996 to 49.1999Y 1This decrease was primarily attributable tanfacturing efficiencies and product
design enhancements. An important part of the Coylipatrategy is to reduce the product cost of sackeeding product generation and
then to lower the product's price based on thesaghgs achieved. This sometimes results in vanatin the Company's gross profit margin
due to timing differences between the lowering miduct selling prices and the full recognition oftreductions. In view of the rapid pace of
new product introductions by the Company, thistetig may result in variations in gross profit masgthat, for any particular financial
period, can be difficult to predict.

Selling, General and Administrative Expenses Sgllgeneral and administrative expenses increasdd@ftom $34,308,436 in 1996 to
$44,973,175 in 1997 due to additional sales angatigxpenditures necessary as a result of the @oygpexpanded sales base and incre
dollar amounts of these expenses associated véthrtgoing introduction and marketing of enhancedipets, increased distribution activit
associated with the CPE market, and general expangio international markets. As a percentageatdss selling, general and administrative
expenses increased from 13.7% in 1996 to 17.09997.1

Research and Development Expenses

Research and development expenses increased 2b80$24,647,425 in 1996 to $30,055,091 in 1997s Tibrease was due to increased
engineering costs associated with new productdaictions and feature enhancement activities. Asregmtage of sales, research and
development expenses increased from 9.9% in 1996.8% in 1997. The Company continually evaluags product opportunities and
engages in intensive research and product develupefferts. To date, the Company has expensedadlyct research and development ¢
as incurred. Additionally, the Company also freglyeimvests heavily in up-front market developmefforts prior to the actual
commencement of sales of a major new product. lsalt, the Company may incur significant reseamth development expenses and
selling, general and administrative expenses poithe receipt of revenues from a major new produatip. The Company is presently
incurring both research and development expensiselling, general and administrative expensesimection with its new products and its
expansion into international markets.

Interest Expense

Interest expense increased 105.5% from $894,65996 to $1,838,814 in 1997. This increase was dumtérest cost incurred as a part of
cost of acquiring certain assets. The Company ntlyrpays interest on $50,000,000 of revenue bandgeds of which $20,000,000 was
loaned to the Company in January 1995, and $3@0M000yas loaned to the Company in April 1997. Tlezpeds were used to expand the
Company's facilities in Huntsville, Alabama. Seéqilidity and Capital Resources."

Net Income
As a result of the above factors, net income irggdal.0% from $39,819,904 in 1996 to $40,209,2708¥. As a percentage of sales, net
income decreased from 15.9% in 1996 to 15.2% ir¥199

1996 Compared to 1995

Sales

The Company's sales increased 37.8% from $181,8F 8101995 to $250,120,836 in 1996. The increaséebgesulted from increased sales
volume to existing customers and from increasedeatgrenetration. Sales to Telcos increased 41.@%6 $121,311,131 in 1995 to
$171,901,851 in 1996 due primarily to increasedsaf Integrated Services Digital Network (ISDNgucts and increased sales of High bit-
rate Digital Subscriber Line (HDSL) products. Tekades as a percentage of total sales increasedod8% in 1995 to 68.7% in 1996
primarily as a result of increased sales volumksefN and HDSL products during the 1996 period. SaleCPE products increased 30.0%
from $60,166,935 in 1995 to $78,218,985 in 199&: iFitrease in sales of CPE products is attribut@biecreased demand for Digital Data
Service (DDS) products, T1 Service Unit (TSU) pratduand Integrated Services Digital Network (ISOuk)ducts



Cost of Sales

Cost of sales increased 39.7% from $93,006,672%% 1o $129,953,371 in 1996, primarily as a restithe increase in sales. As a percen
of sales, cost of sales increased from 51.3% i 18%1.9% in 1996. An important part of the Compsustrategy is to reduce the product
cost of each succeeding product generation andtthiemver the product's price based on the coshgawachieved. This sometimes results in
variations in the Company's gross profit margin thugming differences between the lowering of prodselling prices and the full
recognition of cost reductions. In view of the dhpace of new product introductions by the Compé#mg,strategy may result in variations in
gross profit margins that, for any particular fingh period, can be difficult to predict.

Selling, General and Administrative Expenses Sgllgeneral and administrative expenses increas®d@om $27,259,610 in 1995 to
$34,308,436 in 1996 due to additional sales angatigxpenditures necessary as a result of the @oypexpanded sales base. Howeve
larger sales base caused selling, general and exirative expenses as a percentage of sales teatgcfrom 15.0% in 1995 to 13.7% in 1¢

Research and Development Expenses

Research and development expenses increased 2&80419,131,457 in 1995 to $24,647,425 in 1996s Tiirease was due to increased
engineering costs associated with new productdoitbons and product cost and feature enhanceratvitias. As a percentage of sales,
however, research and development expenses de@lomadl0.5% in 1995 to 9.9% in 1996. The Compamnyticwally evaluates new product
opportunities and engages in intensive researcipeottict development efforts. To date, the Compgeas/expensed all product research and
development costs as incurred.

Interest Expense

Interest expense decreased 19.0% from $1,105,1589% to $894,657 in 1996. This decrease was doagitalization of the interest cost ¢
part of the cost of acquiring certain assets. Tam@any currently pays interest on $20,000,000 wémae bond proceeds loaned to the
Company in January 1995, which proceeds are beaiad to expand the Company's facilities in Huntsyillabama. See "Liquidity and
Capital Resources."

Net Income
As a result of the above factors, net income irsgde85.2% from $29,457,727 in 1995 to $39,819,800P6. As a percentage of sales, net
income decreased from 16.2% in 1995 to 15.9% ir6199

Liquidity and Capital Resources

The Company is continuing a project to expandatslities in Huntsville, Alabama in phases over tiext four years at a cost expected to
exceed $150,000,000, of which almost $50,000,0@00e&n incurred at December 31, 1997. Fifty milliéithis project has been approved
for participation in an incentive program offeredthe Alabama State Industrial Development Autlyoftive "Authority"). That incentive
program enables participating companies such a€ohgpany to generate Alabama corporate incomertadits that can be used to reduce
amount of Alabama corporate income taxes that wotlidrwise be payable. There can be no assuraatththState of Alabama will
continue to make these corporate income tax cradégable in the future, and the Company therefoag not realize the full benefit of these
incentives. The Authority has issued $50,000,00fsabxable revenue bonds pursuant to such prograhioaned the proceeds from the sale
of the bonds to the Company. The Company will m@dgments to the Authority in amounts necessanajotpe principal of and interest on
the Authority's Taxable Revenue Bond, Series 19@5IRAN, Inc. Project), as amended, currently outdiag in the aggregate principal
amount of $50,000,000. Said bond matures on Jariy&§20, and bears interest at the rate of 45Ipasnts over the money market rate of
First Union National Bank.

The Company's working capital position improvedir$140,509,802 as of December 31, 1996 to $14%¥83%s of December 31, 1997.
This improvement in the Company's working capitadipion was due primarily to increased earninge Tlompany has used, and expects to
continue to use, the remaining proceeds of itdexgsliblic offerings for working capital and ottggneral corporate purposes, including (i)
product development activities to enhance its Exggproducts and develop new products and (ii) exjmn of sales and marketing activities.
Inventory decreased 3.5% for the twelve months @mkcember 31, 1997 due to overall efficienciesanufacturing operations.

On March 31, 1997, the Board of Directors authatidtes Company to re-purchase up to 1,000,000 sloatte Company's outstanding
common stock. As of December 31, 1997, the Companlyre-purchased 100,000 shares of its common atackotal cost of $2,200,000.

Capital expenditures totaling $29,661,438 in 1996 $18,220,850 in 1997 were used to expand the @oy'gpheadquarters and to purchase
equipment.

At December 31, 1997, the Company's cash on haid®840,961, shoterm investments of $37,833,240 and $10,000,00Dadl@ under ¢
bank line of credit placed the Company's potertah availability at $93,174,201. The Company's@&IM000 bank line of credit bears
interest at the rate of 87.5 basis points oveBthday London inter-bank offered rate and expire$ay 1, 1998. The Company anticipates
renewing the $10,000,000 bank line of credit ugsrexpiration. The Company intends to finance jterations in the future with cash flow
from operations, the remaining net proceeds cfat$ier public offerings, amounts available undher bank line of credit, borrowed revenue
bond proceeds and possible additional public filregs: These available sources of funds are expé¢oted adequate to meet the Company's
operating and capital needs for the foreseeabledut

Year 2000 Compliance



The Company is in the process of reviewing cursefitvare and hardware to assess the impact ofgae2000 issue. Initially, the Company
has determined that most of the Company's curmasinbss process software and hardware are yearc2@@fliant. The Company is in the
process of implementing new business process saftwhich has been determined to be year 2000 cantpis well. This implementation
should be completed in 1998. The Company expeatsriplete its year 2000 analysis by the end of I##B8does not believe that costs
associated with bringing the Company's computetesys into full compliance with year 2000 will resinl material costs to the Company.
The Company's products are year 2000 compliantedisawd therefore, the Company does not believethiey have any material exposure to
contingencies related to the year 2000 issue fadymts it has sold. The Company is also in thampieary stages of assessing the impact of
the year 2000 issue on its major vendors and sngid determine the extent to which the Companyliserable to those third parties' failure
to remediate their own year 2000 issues. Basedfomaation presently available, the Company dodsanticipate any material impact on its
financial condition or results of operations frome teffect of the year 2000 issue on the Companigsrial systems or those of its major
suppliers and customers. However, there can belamgtee that the systems of other companies ochwihé Company's system rely will be
timely converted, or that a failure to convert Impther company would not have a material advergaatnon the Company.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The following financial statements are contained in this report.
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Report of Independent Accountants
To the Board of Directors and Stockholders
ADTRAN, Inc.

We have audited the accompanying balance she&B®BRAN, Inc. as of December 31, 1997 and 1996, thedrelated statements of incor
changes in stockholders' equity, and cash flowgé&ah of the three years in the period ended Deeeth 1997. These financial statements
are the responsibility of the Company's managent@unt.responsibility is to express an opinion orséhBnancial statements based on our
audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by manageemiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@alove present fairly, in all material respedts, financial position of ADTRAN, Inc. as of
December 31, 1997, and 1996, and the results opesations and its cash flows for each of thedtlyemars in the period ended December 31,
1997, in conformity with generally accepted accoumprinciples.

/sl Coopers & Lybrand L.L.P.
COOPERS & LYBRAND L.L.P.

Bi r mi ngham Al abanma

January 13, 1998



BALANCE SHEET

December 31, 1997 and 1996

ASSETS

Current Assets:

Cash and cash equivalents
Short-term investments

Accounts receivable, marked to market, less
allowance for doubtful accounts of $893,389 and
$872,724 in 1997 and 1996, respectively

Other receivables
Inventory
Prepaid expenses
Deferred income taxes
Total current assets
Property, plant and equipment, net
Other assets
Long-term investments
Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY

The accompanying notes are an integral part oktfinancial statement

Current liabilities:
Accounts payable
Accrued salaries
Accrued income taxes
Accrued taxes other than income taxes
Accrued interest payable
Warranty liability
Compensated absences
Total current liabilities
Bonds payable
Deferred income taxes
Total liabilities

Stockholders' equity:

Commonstock, par value $.01 per share;
200,000,000 shares authorized; 39,381,264
shares issued in 1997 and 38,769,514 in 1996

Additional paid-in capital
Retained earnings

Less 100,000 shares treasury stock, at cost

Total stockholders' equity

Total liabilities and stockholders'equity

1997 1996

$45,340,961 $44,839,131
37,833,240 32,555,930

40,906,887 33,825,560
343,463 362,578
39,369,103 40,792,646
1,148,288 2,261,338
2,458,136 1,598,750
67,400,078 156,235,933
64,801,132 53,971,213
200,000 0
50,000,000 0
$282,401,210 $210,207,146

$9,121,270  $9,350,266
1,927,364 2,454,194
4,579,345 1,803,706

180,611 338,997

0 59,594

1,435,259 1,026,156

972,651 693,218
18,216,500 15,726,131
50,000,000 20,000,000
2,147,635 1,602,116
70,364,135 37,328,247

393,813 387,695
90,582,615 90,172,863
123,260,647 82,318,341
(2,200,000) 0

212,037,075 172,878,899

$282,401,210 $210,207,146



STATEMENTS OF INCOME
for the years ended December 31, 1997, 1996 ansl 199

1997 1996 1995
Sales $265,334,768 $ 250,120,836 $181,478,065
Cost of sales 130,253,531 129,953,371 93,006,672
Gross profit 135,081,237 120,167,465 88,471,393
Selling, general and
administrative expenses 44,973,175 34,308,436 27,259,610
Research and development expenses 30,055,091 24,647,425 19,131,457
Income from operations 60,052,971 61,211,604 42,080,326
Other income (expenses):
Interest income 4,175,032 2,542,417 3,204,902
Interest expense (1,838,814) (894,657) (1,105,156)
Other 437,639 642,432 111,219
2,773,857 2,290,192 2,210,965
Income before income taxes 62,826,828 63,501,796 44,291,291
Provision for income taxes 22,617,556 23,681,892 14,833,564
Net income $40,209,272 $39,819,904 $29,457,727

Weighted average shares
outstanding assuming

dilution (1) 39,565,497 39,548,654 39,249,101

Earnings per common share
assuming dilution (1) $1.02 $1.01 $0.75

Earnings per common share - basic $1.03 $1.03 $0.80

The accompanying notes are an integral part oktfinancial statements.

(1) Assumes exercise of dilutive stock options glalted under the treasury stock mettr



Common Stock

Number Par Value
of shares  ($.01 Per
Share)

Balance,
December 31, 1994 18,073,598 $180,736

Stock options exercised
through issuance of

common stock:

Various prices

per share 460,619 4,606
Issuance of common stock

in June 1995 through a

public offering of shares,

net of offering costs 500,000 5,000
Issuance of shares to

effect stock split,

(see Note 8) 18,428,058 184,281
Net Income

Balance,
December 31, 1995 37,462,275 $374,623

Stock options exercised

through issuance of

common stock:

Various prices per

share 1,307,239 13,072

Income tax benefit from

exercise of non-qualified

stock options
Net income

Balance,
December 31, 1996 38,769,514 $387,695

Stock options exercised
through issuance of
common stock:
Various prices per

share 611,750 6,118
Purchase of treasury
stock:

100,000 shares

Income tax benefit from
exercise of non-qualified
stock options

Net Income

Balance,
December 31, 1997 39,381,264 $393,813

Additional Retained Treasury T
Paid-In Earnings Stock  Stoc

Capital

$73,545,813 $11,506,784

342,283

15,700,362

(184,281)
29,457,727

$89,404,177 $40,964,511

768,686

1,533,926
39,819,904

$90,172,863 $82,318,341

409,752

(2,200,000)

733,034
40,209,272

E

$0  $85,

15,7

29,4

$0 $130,7

78

1,53
39,81

$0 $172,87

41

(2,20

73
40,20

$90,582,615 $123,260,647($2,200,000) $212,03

The accompanying notes are an integral part oktfinancial statement

STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY forehyears ended December 31, 1997, 1996 and 1995

otal
kholders'

quity

233,333

46,889

05,362

57,727

43,311

1,758

3,926
9,904

8,899

5,870

0,000)

3,034
9,272

7,075



STATEMENTS OF CASH FLOW

for the years ended December 31, 1997, 1996 ansl 199

1997 1996 1995

Cash flows from operating activities:
Net income $40,209,272 $39,819,904 $29,457,727
Adjustments to reconcile net income to net
cash provided by operating activities:
Depreciation 7,342,518 4,890,303 3,052,798
Provision for warranty claims 1,435,259 2,110,614 776,908
Loss on sale of property, plant, and equipment (9,884) 40,572 8,842
Loss on sale of short-term investments
classified as available-for-sale (6,063) 405,789 169,766
Deferred income taxes (313,867) 104,561 (31,910)
Change in operating assets:
Accounts receivable (7,081,327) (4,590,757) (11,212,334)
Inventory 1,423,543 4,204,549 (17,472,844)
Other current assets 932,165 (1,083,019) (270,724)
Change in operating liabilities:
Accounts payable( (228,996)  (390,321) 3,245,924
Other liabilities 1,284,106 (50,491) 1,584,749
Net cash provided by operating activities 44,986,726 45,461,704 9,308,902
Cash flows from investing activities:
Expenditures for property, plant and equipment (18,220,850) (29,661,438) (12,790,517)
Proceeds from the disposition of property, plant,
and equipment 58,297 4,602 14,250
Purchase of restricted investments (50,000,000)
Purchase of short-term investments classified
as available-for-sale (5,271,247) (8,309,030) (16,322,455)
Net cash used in investing activities (73,433,800) (37,965,866) (29,098,722)
Cash flows from financing activities:
Redemption of bonds payable (20,000,000)
Proceeds from bond issuance 50,000,000 20,000,000
Proceeds from public offering,
net of expenditures 15,705,362
Proceeds from issuance of common stock 415,870 781,758 346,889
Income tax benefit from exercise of non-qualified
stock options 733,034 1,533,926
Purchase of treasury stock (2,200,000)
Net cash provided by financing activities 28,948,904 2,315,684 36,052,251
Net increase in cash and cash equivalents 501,830 9,811,522 16,262,431
Cash and cash equivalents, beginning of year 44,839,131 35,027,609 18,765,178
Cash and cash equivalents,end of year $45,340,961 $44,839,131  $35,027,609
Supplemental disclosure of cash flow information:

Cash paid during the year for interest, net of

capitalized interest of $204,153, $393,096

and $235,928 in 1997, 1996 and 1995, respective ly $1,844,741 $909,368  $1,030,851

Cash paid during the year for income taxes $20,042,644 $22,151,925 $13,033,140

The accompanying notes are an integral part of thes e financial statements.



Notes to Financial Statements
1. Summary of Significant Accounting Policies

ADTRAN, Inc. (the "Company") designs, develops, nfactures, markets, and services a broad rangiglefdpeed digital transmission
products utilized by telephone companies ("Telcasiy corporate end-users to implement advancethbifita services over existing
telephone networks. The Company also customizey wiaits products for private label distributiondafor original equipment manufacture
to incorporate into their own products. Most of @@mpany's Telco and customer premises equipmedupts are connected to the local
loop, which is the large existing infrastructuretloé telephone network, predominantly consistingagfper wireline, which connects end-
users to a Telco's Central Office. The Central@ffs the Telco facility that provides local swittip and distribution functions. The balance
of the Company's products are used in the Telcastr@l Offices.

Cash and Cash Equivalents:
Cash and cash equivalents represent demand depesitey market accounts, and short-term investn@assified as held-to-maturity (see
Note 2) with original maturities of three monthsless.

Financial Instruments:

The carrying amount reported in the balance sHeetsash and cash equivalents, accounts receivabteaccounts payable approximates fair
value because of the immediate or short-term mgtafithese financial instruments. The carrying amtaeported for the bonds payable
approximates fair value because the underlyingunstnts are at variable rates that re-price fretipuen

Short-term investments represent re-marketed pegfestocks and municipal bonds classified as availfor- sale securities. Re-marketed
preferred stocks are designed to be marketed asymoarket instruments. These instruments' inteéedss reset on a short-term basis to
maintain the price of the instruments at par. Thesguments may be redeemed on the date the shterte resets. The fair value of shientm
investments is estimated based on quoted marlesp(see Note 2). Realized gains or losses areutechpnder the specific identification
method.

Inventory:
Inventory is carried at the lower of cost or mayketh cost being determined using the first-instfiout method.

Property, Plant, and Equipment:

Property, plant, and equipment, which is statezbat, is depreciated using methods which approxirsghight-line depreciation over the
estimated useful lives of the assets. Expenditioreepairs and maintenance are charged to ex@engeurred; betterments which materially
prolong the lives of the assets are capitalized cist of assets retired or otherwise disposed dtlaa related accumulated depreciation are
removed from the accounts and the gain or lossioh disposition is included in income.

Long-Lived Assets:

The Company recognizes impairment losses on loregtlassets used in operations when indicators pdirment are present and the
undiscounted cash flows estimated to be generatélaose assets are less than the assets' carglingsv There were no such losses
recognized during 1997, 1996, and 1995.

Research and Development Costs:
Research and development costs are expensed asthcu

Use of Estimates:

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosure of contingesets and liabilities at the date of the
financial statements and the reported amountsveimge and expenses during the reporting periodighcesults could differ from those
estimates.

Income Taxes:

The Company utilizes the asset and liability metbbdccounting for income taxes which requiresabiblishment of deferred tax liabilities
and assets, as measured by enacted tax rateli,teonporary differences caused when the tax bakassets and liabilities differ from those
reported in the financial statements.

Earnings Per Share:

Earnings per common share and earnings per comhaoa assuming dilution are computed in complianite 8FAS No. 128, which the
Company adopted December 31, 1997. This staterimaplifies the standards for computing earningsgiere previously found in APB
Opinion No. 15, Earnings per Share, and makes ttaamparable to international EPS standards. It oggléhe presentation of primary EPS
with a presentation of basic EPS. The statemeniinggja computation for earnings per common shadesarnings per common share
assuming dilution (see Note 13).

Reclassifications:
Certain reclassifications have been made to thé 488 1996 financial statements and related foesmt conform with the 19¢



presentation. These reclassifications had no impaceétained earnings or net income.

Recently Issued Accounting Standards:

In June 1997, the Financial Accounting Standardsr8¢FASB) issued Statement of Financial AccounStandards (SFAS) No. 130,
Reporting Comprehensive Income, which requiregéperting and display of comprehensive income &ddmponents in an entity's
financial statements, and SFAS No. 131, Disclosabesit Segments of an Enterprise and Related Irfiiorm which specifies revised
guidelines for determining an entity's operatingrsents and the type and level of financial infoiorato be required. The Company is
required to adopt these standards in 1998. The @oyngoes not expect the impact of these pronounutsne be material.

2. Investments

At December 31, 1997 and 1996, the Company helébtteving securities as available-for-sale or ke maturity recorded at amortized
cost which approximates fair value:

1997

Short-term investments, available-for-sale:

Municipal Bonds $10,333,240
Re-marketed preferred stocks:
GE Capital preferred asset corporation A series A 5,000,000
Muniyield Fund Auction market preferred series A 5,000,000
VKM Investment Grade Municipal Trust preferred 5,000,000
Nuveen Premium Income Fund preferred series M 2,500,000
Duff & Phelps RP series C 5,000,000
Van Kampen Merritt Municipal Income 5,000,000
Total short-term investments 1997 $37,833,240
1996

Short-term investments, available-for-sale:

Municipal Bonds $10,055,930
Re-marketed preferred stocks:

GE Capital preferred asset corporation A series A 5,000,000
Merrill Lynch preferred series G 5,000,000
Muniyield Fund Auction preferred series A 5,000,000
VKM Investment Grade Municipal Trust preferred 5,000,000
Nuveen Premium Income Fund preferred series A 2,500,000
Total short-term investments in 1996 $32,555,930

Cash equivalents, held-to-maturity:

Triple A One Plus, zero coupon bonds,

matured January 10, 1997 $ 4,992,889
Receivables Capital, zero coupon bonds,

matured January 10, 1997 4,992,889
Barton Corporation, zero coupon bonds,

matured January 15, 1997 4,989,248
Three Rivers Funding, zero coupon bonds,

matured January 16, 1997 4,988,533
Total cash equivalents in 1996 $19,963,559

3. Inventory

At December 31, 1997 and 1996 inventory consistetienfollowing:

1997 1996
Raw materials $24,199,720 $24,454,251
Work in process 2,565,179 2,963,220
Finished goods 12,604,204 13,375,175
$39,369,103 $40,792,646

4. Property, Plant, and Equipment

Property, plant, and equipment comprised the faligvat December 31, 1997 and 1996:

1997 1996



Land $ 4,263,104 $ 4,263,104

Building 28,673,642 26,230,470
Construction in progress 3,081,702 2,021,525
Land improvements 7,963,770 7,177,261
Office machinery and equipment 17,184,334 8,338,789
Engineering machinery and equipment 24,534,852 19,577,071
85,701,404 67,608,220
Less accumulated depreciation (20,900,272 ) (13,637,007)
$64,801,132 $53,971,213

5. Line of Credit

The Company has a $10,000,000 line of credit &rkwhich bears interest at the rate of 87.5 hasists over the 30 day London inter-bank
offered rate. At December 31, 1997 and 1996, thmgamy had no borrowings against this line. The difieredit expires on May 1, 1998.

6. Alabama State Industrial Development Authorityafcing

In conjunction with an expansion of its Huntsvilldabama facility, the Company was approved fotipgration in an incentive program
offered by the State of Alabama Industrial DeveleptrAuthority (the "Authority"). Pursuant to suctogram, on January 13, 1995, the
Authority issued $20,000,000 of its taxable revebaeds pursuant to such program and loaned theedsdrom the sale of the bonds to the
Company. The bonds were originally purchased by dmtl$ Bank of Alabama, Birmingham, Alabama (the "BanFirst Union National

Bank of Tennessee, Nashville, Tennessee (the "Biddi) purchased the original bond from the Ban#é mmade further advances to the
Authority in the total amount of $50,000,000. An Anded and Restated Taxable Revenue Bond (ADTRAMN Froject) Series 1995 was
issued and the original financing agreement wasden: The Amended and Restated Bond bears intpegstble monthly, at the rate of 45
basis points over the money market rate of the Bolu&r and will mature on January 1, 2020. The Camyghas agreed to make payments to
the Authority in amounts necessary to pay the palof and interest on the Amended and RestatediBGonstruction on the project began
in March 1995 and certain phases were completdddngmber 31, 1997.

7. Income Taxes

A summary of the components of the provision (binfefr income taxes as of December 31 is as fadlow

1997 1 996 1995
Current:

Federal $21,251,520 $21,32 9,522 $13,896,982
State 1,679,903 2,24 7,809 968,492
Total Current 22,931,423 23,57 7,331 14,865,474

Deferred tax provision

(benefit) (313,867) 10 4,561 (31,910)
Total historical provision

for income taxes 22,617,556 $23,68 1,892 $14,833,564

The provision for income taxes differs from the amis computed by applying the federal statutorg cate to the following:

1997 1 996 1995
Tax provision computed at the
federal statutory rate
(35% in 1997, 1996

and 1995) $21,989,390 $22,22 5,629 $15,501,952
State income tax provision,
net of federal benefit 1,091,936 1,46 1,076 629,520
Federal research credits (1,248,925) (15 1,500) (815,408)
Permanent differences
and other 785,155 14 6,687 (482,500)
$22,617,566 $23,68 1,892 $14,833,564

Temporary differences which create deferred tagtasend liabilities at December 31, 1997 and 198@latailed below.

1997 1996
Current Non-current Current  Non-current
Property, plant and
equipment ($2,147,635 ) ($1,602,116)
Accounts receivable $ 381,022 $ 341,584
Inventory 1,130,083 584,204
Accruals 947,031 672,962

Deferred tax asset
(liability) $2,458,136 ($2,147,635 ) $1,598,750 ($1,602,116)



No valuation allowance is deemed necessary by nesmneugt as the realization of recorded deferred $arta is considered more likely tf
not.

8. Stock Split

On April 20, 1995, the stockholders approved tharbmf directors’' recommendation to increase aitédrcommon stock from 30 million
shares to 60 million shares, par value $.01. Fatigvapproval by the board of directors, the Compaeglared a 2-for-1 stock split, payable
on May 12, 1995, to stockholders of record on Ap¥i] 1995. All common stock information includedtie financial statements, except in
statements of changes in stockholders' equity sgigoactive effect to this stock split.

9. Operating Leases

The Company leases office space and equipment wpeeating leases. As of December 31, 1997, fuhinifmum rental payments under the
non-cancellable operating leases are approximatefgllows:

1998 $ 529,000
1999 329,000
2000 125,000
2001 45,000
$1,028,000

Rental expense was approximately $657,000, $8518017,000 in 1997, 1996 and 1995, respectively.
10. Employee Incentive Stock Option Plan and DaestStock Option Plan

The Board of Directors of the Company adopted $@61Employees Incentive Stock Option Plan (the B1Bfan") effective February 14,
1996, under which 2,488,100 shares of common diagk been reserved as of December 31, 1997 farissuto certain employees and
officers through incentive stock options and nomadified stock options. In addition, the Companyreutly has options outstanding under its
1986 Employee Incentive Stock Option Plan (the 6lB&n"), which plan expired on February 14, 1996tions granted under the 1996 Plan
or the 1986 Plan become exercisable after onegfeamtinued employment after the date of grargusuant to a five year vesting schedule
beginning on the first anniversary of the graned&xpiration dates of options outstanding underli®96 Plan and the 1986 Plan at Decel
31, 1997 range from 1998 to 2007.

The Board of Directors of the Company adopted &&ar's Stock Option Plan effective October 31,51@8der which 70,000 shares of
common stock have been reserved. The Plan is aifanptan to provide options to non-employee direst the Company. At December 31,
1997, 36,000 options have been granted under #me Bkpiration dates of options outstanding undemirector's Stock Option Plan at
December 31, 1997 range from 2005 to 2007.

Pertinent information regarding the Plans is a®¥od:

Weighted
Numbe r Range of Average
of Exercise Exercise \% esting

Optio ns Prices Price Pro visions
Options outstanding, December 31, 1994 2,902, 574 $.06 - $12.53  $0.49 10 0% /year
Options granted 84, 350 $22.50 - $46.25 $34.86 10 0% /year
Options cancelled (1, 450) $31.75 $31.75 10 0% /year
Options exercised (815, 079) $.06 - $3.33  $0.43 10 0% /year
Options outstanding, December 31, 1995 2,170, 395 $.06 - $46.25  $1.83 10 0% /year
Options granted 342, 000 $39.75 - $65.75  $63.99 2 0% /year
Options granted 7, 950 $30.50 - $65.75  $44.43 10 0% /year
Options cancelled (9, 050) $3.33-$65.75 $61.78 various
Options exercised (1,307, 239) $.06 - $31.75  $0.60 10 0% /year
Options outstanding, December 31, 1996 1,204, 056 $.11 - $65.75 $20.38 various
Options granted 697, 750 $22.00 - $42.38 $25.62 various
Options granted 3, 000 $42.72 - $42.72 $42.72 various
Options granted 21, 700 $25.37 - $45.78 $32.26 various
Options cancelled (38, 300) $22.00 - $65.75 $50.89 various
Options exercised (611, 750) $.11 - $31.75 $.68 various

Options outstanding, December 31, 1997 1,276, 456 $.17 - $65.75 $32.24 various



The following table summarizes information abowicktoptions outstanding at December 31, 1997:

Weighted
Average Weighted Weighte d
Range of Number Remaining Average Number Average
Exercise Outstanding Contractual Exercise Exercisable Exercis e
Prices 12/31/97 Life Price 12/31/97 Price
$0.17-$2.50 135,831 2.80 $1.64 135,831 $1.64
$3.00-$22.50 54,225 5.91 $5.46 52,925 $5.06
$25.38-$25.38 676,450 9.54 $25.38 0 $0.00
$27.50-$42.38 109,050 7.98 $36.10 69,850 $35.76
$42.72-$42.72 3,000 9.11 $42.72 0 $0.00
$46.25-$46.25 3,500 8.03 $46.25 3,100 $46.25
$56.25-$56.25 5,000 8.54 $56.25 5,000 $56.25
$59.50-$59.50 3,500 8.56 $59.50 700 $59.50
$63.75-$63.75 22,500 8.65 $63.75 4,500 $63.75
$65.75-$65.75 263,400 8.53 $65.75 53,000 $65.75
1,276,456 324,906

The options above were issued at exercise pricéshvelpproximate fair market value at the date ahgyrAt December 31, 1997, 1,513,250
shares are available for grant under the plans.Cidrepany applies APB Opinion 25 and related Inttgiions in accounting for its stock
plans. Accordingly, no compensation cost has beeognized related to stock options. Had compensatist for the Company's stock-based
compensation plans been determined based on theafae at the grant dates for awards under thizsesgonsistent with the method
prescribed in SFAS No. 123, the Company's net ircamd earnings per share would have been redudkd pyo forma amounts indicated
below:

1997 1996 1995
Net income - as reported $40,209,272 $ 39,819,904 $29,457,727
Net income - pro forma $37,634,225 $ 38,018,766 $28,852,035
Earnings per share - as reported
assuming dilution $1.02 $1.01 $0.75
Earnings per share - pro forma
assuming dilution $.96 $.96 $0.73

The pro forma amounts reflected above are not septative of the effects on reported net inconfetuwre years because, in general, the
options granted typically do not vest for severang and additional awards are made each yeafairhalue of each option grant is
estimated on the grant date using the Black-Sclag#@en-pricing model with the following weightederage assumptions:

1997 1996 1995
Dividend yield 0% 0% 0%
Expected life (years) 5 5 5
Expected volatility (range) 47.07% - 49.19% 48.59% -49.25% 49.40% - %2.37%
Risk-free interest rate (range) 6.01% - 6.69% 5.86% - 7.12%  6.23% - 8.29%

11. Employee Benefit Plan

In March 1990, the Company adopted an incentivengawplan (the "Savings Plan”) for all of its emydes. The Savings Plan provides ce
employment benefits to all eligible employees andlifjes as a deferred arrangement under

Section 401(k) of the Internal Revenue Code of 188@Gmended. The Company matches one-third atiaipant's contribution, limited to
5% of a participant's income. An employee's intieirethe Company's contributions becomes 100% dest¢he date participation in the
Savings Plan commenced. Charges to operationedgslan amounted to $717,196, $547,072, $415,79997, 1996 and 1995, respective

12. Major Customers

Sales of the Company's transmission and test eguipta the Regional Bell Operating Companies (RBG@sounted to approximately 33'
36% and 40% of total sales during the years endmmtDber 31, 1997, 1996 and 1995, respectively.esehber 31, 1997, 1996 and 1995
respectively, 26%, 23% and 36% of the accountsveabke balance consisted of amounts due from RBOCs.

13. Earnings Per Share
A summary of the calculation of basic and dilutednéngs per share for the years ended Decembdi93%, 1996 and 1995 is as follows:

For the Year Ended 1997

Income Shares Per-Share
(Numerator) (Denominator)  Amount



Basic EPS
Income available to common

stockholders $40,209,272 39,201,871  $1.03
Effect of Dilutive Securities
Stock Options 0 363,626
Diluted EPS

Income available to common
stockholders + assumed
conversions $40,209,272 39,565,497 $1.02

For the Year Ended 1996

Income Shares Per-Share

(Numerator) (Denominator) Amount
Basic EPS
Income available to common
stockholders $39,819,904 38,603,289  $1.03
Effect of Dilutive Securities
Stock Options 0 945,365
Diluted EPS

Income available to common
stockholders + assumed
conversions $39,819,904 39,548,654  $1.01

For the Year Ended 1995

Income Shares Per-Share

(Numerator) (Denominator) Amount
Basic EPS
Income available to common
stockholders $29,457,727 36,984,156 $0.80
Effect of Dilutive Securities
Stock Options 0 2,264,945
Diluted EPS

Income available to common
stockholders + assumed
conversions $29,457,727 39,249,101  $0.75

The following options were outstanding during thepective year granted, but were not includederctmputation of that year's diluted EPS
because the options' exercise price was greateittieaaverage market price of the common shar®inespective year. All options were ¢
outstanding at year end 1997 except for 23,10@pptgranted in 1996 with an exercise price of $&%iich were cancelled during 1997 and
2,500 options granted in 1995 with an exerciseepoic$46.25 which were cancelled during 1997.

1997 1 996 1995
Options  Exercise Expiration  Options E xercise Expiration Options Exercise Expirat ion
Granted Price Granted P rice Granted Price
1,000 $37.63 2007 5,000 $ 56.25 2005-2006 6,000 $46.25 2005
7,700 $37.88 1999-2007 3,500 $ 59.50 2005-2006
6,000 $42.38 2007 22,500 $ 63.75 2005-2006
3,000 $42.72 2007 286,500 $ 65.75 2005-2006

14. Summarized Quarterly Financial Data (Unaudited)

The following table presents unaudited quarterlgraging results for each of the Company's lasttdigbal quarters. This information has
been prepared by the Company on a basis consigitnthe Company's audited financial statementsiadddes all adjustments, consisting
only of normal recurring adjustments, that the Campconsiders necessary for a fair presentatidheotlata.

Three Months Ended
(In thousands, except for per share amounts)

March 31,  June 30, S eptember 30, December 31,
1997 1997 1997 1997
Net sales $61,231 $59,125 $70,579 $74,400
Gross profit 31,791 28,632 36,092 38,566
Income from
operations 14,258 10,291 16,778 18,726
Net income 9,522 6,980 11,141 12,566

Earnings per common

share assuming

dilution 0.24 0.18 0.28 0.32
Earnings per common



share-basic 0.25

March 31,
1996

Net sales $54,544
Gross profit 25,734
Income from

operations 12,975
Net Income 8,623
Earnings per common
share assuming

dilution 0.22
Earnings per common
share - basic 0.22

0.18
June 30,
1996

$63,305
29,960

15,802
10,340
0.26

0.27

S

0.28
eptember 30,
1996

$62,635
29,419

14,963
9,406
0.24

0.24

0.32
December 31,
1996

$69,637
35,054

17,472
11,451
0.29

0.30



ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

No independent certified public accountant of tlenpany has resigned, indicated any intent to residreen dismissed as the indepen:
certified public accountant of the Company during two fiscal years ended December 31, 1997 oresulent thereto.

PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

Information relating to nominees for director o€ tBompany is set forth under the caption "ElectibBirectors-Information Regarding
Nominees for Director” in the Proxy Statement fag Annual Meeting of Stockholders to be held onil&f, 1998. Such information
incorporated herein by reference. The definitivexigrStatement will be filed with the Securities dxthange Commission within 120 days
after the Company's fiscal year end. Informatidatieg to the executive officers of the Companyrsmant to Instruction 3 of Iltem 401(b) or
Regulation S-K and General Instruction G(3) of FA®rK, is set forth at Part I, Item 4(A) of thigoet under the caption (Executive Officers
of the Registrant.” Such information is incorpodaterein by reference.

ITEM 11. EXECUTIVE COMPENSATION

Information relating to executive compensationesferth under the caption "Executive Compensatiarthe Proxy Statement referred to in
Item 10 above. Such information is incorporatecehreby reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

Information relating to ownership of Common Sto¢klee Company by certain persons is set forth uttieicaption "Share Ownership of
Principal Stockholders and Management" in the PiStatement referred to in Item 10 above. Such métion is incorporated herein by
reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

Information relating to existing or proposed redaships or transactions between the Company andféiligte of the Company is set forth
under the caption "Compensation Committee Intedakd Insider Participation” in the Proxy Statenrefdrred to in Item 10 above. Such
information is incorporated herein by referer



PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K
(a) Documents Filed as Part of This Report.
1. Financial Statements
The financial statements of the Company and tteedlreport of independent auditors thereon arfogétunder Part I, Item 8 of this report.
Balance Sheets as of December 31, 1997 and 1996

Statements of Income for the years ended Deceniher 3
1997, 1996 and 1995

Statements of Changes in Stockholders' Equityter t
years ended December 31, 1997, 1996 and 1995.

Statements of Cash Flows for the years ended Dememb
31, 1997, 1996 and 1995.

Notes to Financial Statements
2. Financial Statement Schedules
Schedule Il - Valuation of Qualifying Accounts
3. Exhibits

The following exhibits are filed with or incorpoeat by reference in this report. Where such filsgniade by incorporation by reference to a
previously filed registration statement or repstich registration statement or report is identifredarentheses. The Company will furnish
exhibit upon request to: ADTRAN, Inc., Attn: InvesRelations, P. O. Box 140000, 901 Explorer Boatdy Huntsville, Alabama 35814
There is a charge of $.50 per page to cover expdnseopying and mailing.

Exhibit
Number Descriptiol

3.1 Certificate of Incorporation, as amended (Eitf8H to the Company's Registration Statement@amFS-1, No. 33-81062 (the "Form S-1
Registration Statement")).

3.2 Bylaws, as amended (Exhibit 3.2 to the FormFegjistration Statement).

10.1 Documents relative to the $50,000,000 TaxRleleenue Bond, Series 1995 (ADTRAN, Inc. Projectyiésl by the State Industrial
Development Authority, consisting of the followiigxhibit 10.3 to the Company's Annual Report onnrdi0K for the year ended Deceml
31, 1994 (the "1994 Form 10-K")):

(a) Financing Agreement dated January 1, 1995, grttenState Industrial Development Authority, alguborporation organized under the
laws of the State of Alabama (the "Issuer"), thenpany and AmSouth Bank of Alabama, a state bantimgoration under the laws of the
State of Alabama;

(b) Loan Agreement dated January 1, 1995 (the "lAgneement"), between the Issuer and the Company;

(c) Resolution of the Issuer authorizing the isseanf the $50,000,000 Taxable Revenue Bond, S&8@5 (ADTRAN, Inc. Project);
(d) Specimen Taxable Revenue Bond, Series 1995 BN, Inc Project);

(e) Resolution of the Company authorizing the Faiiagn Agreement, the Loan Agreement and the Note;

(f) Specimen Note from the Company to AmSouth Bahklabama, dated January 13, 1995;

(9) Pledge Agreement dated January 13, 1995 betdetSouth Bank of Alabama and the Compe



(h) Eighth Amended and Restated Closing Agreemetwéen the Company and AmSouth Bank of Alabamadddeech 24, 1997 and
effective January 13, 1995; and

(i) Preliminary Agreement dated November 16, 198#veen the Issuer and the Company.

10.2 Master Note for Business and Commercial Lodated June 1, 1996 and in the original principabant of $10,000,000 by and between
the Company and AmSouth Bank of Alabama.

10.3 Tax Indemnification Agreement dated July 1948y and among the Company and the stockholdareedompany prior to the
Company's initial public offering of Common Stodkxgibit 10.5 to the 1994 Form 10-K).

10.4 Management Contracts and Compensation Plans:
(@) 1996 Employees Stock Incentive Plan (Exhibig16 1995 Form 10-K).
(b) 1995 Directors Stock Incentive Plan (Exhibitdl@ 1995 Form 10-K).
*23 Consent of Coopers & Lybrand L.L.P.
*24 Powers of Attorney
*27 Financial Data Schedule for current period eegtated Financial Data Schedules for other periods
(b) Reports on Form 8-K.

None

*Filed herewith



SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized on March 30, 1998.

ADTRAN, Inc.
(Registrant)

By: /s/ John R Cooper
John R Cooper
Vi ce President-Finance
and Chief Financial Oficer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
the Registrant and in the capacities indicated ancll 30, 1998.

Si ghat ure Title
/sl Mark C. Smith Chai rman of the Board, Chief
Mark C. Smith Executive Oficer and Director
Howard A. Thrailkill* Presi dent, Chief Operating Oficer
Howard A. Thrailkill and Director
Lonnie S. McMIIlian* Sr. Vice President, Secretary,
Lonnie S. McMIlian and Director
O Gene Gabbard* Di rector
O Gene Gabbard
WlliamL. Marks* Di rector
WlliamL. Marks
Roy J. Nichol s* Director
Roy J. Nichols
James L. North* Di rector
James L. North
/sl John R Cooper Vi ce President-Finance and
John R Cooper Chi ef Financial Oficer

*By: /s/Mark C. Snmith
Mark C. Smith
as Attorney-in-Fact



ADTRAN, INC.
INDEX OF EXHIBITS

Exhibit
Number Descriptiol

3.1 Certificate of Incorporation, as amended (Eitf8H to the Company's Registration StatementanmFS-1, No. 33-81062 (the "Form S-1
Registration Statement"))

3.2 Bylaws, as amended (Exhibit 3.2 to the Formgjistration Statement).

10.1 Documents relative to the $50,000,000 TaxRleleenue Bond, Series 1995 (ADTRAN, Inc. Projectyiésl by the State Industrial
Development Authority, consisting of the followiigxhibit 10.3 to the Company's Annual Report onnrdi0K for the year ended Deceml
31, 1994 (the "1994 Form 10-K")):

(a) Financing Agreement dated January 1, 1995, grttenState Industrial Development Authority, almuborporation organized under the
laws of the State of Alabama (the "Issuer"), thenpany and AmSouth Bank of Alabama, a state bantimgoration under the laws of the
State of Alabama;

(b) Loan Agreement dated January 1, 1995 (the "lAgneement"), between the Issuer and the Company;

(c) Resolution of the Issuer authorizing the isseanf the $50,000,000 Taxable Revenue Bond, S&8@5 (ADTRAN, Inc. Project);
(d) Specimen Taxable Revenue Bond, Series 1995 BN, Inc.Project);

(e) Resolution of the Company authorizing the Faiiagn Agreement, the Loan Agreement and the Note;

(f) Specimen Note from the Company to AmSouth Bafhklabama, dated January 13, 1995;

(9) Pledge Agreement dated January 13, 1995 betdeesouth Bank of Alabama and the Company;

(h) Eighth Amended and Restated Closing Agreemetwden the Company and AmSouth Bank of Alabamadddtech 24, 1997 and
effective January 13, 1995; and

(i) Preliminary Agreement dated November 16, 1968#veen the Issuer and the Company.

10.2 Master Note for Business and Commercial Lodated June 1, 1996 and in the original principabant of $10,000,000 by and between
the Company and AmSouth Bank of Alabama.

10.3 Tax Indemnification Agreement dated July 19418y and among the Company and the stockholdaredfompany prior to the
Company's initial public offering of Common Stodkxfibit 10.5 to the 1994 Form 10-K).

10.4 Management Contracts and Compensation Plans:

(a) 1996 Employees Stock Incentive Plan (Exhibigt6 1995 Form 10-K).

(b) 1995 Directors Stock Incentive Plan (Exhibit4@® 1995 Form 10-K).

*23 Consent of Coopers & Lybrand L.L.P.

*24 Powers of Attorney

*27 Financial Data Schedule for current period segtated Financial Data Schedules for other periods

*Filed herewith



REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors
ADTRAN, Inc.

Our report on the financial statements of ADTRANG.has been included on page 25 of this Form 1@-kKonnection with our audits of such
financial statements we have also audited theegfshancial statement schedule included on pagef #4is Form 10-K.

In our opinion, the financial statement scheduéderred to above, when considered in relation édothsic financial statements taken as a
whole, presents fairly, in all material respedtg, information required to be included therein.

/sl Coopers & Lybrand L.L.P.
COOPERS & LYBRAND L. L. P.

Bi rmi ngham Al abanma

January 13, 1998



SCHEDULE I

VALUATION AND QUALIFYING ACCOUNTS

Balance at
Beginning o
Period

Year ended December 31, 1997

Allowance for Doubtful Accounts $ 872,724
Inventory Reserve $ 883,032
Warranty Liability $1,026,156

Year ended December 31, 1996

Allowance for Doubtful Accounts $ 544,526
Inventory Reserve $ 660,151
Warranty Liability $ 523,027

Year ended December 31, 1995

Allowance for Doubtful Accounts $ 450,000
Inventory Reserve $ 497,825
Warranty Liability $ 280,806

Additions

$ 254,366
$1,366,031
$ 409,103

$ 430,789
$ 222,881
$ 503,129

$ 178,952
$ 162,326
$ 242,221

Balance
atend o

Deductions

$233,701

$102,591

$ 84,426

Period

$ 893,38
$2,249,06
$1,435,25

$ 872,72
$ 883,03
$1,026,15

$ 544,52
$ 660,15
$ 523,02

DN B © wo
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Consent of Independent Accountants

We consent to the incorporation by reference irrélggstration statement of ADTRAN, Inc. on Form $f&ur reports dated January 13,
1998, on our audits of the financial statementsfarahcial statement schedule of ADTRAN, Inc. abeicember 31, 1997 and 1996, and for
the years ended December 31, 1997, 1996 and 1%8&h weports are incorporated by reference indhisual report on Form 10-K.

/sl Coopers & Lybrand L.L.P.
Coopers & Lybrand L.L.P.
Bi r m ngham Al abama

March 30, 1998



POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that the undersigreonstitutes and appoints Mark C. Smith, Howard Bailkill and John R.
Cooper, and each of them, his true and lawful aetgs-in-fact and agents, with full power of sultiin, for him and in his name, place and
stead, in any and all capacities, to sign the AhRegort on Form 10-K of ADTRAN, Inc. for the fidogear ended December 31, 1997, and
any and all amendments thereto, and to file theesavith all exhibits thereto and other documentsdnnection therewith, with the Securities
and Exchange Commission, granting unto said atysrirefact and agents, and each of them, full poavet authority to do and perform each
and every act and thing requisite or necessarg tame, as fully to all intents and purposes amilgét or could do in person, hereby ratifying
and confirming all that said attorneys-in-fact aggnts or any of them, or their or his substitutsubstitutes, may lawfully do or cause to be
done by virtue hereof.

This 14th day of January, 1998.

/sl Lonnie S. McMIlian
Lonnies S. MMIIlian

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that the undersigreonstitutes and appoints Mark C. Smith, Howard Bailkill and John R.
Cooper, and each of them, his true and lawful aetgs-in-fact and agents, with full power of sultiin, for him and in his name, place and
stead, in any and all capacities, to sign the AhRegort on Form 10-K of ADTRAN, Inc. for the fidogear ended December 31, 1997, and
any and all amendments thereto, and to file theesavith all exhibits thereto and other documentsdnnection therewith, with the Securities
and Exchange Commission, granting unto said atysrirefact and agents, and each of them, full poavet authority to do and perform each
and every act and thing requisite or necessarg tame, as fully to all intents and purposes amilgét or could do in person, hereby ratifying
and confirming all that said attorneys-in-fact aggnts or any of them, or their or his substitutsubstitutes, may lawfully do or cause to be
done by virtue hereof.

This 26th day of January, 1998.

/sl Roy J. Nichols
Roy J. Ni chol s

POVNER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that the undersigrenstitutes and appoints Mark C. Smith, Howard Bailkill and John R.
Cooper, and each of them, his true and lawful aetgs-in-fact and agents, with full power of sultiin, for him and in his name, place and
stead, in any and all capacities, to sign the AhRegort on Form 10-K of ADTRAN, Inc. for the fidogear ended December 31, 1997, and
any and all amendments thereto, and to file theesavith all exhibits thereto and other documentsdnnection therewith, with the Securities
and Exchange Commission, granting unto said atysrirefact and agents, and each of them, full poavet authority to do and perform each
and every act and thing requisite or necessarg tdme, as fully to all intents and purposes amilg@t or could do in person, hereby ratifying
and confirming all that said attorneys-in-fact aggnts or any of them, or their or his substitutsubstitutes, may lawfully do or cause to be
done by virtue hereof.

This 21th day of January, 1998.

/sl WlliamL. Mrks
WIlliamL. Marks

PONER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that the undersigreonstitutes and appoints Mark C. Smith, Howard Bailkill and John R.
Cooper, and each of them, his true and lawful agtps-in-fact and agents, with full power of sulsiitn, for him and in his name, place and
stead, in any and all capacities, to sign the AhRegort on Form 10-K of ADTRAN, Inc. for the fidogear ended December 31, 1997, and
any and all amendments thereto, and to file theesavith all exhibits thereto and other documentsdnnection therewith, with the Securities
and Exchange Commission, granting unto said atysrirefact and agents, and each of them, full poavet authority to do and perform each
and every act and thing requisite or necessarg tdme, as fully to all intents and purposes amilg@t or could do in person, hereby ratifying
and confirming all that said attorneys-in-fact aggnts or any of them, or their or his substitutsubstitutes, may lawfully do or cause to be
done by virtue hereof.

This 23th day of January, 1998.

/sl Mark C. Smith
Mark C. Smith

POWER OF ATTORNEY



KNOW ALL MEN BY THESE PRESENTS, that the undersigreonstitutes and appoints Mark C. Smith, Howard Bailkill and John R.
Cooper, and each of them, his true and lawful agigs-in-fact and agents, with full power of sulgiiin, for him and in his name, place and
stead, in any and all capacities, to sign the AhRegort on Form 10-K of ADTRAN, Inc. for the fidogear ended December 31, 1997, and
any and all amendments thereto, and to file thessarith all exhibits thereto and other documentsannection therewith, with the Securities
and Exchange Commission, granting unto said atysrirefact and agents, and each of them, full poavet authority to do and perform each
and every act and thing requisite or necessarg tdme, as fully to all intents and purposes amilg@t or could do in person, hereby ratifying
and confirming all that said attorneys-in-fact aggnts or any of them, or their or his substitutsubstitutes, may lawfully do or cause to be
done by virtue hereof.

This 22th day of January, 1998.

/sl Howard A. ThrailKi

Il
Howard A. Thrailkill

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that the undersigreonstitutes and appoints Mark C. Smith, Howard Bailkill and John R.
Cooper, and each of them, his true and lawful aetgs-in-fact and agents, with full power of sultiin, for him and in his name, place and
stead, in any and all capacities, to sign the AhRegort on Form 10-K of ADTRAN, Inc. for the fidogear ended December 31, 1997, and
any and all amendments thereto, and to file thessarith all exhibits thereto and other documentsannection therewith, with the Securities
and Exchange Commission, granting unto said atysrirefact and agents, and each of them, full poavet authority to do and perform each
and every act and thing requisite or necessarg tame, as fully to all intents and purposes amilgét or could do in person, hereby ratifying
and confirming all that said attorneys-in-fact aggnts or any of them, or their or his substitutsubstitutes, may lawfully do or cause to be
done by virtue hereof.

This 21th day of January, 1998.

/sl John R. Cooper
John R Cooper

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that the undersigreonstitutes and appoints Mark C. Smith, Howard Bailkill and John R.
Cooper, and each of them, his true and lawful aetgs-in-fact and agents, with full power of sultiin, for him and in his name, place and
stead, in any and all capacities, to sign the AhRegort on Form 10-K of ADTRAN, Inc. for the fidogear ended December 31, 1997, and
any and all amendments thereto, and to file theesavith all exhibits thereto and other documentsdnnection therewith, with the Securities
and Exchange Commission, granting unto said atysrirefact and agents, and each of them, full poavet authority to do and perform each
and every act and thing requisite or necessarg tame, as fully to all intents and purposes amilght or could do in person, hereby ratifying
and confirming all that said attorneys-in-fact aggnts or any of them, or their or his substitutsubstitutes, may lawfully do or cause to be
done by virtue hereof.

This 21th day of January, 1998.

/sl O Gene Gabbard
O. Gene Gabbard

PONER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that the undersigrenstitutes and appoints Mark C. Smith, Howard Bailkill and John R.
Cooper, and each of them, his true and lawful agigs-in-fact and agents, with full power of sulgiiin, for him and in his name, place and
stead, in any and all capacities, to sign the AhRegort on Form 10-K of ADTRAN, Inc. for the fidogear ended December 31, 1997, and
any and all amendments thereto, and to file theesavith all exhibits thereto and other documentsdnnection therewith, with the Securities
and Exchange Commission, granting unto said atysrirefact and agents, and each of them, full poavet authority to do and perform each
and every act and thing requisite or necessarg tdme, as fully to all intents and purposes amilg@t or could do in person, hereby ratifying
and confirming all that said attorneys-in-fact aggnts or any of them, or their or his substitutsubstitutes, may lawfully do or cause to be
done by virtue hereof.

This 21th day of January, 1998.

/sl James L. North
James L. North



ARTICLE 5

This schedule contains summary financial infornragatracted from the condensed statement of indomt&ie year ended December 31,
1997 and the condensed balance sheet as of Dec8iiEd97 and is qualifed in its entirety by refere to such financial statements.

CIK: 0000926282
NAME: ADTRAN, Inc.
MULTIPLIER: 1
CURRENCY: US Dollar

PERIOD TYPE 12 MOS
FISCAL YEAR END Dec 31 199
PERIOD START Jan 01 199
PERIOD END Dec 31 199
EXCHANGE RATE 1
CASH 45,340,96
SECURITIES 37,833,24
RECEIVABLES 1,250,35!
ALLOWANCES (893,389
INVENTORY 39,369,10
CURRENT ASSET 167,400,07
PP&E 85,701,40
DEPRECIATION (20,900,272
TOTAL ASSETS 282,401,21
CURRENT LIABILITIES 18,216,50
BONDS 50,000,00
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 393,81
OTHER SE 212,037,07
TOTAL LIABILITY AND EQUITY 282,401,21
SALES 265,334,76
TOTAL REVENUES 265,334,76
CGS 130,253,53
TOTAL COSTS 130,253,53
OTHER EXPENSES 44,973,17
LOSS PROVISION 0
INTEREST EXPENSE 1,838,81.
INCOME PRETAX 62,826,82
INCOME TAX 22,617,55
INCOME CONTINUING 40,209,27
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 40,209,27
EPS PRIMARY 1.0¢
EPS DILUTED 1.0Z



ARTICLE 5

RESTATED FINANCIAL DATA SCHEDULE This schedule caihs summary financinal information extracted fribra condensed
statement of income for the year ended Decembet @5 and the condensed balance sheet as of Dec8inti996 and is qualified in its
entirety by reference to such financial statements.

CIK: 0000926282

NAME: ADTRAN, Inc.
MULTIPLIER: 1
CURRENCY: US DOLLAR

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 31 199
EXCHANGE RATE 1
CASH 44,839,13
SECURITIES 32,555,93
RECEIVABLES 34,698,28
ALLOWANCES (872,724
INVENTORY 40,792,64
CURRENT ASSET¢ 156,235,93
PP&E 67,608,222
DEPRECIATION (13,637,007
TOTAL ASSETS 210,207,14
CURRENT LIABILITIES 15,726,13
BONDS 20,000,00
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 387,69!
OTHER SE 172,491,20
TOTAL LIABILITY AND EQUITY 210,107,14
SALES 250,120,83
TOTAL REVENUES 250,120,83
CGS 129,953,37
TOTAL COSTS 129,953,37
OTHER EXPENSES 34,308,43
LOSS PROVISION 430,63
INTEREST EXPENSE (894,657
INCOME PRETAX 63,501,79
INCOME TAX 23,681,89
INCOME CONTINUING 39,819,90
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 39,819,90
EPS PRIMARY 1.01
EPS DILUTED 1.01



ARTICLE 5

RESTATED FINANCIAL DATA SCHEDULE This schedule caihs summary financinal information extracted frthra condensed
statement of income for the year ended Decembet @5 and the condensed balance sheet as of Dec8inti995 and is qualified in its
entirety by reference to such financial statements.

CIK: 0000926282

NAME: ADTRAN, Inc.
MULTIPLIER: 1
CURRENCY: US DOLLAR

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199!
PERIOD END DEC 31 199
EXCHANGE RATE 1
CASH 35,027,60
SECURITIES 24,652,68
RECEIVABLES 30,092,10
ALLOWANCES 544 ,52¢
INVENTORY 44,997,19
CURRENT ASSET¢ 136,522,05
PP&E 29,245,25
DEPRECIATION 0
TOTAL ASSETS 165,767,30
CURRENT LIABILITIES 14,056,32
BONDS 20,000,00
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 374,62:
OTHER SE 130,368,68
TOTAL LIABILITY AND EQUITY 165,767,30
SALES 181,478,06
TOTAL REVENUES 181,478,06
CGS 93,006,67
TOTAL COSTS 93,006,67
OTHER EXPENSES 27,259,61
LOSS PROVISION 0
INTEREST EXPENSE 1,105,15!
INCOME PRETAX 44,291,29
INCOME TAX 14,833,56
INCOME CONTINUING 29,457,72
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 29,457,72
EPS PRIMARY 0.3z
EPS DILUTED 0.3z
End of Filing
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