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PART I

ITEM 1. BUSINESS
Introduction

ADTRANG®, Inc. develops products and services that simplifyeas to todé¢ s telecommunications networks. Our -speed, digita
transmission products improve the operation of, r@oldice the costs associated with, building antigusbmmunications networks. Small and
large telephone companies, long-distance servimégers, and other network service providers usepoaducts to deliver high-speed data,
voice, video, and Internet services to their cugtianin a cost-efficient manner. Businesses, schants government agencies use our products
to connect facilities, remote offices, and mobilerkers, enabling corporate information servicetgrimet access, telecommuting, and
videoconferencing within their organizations.

We were incorporated under the laws of Delawamddaember 1985, and commenced operations in Jarli®®§. We are headquartered in
Cummings Research Park in Huntsville, Alabama. miading address at our headquarters is 901 ExpBoetevard, Huntsville, Alabama,
35806. The telephone number at that location i§)Y263-8000.

Products and Service

We maintain two operating divisions based on oodpct and service offerings: the Carrier Networlkgdion and the Enterprise Networks
Division. While many of the technologies we devetam be used to build products for both divisidahs,divisions serve two distinct markets.
These divisions support sales in the United Statelsin other countries around the world, and opeaiattwo reportable segments. In 2003,

of Carrier Networks products accounted for 67.4%evEnue, while sales of Enterprise Networks préslaccounted for 32.6%. Sales to
countries outside of North America are includethiese aggregate divisional figures, but when adeolfor separately, comprise 4.9% of total
revenue. For more financial information about thdisésions and geographic areas, see Note 9 todhsolidated financial statements included
in this report.

Our product portfolio consists of approximately@3ifferent high-speed telecommunications devitteboth service provider and enterprise
networks, these products are used primarily irf'fdet mile,” or local loop, of the telecommunicai®network. The last mile is that segment of
the network that connects end-user subscriberséovace provider’s closest facility. Our produttpically connect two ends of a
telecommunications circuit, and serve to transroitte, and switch the data, voice, and video tdffiveling across that circuit. The bandwidth
of the circuit, along with the type of transmissformat being used, determines the type of equipmeaded.

We develop, market, and support high-speed digaalsmission products, including those used to aggslower, established networks, and
those used to deploy new broadband networks. Guglugts may be used in copper, fiber, or wirelesaorks both in the United States and
abroad.

We classify our products into three separate categjo

e Systems

» High bit-rate Digital Subscriber Line (HDSL)/T

» Digital Business Transport (DB"

Our Systems category includes a broad range ofuptedhat deliver network access from the serviogiger’'s central office to the desktop of
the user. Products in this category include broadlzcess platforms, narrowband access platforptisabaccess multiplexers and service

units, M13/STS-1 multiplexers, central office aethote DSLAMs, IMA concentrators, integrated acakssces (IADs), Internet
security/firewall appliances, access routers, Etbieswitches, and wireless radios.

Our HDSL/T1 category includes a wide variety of €ilivision Multiplex (TDM) products used to depl®{/E1, fractional T1/E1, and
Symmetrical HDSL (SHDSL) services to businesses dedicated, leased-line copper. Products in thisgory include carrier-based HDSL,
HDSL2, and HDSL4 solutions for the central officeitside plant, and customer premises, global TDBede&EHDSL solutions, as well as
enterprise-based T1 and T3 Data Service Units/GHeBervice Units (DSU/CSUs) and multiplexers.
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Our DBT category includes legacy products usecefday Integrated Services Digital Network (ISDN)gal Data Service (DDS), and Frai
Relay services. Products include our market-leadinge-extension DDS and ISDN (Total Reach®) teldgies, as well as legacy four-wire
DDS and ISDN.

Carrier Networks

Our Carrier Networks Division specializes in systbased solutions that domestic and global servioeigers use to meet demand for a vai
of data, voice, and Internet services, while redgdhe cost of initial deployment and ongoing ofierss. These products are typically installed
throughout the service provider’s network in looas such as central offices or network operati@mers, remote terminals, pole-mounted
cabinets, telephone poles or cross boxes, anditerners’ premises.

In the late 1990s, service providers concentradgital expenditures on expanding and updating sertching facilities. Originally built to
handle primarily voice applications, these faabtihave been modified to accommodate large volafkesernet and other high-speed,
bandwidth-intensive data. The high-volume switchémgl transmission products used in a service peo\@adore network are typically supplied
by larger, integrated systems equipment suppliersh as Lucent, Nortel, and Alcatel. With the ameéwvork in place, service providers are r
trying to generate additional revenue by connedgirggiter numbers of customers to that infrastredbyroffering broadband digital services.
Our Carrier Networks Division supplies the netwadcess products service providers require to carheit customers to core transmission
and switching networks.

The flagship product line produced by our Carrietwbrks Division is the Total Access® System. Ouwitirfunction access systems offer
service providers platforms that can accommodateate for a variety of high-speed Internet, voiaadand video services for business and
some residential applications. The Total Accesgesysonsists of many different products that candesl separately or in tandem to reach
more customers, offer a greater number of servafésy, higher-speed services, and make better Lisetwvork resources. These products
connect to copper and fiber optic network backbpmesking them suitable for installation in manytpaf the network, and enabling
deployment of a wide range of voice, data, andwikrvices around the world.

Total Access features a distributed architectuag fits the decentralized networking model mostiess are using today both in the United
States and abroad. This modular, scalable, and-ggligally distributed system offers advantage$ sasclower start-up costs, more flexible
service deployment, greater network interface aygtigncreased bandwidth, grow-as-you-go modulaaity] centralized network management.

T1/HDSLx Access

The transmission method behind many dedicatededelise voice and data services to businesses,igfiith defines a method to transmit

data and voice at 1.544 megabits per second, osMbm E1, the European equivalent, which transai2s048 Mbps. T1 and E1 are widely
deployed in most business networks used today. bitgtate Digital Subscriber Line, or HDSLYX, is@chl loop transmission technology that
simplifies the provisioning of T1/E1 services otieese circuits. We are the industry’s leading sieppf T1/HDSLx technology in the United
States, with equipment in use by every incumbegdllexchange carrier, or ILEC, and many indepersdantl competitive service providers.

Our HDSL/HDSL2/HDSLA4 products implement T1/E1 ot&o-wire or four-wire transport facilities at extded distances. Our T1/HDSLx and
E1/HDSLx products are available in form factorditour Total Access System, as well as other emeipt shelves commonly deployed by
ILECs and other service providers.

Packet-Based DSL Access

To meet residential demand for h-speed Internet access, and to meet the corresgphdainess demand to deliver f-speed Interne
content, service providers are deploying packeethamrieties of DSL transport technologies. Oural8iccess DSL Access Multiplexer, or
DSLAM, helps ILECs, competitive service providdmg;al and regional independent telephone compaaiesglobal communications
companies deliver Asymmetric DSL, or ADSL, a tedogy that permits faster downloads and slower udda accommodate Internet usage
for residential and small business environmentd; 3ymmetrical HDSL, or SHDSL, a technology thateosfbusinesses high-speed
symmetrical network access.

In recent years, service providers have progrelgsougfitted their networks for the delivery of neocomplex DSL services over the copper
pair, especially in highly populated areas. Du28§3, primarily in response to competitive pressarany service providers turned their
attention to reaching a greater percentage of piatesubscribers in less densely populated areas.

We began addressing lower density market requirésrier2002 with our Total Access 1200 Series of INIBLAMs. These devices require a
low initial investment, but accommodate growth aksseribers are added, making DSL more affordabtiepdoy. Our products for this
application gained wide acceptance in 2003 as&eprioviders began realizing their price/perforneabenefits.
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In 2003, we expanded our DSLAM portfolio to inclusedels with the ability to deliver IP packets tod/éhe network. Commonly used in
local area networks (LANS) at the customer premidess now migrating into the last mile of thedee providers’hetwork as an alternative
ATM (Asynchronous Transfer Mode), the traditiong@IDtransport protocol. To further assist serviaaviters in reaching DSL coverage go
ADTRAN introduced the Total Access 1124, an envinentally sealed, line-powered DSLAM designed faidoor environments such as
pedestals, telephone poles, and cross-boxes. teegees allow service providers to reach a portibtiheir potential subscriber base that was
previously unfeasible due to economics or reach.

Because major service providers are deploying hidbmes of new DSL products each day, and becaadeepbased technologies often fall
outside the scope of the service providers’ leggagrating systems, many service providers requegparate automated provisioning and
management tool for these deployments. To satig$ynteed, we offer the Total Access Element Managi8ystem, a high-performance
network management system supporting our Total 8&&SLAM platforms.

Also in 2003, we introduced the Total Access HDXeav high-density architecture for our Total AccBs&d_AMs. With this new offering,
Total Access DSLAMSs can now be configured to accamate up to 1,400 ADSL subscribers on a single atwplink, a metric that
improves the competitive position of this producthe larger central offices of metropolitan segvéceas.

In countries outside of North America, our Totalc&es SHDSL solution is being adopted as an ecorbmiy to meet strong demand for E1
business services over a single pair of copperswB&IDSL has a capacity of up to 2.3 Mbps per padéking it a global symmetrical standard
that accommodates E1 signaling rates. ADTRAN wasmary contributor to the international SHDSL stardization effort that concluded in
2001, and the first to introduce a SHDSL product.

Optical Access Multiplexing

Multiplexers are products that combine individuatrenunications channels into a common band or stfeatnansmission. In 2003, we
expanded our optical access product line with ttv@duction of the OPTI-MX", a higher density, higher capacity companion &@PTI-3™
fiber multiplexer we introduced in December 200he TOPTI-MX increases the network bandwidth of qutical offering to OC-12 (622
Mbps), and supports the widest range of customeicgs we have offered to date, including Etheovetr SONET. This functionality is
packaged in an extremely compact chassis, overgpmany of the size and cost issues associatednaiitional optical access equipment.

Our OPTI-3 multiplexer aggregates three copper Et&8inels onto a fiber OC-3 feed. DS3 is a digitial level that supports transmission of
672 individual digital signals at 45 Mbps, and O&-a&n optical carrier standard that transmits dateb5 Mbps. The OPTI-3 offers service
providers a smaller, more cost-effective alterrativtraditional devices used for this purpose.

Both the OPTI-3 and the OPTI-MX are non-proprietdeyices that comply with the SONET optical integfastandard governing the
interworking of optical transmission products. Aseault, both devices work with other SONET mué#i@rs in existing installations, and
supply important environmental alarms and netwoanagement information to the operations centeentral office.

M13/STS-1 Multiplexing

In response to demand for improved space and nkt@fficiency in copper networks, in February 20@8@, introduced the MX2820, an
evolution of our MX2800" and MX2810™ multiplexers. This product offers innovations pmsly unavailable in this category, such as
advanced cable management, one-to-one redundaretgjraplified network management. While this pradaerforms the very commonplace
function of merging multiple smaller circuits oraasingle larger circuit for transport to the cehtféice, it does so in less space and at a lower
cost than was previously available.

Our MX2800/2810 M13 multiplexers aggregate multipleor E1 channels into a single larger channeh s DS3 in copper applications, or
Synchronous Transport Signal Level 1 (STS-1). Th&2BD0/2810 offers service providers a smaller, ntwr&t-effective alternative to
traditional devices used for this purpose.

IMA Aggregation

Inverse Multiplexing over ATM, or IMA, is a methad aggregating DSL traffic from multiple subscrib@mto a single circuit for transport

the central office switch. By moving the consolidatpoint closer to the subscriber, the servicesioler reduces the cost of backhauling this
traffic. In addition, by consolidating ATM traffinto fewer, more efficiently utilized interfacebgt service provider conserves valuable switch
ports. This capability is available in our Totalddss 3000 DSLAM.

POTS/DLC Services

Our Total Access System includes solutions for agiph narrowband (from 64 Kilobits per second, dopi, to 1.544 Mbps) services,
including Plain Old Telephone Services (POTS) foice, and special services, such as analog dditeidgn exchange. Service providers use
Digital Loop Carriers (DLCs), or remote cabinetscbnsolidate large volumes of voice lines closthéocustomer origin. Our high-density
platforms for POTS deployment through a DLC incestiee number of customers that can be served thrihwggsame facilities.
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An important part of the distributed DLC concepttis ability to move voice traffic from narrow-bamidth circuits, originating at the
customer’s site, onto broader bandwidth circuaiseting back to the central office. Our productsvisie the concentration and multiplexing
technologies needed to consolidate narrowband Isigwhere most of the service providedgmand resides, into higher level bandwidth sic
for backhaul to the switching facilities.

Loop Deployment

We offer a comprehensive line of plug-in transnuissirepeater, extension, and termination device3IoE1, Frame Relay, ISDN, and DDS
services in a variety of form factors to fit ourstemers’ needs. Our Total Reach ISDN and DDS prisdextend digital services over one
twisted pair of copper wires, and resolve deployni&sues related to extensive repeater enginedsiidged tap determination and removal,
and power requirements.

Network Management

We develop and support sophisticated systems twatize the configuration, provisioning, and managat of our network access products.
The Total Access Element Management System is abaséd, Java application used to configure, morated,control Total Access equipm
installed on local loop circuits. This high-perfante system ensures smooth communication withettvéce provider’s central management
system to minimize truck rolls and reduce operatiosts.

Technical Services and Support

Carrier Network products sold in the United Statesy up to a 1-year retur-to-factory warranty, pi- and pos-sales telephone technic
support, and certain training options. Warranty smgport options vary in countries outside of thiététl States. Customers seeking additional
support, or a complete turnkey solution, may chdosmsntract our professional services group forfiguiration, pre-assembly, and installation
of their system.

Enterprise Networks

Our Enterprise Networks Division specializes iremtetworking solutions to help IT professionals liempent reliable, high-speed voice, data,
Internet, and video connectivity over diverse waahel local area networks, while keeping costs irckhBomestic and global business
enterprises, academic organizations, and governagamtcies use these products to implement relialgh;speed communications between
geographically dispersed locations or employeess&lproducts are typically installed in equipmemnts, switching closets, or on desktops of
users, and help to connect headquarters, branicesftelecommuters, and mobile users to corpanédemation resources.

Our enterprise network products physically contleetuser’s equipment — telephones, PBXs, fax mashitcomputers, and videoconferencing
gear — to the local or wide area network. We addafisof the commonly used networking technologéspeeds ranging from 56/64 Kbps to 1
gigabyte (GB) over wireline, fiber, and wirelessiféies. Products range from simple, single-citdermination units to more complex
integrated access devices, Ethernet switches, acoeters, multiplexers, Virtual Private Networkvies, firewalls, Frame Relay bandwidth
management platforms, and license-free wirelesssaBunctionality ranges from low-cost, unmanagdedices to modular, remotely-
manageable devices. Emergency service restoréfeieed for a number of platforms.

Our broad range of equipment permits customeratisfg their applications (data, voice, videocoefesing, or combined data/voice) using the
most cost-efficient solution possible. In wide anetworks using multiple transmission technologgesupport different geographic locations,
the customer can usually obtain all the necessguipment from us. Many of the products availabéafrthe Enterprise Networks Division
have applications in service provider networks af,vespecially service providers outside of Ndktherica. These products are typically
installed by the service provider at the customenpses as part of a bundled service package.

In the enterprise networks market, the need foaeg@pd communications services, combined with Ibudbets or diminished budgets, has led
to an unprecedented interest in value as opposel@¢ding-edge technology. A more cautious attitvaleresulted in a greater reliance on
established technologies and an increased willisgte consider lower cost service and equipmeeitredltives.

ADTRAN is addressing this value-oriented enterprisevorking market with a line of internetworkingudpment that now includes access
routers, Ethernet switches, firewall/Internet séguappliances, Frame Relay bandwidth managemedtjraegrated access devices. These
products function as the cornerstone of today’s-cosscious network architectures, and form théstfas growth in enterprise networks in the
future. Each internetworking product line offersywao lower equipment acquisition costs, lower reaog monthly service costs, or both.
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Ethernet Switching

The introduction of our new NetVantal000 Series of managed Ethernet switches in 20@3eiustrengthened our internetworking portfolio,
and firmly established us in the internetworkingapbetween the wide area circuit and the usesktdp. The first products in this series are
standards-compliant, fully managed Layer 2 switchigls Virtual Local Area Network (VLAN) support, Qility of Service (QoS) capability,
Wide Area Network (WAN) interface, and Gigabit upicapability. These switches include functionaldaysupport the newest IP telephony
applications, such as voice and video over IP. lakée at a price point traditionally associatedw@w-end, low-function switches, NetVanta
1000 switches represent an extremely competititey @mthis market. All NetVanta Series producte bauilt around the ADTRAN Operating
System (OS), a common software base that allowalsitty and flexibility as product lines expand.

IP Access Routing

Our NetVanta 3000 Series of Internet Protocol Ryrdccess routers serve the purpose of providiegriet access or interconnecting corpo
locations over IP, Frame Relay, or leased-linegstiuctures, then routing data to its destinatmmputer. These devices include features to
secure the network against cyber attacks; to sebarprivacy of data as it is transported acrosdrternet, and to restore communications in
the event of equipment failure. These devices neayded by businesses or service providers in bwtiedtic and global installations. In 2003,
we expanded our single T1 access router line todieca model with dual T1 network interfaces andldocal area network interfaces.
Following in the footsteps of its predecessors thial-T1 model is engineered to sell at a pridatgignificantly below that of leading brand
name routers, offering customers a viable routermétive backed by an established and reputablglisu.

Internet Security

Our NetVanta 2000 Series is a family of productd tombines firewall, Virtual Private Networking ), and switching technologies
secure the transport of data over the Internetpaivdte IP networks. The product line includes nisde connect mobile workers, remote
offices, and regional office/corporate headquarteithout the security concerns normally associatéd shared networks. VPN is a service
that provides customers with the attributes ofiaape network and is a cost-effective replacemenpfivate leased-line networks.

Frame Relay, Performance Monitoring, and Traffic Staping

We offer a comprehensive line of Frame Relay cotivigcproducts. Frame Relay is the most populawmoeking technology used by
businesses today. Basic connectivity products supglada, converged voice and data, routing, analstiés recovery at speeds ranging from 56
Kbps to 2.3 Mbps. In the 1@ series, more advanced functionality lets networgrafors or service providers identify and classiyfic types
(including email, file transfer, and music downloads), allodaé@dwidth to certain applications, and quantify tjuality of service delivered
these Frame Relay circuits.

Integrated Access

Integrated access devices are a product class colnmged to reduce telecommunications costs byapsihg multiple voice and data circuits
into a more streamlined and less expensive topoldgypvergence also simplifies network administraiod enables new features and serv
We offer the ATLAS™, Total Access 600 Series, Total Access 750/850,T@8U Series of integrated access devices to acoolata both
enterprise and service provider applications. Pebdrchitectures are scalable, and various modfds @ wide range of features and capacities.
These solutions enable service providers to addrasdl and medium-sized business customers witgladpeed, integrated voice, data, and
Internet solution.

In 2003, we continued to win market share with ¢hieslustry-leading lines of IADs. Bundling agreersanith ILECs and major IXCs
contributed to our increase in market share, aleitly new feature releases that expanded our magggartunity in TDM, ATM, and IP
networks. We also launched the next generatiowofdf our most popular IADs, reducing cost and iayimg margin.

Fiber Connectivity

Our optical transport products for the enterprigeport (1) poir-to-point dark fiber termination, where the customeskseto connect int-
campus buildings over a fiber optic cable; andc)per-to-fiber conversion, where the customer séelconnect existing copper-wired
buildings to fiber optic cable.

Leased-Line Connectivity

Leased-line networks, which provide dedicated ptwrtoint circuits leased from the service providee wardely deployed in business. Circt
are available for DDS at speeds of 56 Kbps, ISDW2& Kbps, T1 at 1.544 Mbps, E1 at 2.048 Mbps, Ehdt 45 Mbps. ADTRAN supplies
equipment in each of these technology categorieddta, voice, and video applications. Models rafinge economy to full-featured with
options for routing, network management, and enrergservice restoral.
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Broadband Fixed Wireless

We compete in a portion of the wireless communicegtimarket known as licer-free fixed wireless. Licen-free fixed wireless installatior
are permanent or temporary point-to-point microweadio links classified as unlicensed by the FCGr TRACER® Series radios support
voice and data over broadband DS3; dual, quadparad T1; single and dual E1; and Ethernet netwdristalled by a service provider or a
business, fixed wireless links serve to overconmggaphic barriers, establish emergency communigsgtior improve the efficiency of service
providers’ backhaul operations.

Network Management

We develop and support sophisticated systems twadize the configuration and management of ourewdcea connectivity and
internetworking products. Our N-ForthNetwork Management Software Suite, a web-enabledumt, allows network operators to monitor
network activity, modify equipment settings, andlée problems from a remote location using a Weé popular management interfaces.

Installation and Maintenance Services

We offer a comprehensive and flexible installatow maintenance services program designed to paistomershetworks from unnecess:
downtime. ADTRAN Custom Extended Services (ACES)rgatees priority access to technical support emga with 30minute call back ar
on-site product replacement in as few as four halepending on the service plan selected.

Technical Services and Support

Each enterprise network product sold in the Un8&ates carries a fi-year retur-to-factory warranty, pi- and pos-sales telephone technic
support, and certain training options. Warranty smgport options vary in countries outside of thiétét States. Customers seeking additional
support may choose to purchase our extended atstalland maintenance service plans and/or feediesi@ing classes.

Customers

Customers of our Carrier Networks Division in theitdd States include all of the major regionalpblene companies, also known as ILECs or
RBOCs (Regional Bell Operating Companies); large small independent telephone companies; compestvvice providers; Internet serv
providers or ISPs; long distance service providenswn as Interexchange Carriers or IXCs); and leg® service providers. Worldwide, this
division also serves incumbent carriers and cortipetservice providers in selected regions.

ILECs and most other service providers require peodpproval prior to adopting a vendor’s proddotsuse in their networks. Therefore, we
are involved in a constant process of submitting aad succeeding generations of products for agprtivthe past, we have been successful
in obtaining such approvals, and our products adehy deployed in service provider networks. Howewee cannot be certain that we will
obtain such approvals in the future, or that safesich products will continue to occur. Furthery attempt by an ILEC or other service
provider to seek out additional or alternative digop, or to undertake, as permitted under appléecadgulations, the production of such
products internally, could have a material advefect on our operating results.

End users of our Enterprise Networks Division ingwa large number of private and public organinstio numerous vertical markets,
including finance, retail, food service, governmesatucation, healthcare, manufacturing, militargnsportation, hospitality, and energy/utility.
However, because the majority of the products fthisidivision are sold through channels, we re&dse¢ end customers through a network of
partners comprised of several large technologyibigbrs and numerous value added resellers asibeddn “Distribution, Sales and
Marketing” below.

The major customers of ADTRAN include the following

Alltel Corporation SBC Communications, In
AT&T Corp. Sprint Corporatiot

BellSouth Corporatiol Tech Data Corporatic
Ingram Micro, Inc. Telstra Corporatiol

Qwest Communications Internatior Verizon Communications, In

Single customers comprising more than 10% of owemge in 2003 include SBC Communications, Inc.2a9%, Verizon Communications,
Inc. at 15.0%, and Sprint Corporation at 13.8%.dffeer customer accounted for 10% or more of owgssial 2003.

Distribution, Sales and Marketing

We sell our Carrier Networks products in the Uni&tdtes to our major customers through a combinati@ direct sales organization an
non-exclusive distribution network. The direct sabeganization supports ILEC customers and hasesffiocated throughout the country. Sales
to most competitive service providers and indepahtidephone companies are fulfilled through sewaagor technology distribution
companies.
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Sales to service providers involve lengthy prodypailification and standardization processes thatesaend for several months or years.
Subsequent orders, if any, are typically placedeasthgle or multi-year supply agreements thagareerally not subject to minimum volume
commitments. Service providers generally prefeiifgitwo or more suppliers for most products, savidial orders are generally subject to
competition based on some combination of totaleadervice, price, delivery, and other terms.

The majority of Enterprise Networks products are $o the United States through a non-exclusivériligstion network which consists, at the
top level, of several major technology distributargl system integrators, such as Tech Data, Inytanmo, and Sprint North Supply. These
large distribution organizations then sell to ateazive network of value-added resellers or systeagrators.

Value added resellers and system integrators mafitiated with us as a channel partner, or theyymurchase from the distributor in an
unaffiliated fashion. Affiliated partners partictpavith us at one of three levels based on salksn@and other factors to receive benefits such
as product discounts, co-op funds, technical suppod training. We maintain field offices natiowhito support both distributors and value
added resellers and system integrators. The Eigerietworks Division also maintains a direct sa@leganization to generate demand within
large, national accounts.

Outside of the United States, both carrier andrprige products are sold through distribution agements customized for each region. Each
region is supported by an ADTRAN field office thudfers sales and support functions, and in somessagarehousing and manufacturing
support.

Our field sales organizations and distributors ireceupport from headquarters-based marketings safel customer support groups. Under
certain circumstances, other headquarters persommebecome involved in sales and other activities.

Research and Developme

Rapidly changing technologies, evolving industgnstards, changing customer requirements, and comgrdevelopments in
telecommunications service offerings charactetieerharkets for our products. Our continuing abiiityadapt to these changes, and to develop
new and enhanced products, is a significant faotaraintaining or improving our competitive positiand our prospects for growth. Therefi

we continue to make significant investments in pidievelopment.

During 2003, 2002, and 2001, product developmepepditures totaled $58.1 million, $56.3 millionda®68.9 million, respectively. Because
our product development activities are an imporgeant of our strategy and because of rapidly chantgchnology and evolving industry
standards, we expect to sustain, and possiblyasergroduct development activities in 2004. Te dalt product development expenses have
been charged to operations as incurred.

We strive to deliver innovative digital network ass solutions that lower the cost of deployingises; increase the level of performance
achievable with established infrastructures, redexgense for our customers, increase network battdwind functionality, and extend netw
reach. Our development process is conducted inrdaooe with ISO 9001 and TL 9000, which are therimational standards for quality
management systems for design, manufacturing, emits.

We develop most of our products internally, althouwge sometimes license intellectual property rigbtsuse in certain products. Internal
development gives us more control over design aadufacturing issues related to our products, aeckfbre, closer control over product cost.
Our ability to continually reduce product costaiisimportant part of our overall business strat€yyr. product development efforts are often
centered on entering a market with improved teatmglwith products offered at a price point lowart established market price. We then
compete for market share. We continually re-engisaecessive generations of the product to improgagegin. In the extremely competitive
markets characteristic of 2001, 2002 and 2003 stinggegy has allowed us to meet customers’ stningece requirements, while remaining
profitable.

To maintain or increase our revenues and margirlke whntinuing this strategy, we must continueséme combination, to increase unit sales
volumes of existing products, introduce and sel peoducts, or reduce our per unit costs. Peraosts must be reduced at rates sufficient to
compensate for the reduced revenue effect of asintjreductions in average sales prices. While araot be certain that we will be able to
maintain or increase revenues or margins by ingrgasit sales volumes of our products, introducng selling new products, or reducing
per unit costs, our approach has been generalbessful in the past.

Product development activities center on producsupport both existing and emerging technologigbé telecommunications industry in
segments of our markets that we consider beindevisyenue opportunities. We are actively engagetkveloping and refining technologies
to support data, voice, and video transport oveMTBTM, and IP network architectures. Our work undés fiber optic transport, edge routing,
integrated access, ADSL, SHDSL, HDSL4, Ethernetyaek security, and network management and services
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A centralized research function supports producetigpment efforts company-wide. This group provigaglance to our various product
design and engineering teams in digital signal @seimg technologies, computer simulation and mode{LAD/CAM tool sets, custom
semiconductor design, industry standards, and t#epital forecasting.

Many telecommunications issues, processes, anddaties are governed by standards developmentizaions (SDOs). These SDOs
consist of representatives from various manufacsuservice providers, and testing laboratorieskimgrto establish specifications and
compliance guidelines for emerging telecommunicetitechnologies. We are an active participantversg SDOs, and have been instrume
in driving worldwide standards development in méeghnologies, especially DSL. A significant contititr to both HDSL2 and SHDSL
standards, we developed much of the technologypazated into these standards.

We are also involved in other standards developrafotts related to maximizing the bandwidth potaintf the copper pair to enable new
applications. We have led the effort to providehligrates with SHDSL, which has recently been apaidy the International
Telecommunication Union-Telecommunications Stansi&ection (ITU-T); and are playing a key role ia ttevelopment of an ATM-based
loop bonding standard for increasing the ratesrdedd by ADSL. We are also continuing work in thetitute of Electrical and Electronics
Engineers (IEEE) committee defining the guidelifesEthernet in First Mile, which we expect to reammpletion later this year.

Manufacturing

The principal steps in the manufacturing procesdlse purchase and management of materials, agsawssgilng, final inspection, packing, a
shipping. In 2003, we continued to purchase partscamponents for the assembly of some products &darge number of suppliers throug
worldwide sourcing program. In addition, we havegureto shift to a process of allowing contract nfanturers to purchase the materials that
they use in the assembly of our products. Certajndomponents used in our products are currentifae from only one source, and other
key components are available from only a limitechber of sources. In the past, we have experienelyslin the receipt of certain key
components, which has resulted in delays in relpteduct deliveries. We attempt to manage sucls tiskough developing alternative sources,
through engineering efforts designed to obviatendgessity of certain components, and by maintginiose personal contact and building
long-term relationships with each of our suppliers.

We rely on subcontractors in Mexico and China fseanbly of printed circuit board assemblies, sigem@blies, chassis, enclosures and
equipment shelves, and, more recently, also tohase the raw materials used in and for such asgeBéginning in 2001, we transitioned our
manufacturing of low-volume, high-mix, or complestrjied circuit board assemblies to our manufactusite in Huntsville, Alabama. We
continue to build and test all new product protetyand initial production units for all productsHantsville, then later transfer the production
of high-volume, low-mix printed circuit board asda@ias to our subcontractors. We plan to continutaosition the purchasing of materials for
assembly and final testing of a significant portadrour lower-priced products to subcontractorMiexico or China. Such assembly typically
can be done by subcontractors at an equal or loastrthan if we assembled such items internallyickvfurthers our goal of being a low-cost,
high-quality provider in the industry. Subcontrassembly operations can contribute significantlgrmduction cycle times, but we believe we
can respond more rapidly to uncertainties in incanarder rates by selecting assembly subcontrabsying significant reserve capacity and
flexibility. We have consolidated our subcontrastty a few whose proven flexibility and quality rhear requirements.

The reliance on thirgharty subcontractors for the assembly of our prtglinvolves several risks, including the unavaligbof, or interruption
in access to, certain process technologies anaegdtontrol over product quality, delivery schedul@anufacturing yields, and costs. These
risks may be exacerbated by economic or politioakutainties, terrorist actions, or by natural sliees in foreign countries in which our
subcontractors may be located. We currently hamidid foreign exchange risks, as we conduct theritgjof all transactions with foreign
vendors or customers in United States dollars.

Shipment of products to customers occurs from aditifies in Huntsville, Alabama. Our facilitieseacertified pursuant to ISO 9001:2000, TL
9000 Release 3.0, and certain other telephone aopgiandards, including those relating to emissibelectromagnetic energy and safety
specifications.

Competition

We compete in markets for networking and commuitaoatequipment for service providers and busineggeg&ernment agencies, and other
commercial enterprises worldwide. Our products sendices support the transfer of data, voice, adelovacross service providers’ copper,
fiber, and wireless infrastructures, and acrosewicka networks, local area networks, and thereter
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The markets for our products are intensely comipetiNumerous competitors exist in each of our pptdegments. New manufacturers have
entered the markets in recent years offering prizdiat compete with ours. Under the intensely agtitipe conditions of the past two years,
some of our competitors have consolidated or ceagethtion. In addition, certain companies haveeaent years, increased consumer
acceptance of alternative communications technegiuch as coaxial cable and cellular-based ssrv@ompetition might further increase if
new companies enter the market, or existing cortgustexpand their product lines.

For our Carrier Networks Division, factors influémg the markets in which we currently compete oyrmampete in the future include:

The ability to help the customer solve networkimghpems within the confines of restrained capitaddpets;

The ability to deliver solutions that fit the distited networking model being deployed by mostiserproviders
The ability to deliver solutions at attractive grigoints;

The ability to deliver reliability and redundan@specially for higher bandwidth produc

The ability to adapt to new network technologieshey evolve

The ability to compete effectively with large firmdth greater resource

The ability to deliver products when needed bydhstomer

The ability to deliver responsive customer servieehnical support, and training; a

The ability to assist customers requiring-assembled, turnkey syster

Competitors in the carrier networks arena incluadge, established firms such as Fujitsu Limitedit®ldNetworks, Alcatel, Siemens, and Cisco
Systems, Inc., as well as a number of smaller,iafieed firms such as Carrier Access Corporatioth ABC Telecommunications.

For our Enterprise Networks Division, factors ihcing the markets in which we currently competmay compete in the future include:

The ability to satisfy the custon’s need for a cc-efficient alternative to established internetwogksuppliers

The ability to satisfy the customer’s need tdizgithe most cost-effective combination of transsion technologies to connect
geographically dispersed locatiol

The ability to increase network performance anddiothe custom’s cost for communications services and equipn
The ability to add capacity and migrate to newiffecent technologies without a major system upgti

The ability to continue to develop and suppotaklished platforms, and to offer products to adslreew networking technologies in a
timely manner

The ability to deliver reliability and system bagkwespecially for higher bandwidth produc
The ability to adapt to new network technologieshey evolve

The ability to deliver products when needed bydhstomer

The ability to deliver responsive customer servieehnical support, and training; a

The ability to assist customers requiring heon installation and maintenanc
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Competitors in the enterprise networks area incdeel Networks, Netopia, Inc., Siemens, Enterddgsvorks, Kentrox, Paradyne, Quick
Eagle Networks, Carrier Access Corporation, Larscdisual Networks, Inc., Cisco Systems, Inc., S8WkLL, Inc., WatchGuard, and
NetScreen Technologies, Inc. Some of these companimpete in a single product segment, while otbengpete across multiple prodt
lines.

Our company has been able to achieve leading msinkee positions in wide area connectivity solwitor integrated access devices, and for
T1 and DDS DSU/CSU (Data Service Units/Channel iBer\nits).

Backlog and Inventory

A substantial portion of our shipments in any flgperiod relate to orders received in that fisadlipd and firm purchase orders released in that
fiscal period by customers under agreements cantamon-binding purchase commitments. Furthergaiicant percentage of orders require
delivery within 48 hours. These factors result @mylittle order backlog. We believe that becausefia substantial portion of customer orc
within the fiscal quarter of receipt, our backlggiot a meaningful indicator of actual sales for sincceeding period.

To meet this type of demand, we maintain a subisidittished goods inventory. We have implementddaaced supply chain management
systems to manage the production process. Ourigrartmaintaining sufficient inventory levels tesaire prompt delivery of our products
increases the amount of inventory that may becdpselete. The obsolescence of such inventory mayineegs to write down the value of the
obsolete inventory, which may have an adverse effeour operating results.

Employees

As of December 31, 2003, we had 1,574 full-time ayges in the United States and 29 full-time eme&syin our international subsidiaries,
located in Canada, China, Europe, and Australisoutotal employees, 268 were in sales, marketimdjservice; 390 were in research and
development; 839 were in manufacturing operatioscuality assurance; and 106 were in administnatione of our employees are
represented by a collective bargaining agreementhave we ever experienced any work stoppage. 8\evie that our relationship with our
employees is good.

Proprietary Rights

The ADTRAN corporate logo is a registered tradentdrRDTRAN. The name “ADTRAN" is a registered tradark of ADTRAN. A number
of our product identifiers and names are also teggg. We also claim rights to a number of unregedt trademarks.

We have ownership of at least 116 patents relatedit products and have an additional 122 patesidipg. We will continue to seek
additional patents from time to time related to magearch and development activities. We do navel@ny material amount of revenue from
the licensing of our patents.

We protect our intellectual property and proprigtaghts in accordance with good legal and busimpeastices. We believe, however, that our
competitive success will not depend on the ownershintellectual property, but instead primarily the innovative skills, technical
competence, and marketing abilities of our persbnne

The telecommunications industry is characterizethieyexistence of an ever-increasing number ofrpéiteyation and licensing activities.
While there are currently no intellectual propdéawsuits existing or pending by or against ADTRANS possible that third parties may
initiate litigation against us in the future, rasug in costly litigation and/or judgments. Any éfliectual property infringement claims, or related
litigation against or by us, could have a matealerse effect on our business and operating gesult

Available Information

A copy of this Annual Report on Form-K, as well as our Quarterly Reports on Forn-Q, Current Reports on Forn-K and any
amendments to these reports, are available freeasfje on the Internet at our web site, www.adt@n, as soon as reasonably practicable
(generally, within one day) after we electronicdilg these reports with, or furnish these reptotdhe Securities and Exchange Commission.
The reference to our web site address does notitdasncorporation by reference of the informatimontained on the web site, which
information should not be considered part of tlisument.

Risk Factors

The Private Securities Litigation Reform Act of A@®ovides a safe harbor for forwea-looking statements made by or on behalf of ADTF
ADTRAN and its representatives may from time te timake written or verbal forwa-looking statements, including
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statements contained in this report and our otllergs with the SEC and in our reports to our stocklers. Generally, the words, “believe,”
“expect,” “intend,” “estimate,” “anticipate,” “will ,” “may,” “could” and similar expressions identifforward-looking statements. We caution
you that any forwar-looking statements made by or on our behalf algesat to uncertainties and other factors that cocédise such
statements to be wrong. Some of these uncertaenig®ther factors are listed below (many of whighhave discussed in prior SEC filings).
Though we have attempted to list comprehensiveletimportant factors, we caution investors thheofactors may prove to be important in
the future in affecting our operating results. Niastors emerge from time to time, and it is notgilde for us to predict all of these factors, nor
can we assess the impact each factor or combinatidactors may have on our business.

You are further cautioned not to place undue red@nn those forward-looking statements becausegpegk only of our views as of the date
the statements were made. We undertake no obligatipublicly update or revise any forward-lookistgtements, whether as a result of new
information, future events or otherwise.

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

We must continue to update and improve our produatel develop new products in order to compete anbldep pace witl
improvements in telecommunications technology.

The markets for our products are characterizedapidty changing technology, evolving industry startt$, and continuing improvements in
telecommunications service offerings of common iserproviders. If technologies or standards apple#o our products, or common service
provider offerings based on our products, beconsslele or fail to gain widespread commercial aceqe, our existing products or products
under development may become obsolete or unmatketab

Moreover, the introduction of products embodyingvriechnologies, the emergence of new industry staisd or changes in common service
provider offerings could adversely affect our apito sell our products. For instance, we offeaé number of products that apply primaril
the delivery of high-speed digital communicationgiothe local loop over copper wire. We competefalbly with our competitors by
developing a higlperformance line of these products. Recently, we fieegun marketing products that apply to fibefoopansport in the loci
loop. We expect, however, that deployment of cdavalle and cellular transport in the local loofl wicrease. Also, non-traditional providers,
such as cable television companies, are incredisgigpresence in the local loop. To meet the mremoéents of these new delivery systems and
to maintain our market position, we may have toellggy new products or modify existing products.

Our sales and profitability in the past have resutb a significant extent from our ability to aipiate changes in technology, industry stand
and common service provider offerings, and to dgveind introduce new and enhanced products. Otincel ability to adapt will be a
significant factor in maintaining or improving ocompetitive position and our prospects for gromfe cannot assure you that we will be able
to respond effectively to changes in technologgtusiry standards, common service provider offerorgsew product announcements by our
competitors. We also cannot assure you that websilible to successfully develop and market newymts or product enhancements, or that
such products or enhancements will achieve madamance. Any failure by us to continue to antitgpor respond in a cost-effective and
timely manner to changes in technology, industaypgards, common service provider offerings, or peduct announcements by our
competitors, or any significant delays in produetelopment or introduction, could have a mateririesise effect on our future profitability a
our ability to market our products on a timely amnpetitive basis.

We do not engage in long-term research and develephprocesses, and as a consequence may miss gartaiket opportunities
enjoyed by larger companies with substantially giearesearch and development efforts.

Our research and development efforts are focusethgty on the refinement and redefinition of trarission technologies, which are currently
accepted and commonly practiced. Most of our rebeand development efforts result in improved aygions of technologies for which
demand already exists or is latent. We do not{ifermost part, engage in long-term speculativeareseprojects, which represent a vast
departure from the current business practices okey customers. This includes pioneering new ses/and participating in advance field
trials or demonstration projects for new technatésgiOur strategy, while producing a more predietablenue stream, could result in lost
opportunity should a new technology achieve rapid &idespread customer acceptance.
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Our dependence on a limited number of suppliers npagvent us from delivering our products on a tilgddasis, which could have a
material adverse effect on customer relations argkoating results.

Certain raw materials and key components usedripmducts are currently available from only onerse, and others are available from only
a limited number of sources. The availability afsk raw materials and supplies is subject to méoke¢s beyond our control. From time to
time, there may not be sufficient quantities of raaterials and supplies in the marketplace to megtibomer demand. Many companies utilize
the same raw materials and supplies as we do iprtidiction of their products. Companies with m@sources than our own may have a
competitive advantage in obtaining raw materials surpplies due to greater buying power. These faci@n result in reduced supply, higher
prices of raw materials, and delays in the recgfijgertain of our key components, which in turn ngayerate increased costs, lower margins,
and delays in product delivery, with a correspogdidverse effect on sales, customer relationshipsrevenue. Furthermore, due to general
economic conditions in the U.S. and globally, ayp@iers may experience financial difficulties, whicould result in increased delays,
additional costs, or loss of a supplier. We attetophanage these risks through developing altematurces, through engineering efforts
designed to obviate the necessity of certain corapis) and by building long-term relationships alode personal contact with each of our
suppliers. However, we cannot assure you that detegr failures of deliveries of key componentther to us or to our contract manufactur
and consequent delays in product deliveries, willatcur in the future.

Our dependence on subcontractors may result in reeld control over product quality, delayed delivedfyproducts and/or increased
manufacturing costs, each of which could negativelifect customer relations and operating results.

We rely on subcontractors in Mexico and China fer &ssembly of printed circuit board assemblidsassemblies, chassis, enclosures and
equipment shelves, and, more recently, also tohase the raw materials used in and for such asgeka are heavily dependent on two of
these subcontractors. This reliance on third-psutycontractors for the assembly of our productslires several risks, including the
unavailability of or interruptions in access tote@r process technologies and reduced control prgetuct quality, delivery schedules,
transportation interruptions, manufacturing yielsd costs. These risks may be exacerbated by oo political uncertainties or by natu
disasters in foreign countries in which our subcaxetbrs may be located. To date, we believe thatawe successfully managed the risks o
dependence on these subcontractors through ayafietforts, which include seeking and developéttgrnative subcontractors while
maintaining existing relationships. However, wergatrassure you that delays in product deliveridsnet occur in the future because of
shortages resulting from this limited number of@riiractors or from the financial or other diffitas of such parties. The inability to develop
alternative subcontractors if and as required énftiture, or the need to undertake required rétrgiand other activities related to establishing
and developing a new subcontractor relationshiplccresult in delays or reductions in product stepits which, in turn, could have a negative
effect on our customer relationships and operatsglts.

We compete in markets that have become increasimgiynpetitive, which may result in reduced gross fiirmargins and market share

The markets for our products are intensely competindditional manufacturers have entered the migrkn recent years to offer product:
competition with us. Additionally, certain compagigave, in recent years, developed the abilityetiver coaxial cable and cellular
transmission, especially in high-density metropoliareas. Competition would further increase if mempanies enter the market or existing
competitors expand their product lines. Some adeéhmotential competitors may have greater finantdahnological, manufacturing, sales and
marketing, and personnel resources than we hava.rdsult, these competitors may be able to respurd rapidly or effectively to new or
emerging technologies and changes in customerragants, withstand significant price decreasedgupte greater resources to the
development, promotion, and sale of their prodtltds we can. In addition, our present and futurapetitors may be able to enter our exis
or future markets with products or technologies pamble or superior to those that we offer. Anéase in competition could cause us to
reduce prices, decrease our market share, requireaised spending by us on product developmengalad and marketing, or cause delays or
cancellations in customer orders, any one of whaild reduce our gross profit margins and advers##ct our business and results of
operations.

We depend heavily on sales to certain customers;ltss of any of these customers would significgrméduce our revenues and net
income.

Historically, a large percentage of our sales Hze@n made to ILECs (also formerly known as RBO@sg)raajor independent
telecommunications companies. In 2003, these cus®oontinued to comprise a large percentage (ajppately 59.8%) of our revenue. As
long as the ILECs and other service providers ssgaresuch a substantial percentage of our totas saur future success will significantly
depend upon certain factors which are not withinamntrol, including:

» the timing and size of future purchase ordersnyf, &rom these customei
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» the product requirements of these custorr

» the financial and operational success of theseomests;

» the impact of legislative and regulatory changeshese customer

» the success of these custor’ services deployed using our products;
» the impact of work stoppages at these custor

Sales to our large customers have, in the pastutited and may fluctuate significantly from quattequarter and year to year. The loss of, or
a significant reduction or delay in, sales to anghscustomer or the occurrence of any such saletifitions could have a material adverse
effect on our business and results of operationghEr, any attempt by an ILEC or other servicevmter to seek out additional or alternative
suppliers or to undertake, as permitted under eplplé regulations, the production of such prodintesnally, could have a material adverse
effect on our operating results.

The lengthy approval process required by ILECs amtther service providers could result in fluctuatierin our revenues.

In the industry in which we compete, a supplier tfiust obtain product approval from an ILEC or ettservice provider to sell its products to
them. This process can last from six to 18 mon#pedding on the technology, the service provided,the demand for the product from the
service provider’s subscribers. Consequently, wdrarolved in a constant process of submittingaimproval succeeding generations of
products, as well as products that deploy new taldgy or respond to new technology demands froLBC or other service provider. We
have been successful in the past in obtaining apphovals. However, we cannot be certain that ieoltain such approvals in the future or
that sales of such products will continue to oc€urrthermore, the delay in sales until the compietf the approval process, the length of
which is difficult to predict, could result in flugations of revenue and uneven operating resulta fluarter to quarter or year to year.

Consolidation and deterioration in the competitigervice provider market could result in a significedecrease in our revenue.

We sell a moderate volume of products to competisigrvice providers, relative newcomers to theteteindustry, who compete with t
established ILECs. The competitive service providarket is overbuilt, and is experiencing a proadsonsolidation and closure. Many of
competitive service provider customers do not leas&ong financial position and have limited apitit access the public financial markets for
additional funding for growth and operations. lfeaor more of these competitive service provideitsvige could face a loss in revenue and an
increased bad debt expense, due to their inabdlipay outstanding invoices, as well as the coomedjmg decrease in customer base and future
revenue. Furthermore, significant portions of aales to competitive service providers are madeutjinandependent distributors. The failure
one or more competitive service providers could dsmage a distributor to the point that the distior could also experience business failure
and/or default on payments to us.

Increased sales volume in international markets ddwesult in increased costs or loss of revenue dadactors inherent in these
markets.

We are in the process of expanding into internafiomarkets, which currently represent 4.9% of ctrgales, and we anticipate increased sales
from these markets. We currently maintain regi@mal sales offices outside of North America in Dablieland; Melbourne, Australia;

Beijing, Guangzhou, and Hong Kong, China; and BadhHurg, Germany. A number of factors inherent &séhmarkets expose us to
significantly more risk than domestic businessludmng:

* local economic and market conditiol

» exposure to unknown customs and practi

e potential political unres

» foreign exchange exposul

» unexpected changes in or impositions of legislativeegulatory requirement
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» less regulation of patents or other safeguardstefiectual property; an
» difficulties in collecting receivables and inabyjliio rely on local government aid to enforce staddasiness practice

Any of these factors, or others, of which we arequorently aware, could result in increased co$tgperation or loss of revenue to us.

Our success depends on our ability to reduce thiéregprices of succeeding generations of our prois.

Our strategy is to attempt to increase unit satdsmes and market share each year by introduciogegding generations of products hay
lower selling prices and increased functionalitcaspared to prior generations of products. To ta@iror increase our revenues and margins
while continuing this strategy, we must continureséme combination, to increase sales volumesisfieg products, introduce and sell new
products, or reduce our per unit costs at ratdgcmift to compensate for the reduced revenue effecontinuing reductions in the average
sales prices of our products. We cannot assureghaiwe will be able to maintain or increase rexanor margins by increasing unit sales
volumes of our products, introducing and selling/goducts, or reducing our per unit costs.

Our failure to maintain rights to intellectual progrty used in our business could adversely affect thevelopment, functionality, and
commercialization of our products.

Our future success depends in part upon our pitapyi¢echnology. Although we attempt to protect proprietary technology by contra
trademark, copyright and patent registration, awernal security, these protections may not be @ateq Furthermore, our competitors can
develop similar technology independently withowlating our proprietary rights. From time to time weceive and may continue to receive
notices from third parties, including some of oampetitors, claiming that we are infringing upoirdiparty patents or other proprietary rigt
We cannot predict whether we will prevail in anyglation over third-party claims, or whether weMaié able to license any valid and infringed
patents on commercially reasonable terms. Any edetclaims, whether with or without merit, coulduein costly litigation; divert our
management’s time, attention, and resources; drlaproduct shipments; or require us to enter iay@lty or licensing agreements. A third
party may not be willing to enter into a royaltylimensing agreement on acceptable terms, if atfallclaim of product infringement against us
is successful and we fail to obtain a license aetlg or license non-infringing technology, our imess, financial condition, and operating
results could be affected adversely.

Our success depends on attracting and retaining keysonnel.

Our business has grown significantly since its jitice. Our success is dependent in large part ecdntinued employment of our execut
officers, including Mark C. Smith, our Chairmantbé Board and Chief Executive Officer; Howard Ardikkill, our President, Chief Operati
Officer and a director; Thomas R. Stanton, our &eYlice President and General Manager, Carrier Netgy Danny Windham, our Senior
Vice President and General Manager, Enterprise biétsy and other key management personnel. The nn@thdeparture of one or more of
these individuals could adversely affect our bussnén addition, for ADTRAN to continue as a susfekentity, we must also be able to attt
and retain key engineers and technicians whosetis@éelps us maintain competitive advantagesdd/eot have employment contracts or
non-compete agreements with any of our employees. Wevieehat our future success will depend, in lgvge, upon our ability to continue
attract, retain, train, and motivate highly-skillechployees who are in great demand. Properly magagir continued growth, avoiding the
problems often resulting from such growth and espan and continuing to operate in the manner whih proven successful to us to date
be critical to the future success of our business.

Two stockholders own or may influence a significaamtount of our common stock and may continue to kasignificant influence on
our affairs.

Mark C. Smith, our Chief Executive Officer and Qinaan of the Board of Directors, and Lonnie S. Mdidil, our Director Emeritus, wh

along with Mr. Smith is a co-founder of ADTRAN, teilper with certain of their family members, curtemteneficially own approximately
18.9% of our common stock. As a result, these iddals may have a significant influence over thectbn of our Board of Directors and in all
likelihood will continue to have significant inflaee over all matters requiring approval by our kbhadders.

The price of our common stock has been volatile andy continue to fluctuate substantially.

Our common stock is traded on the Nasdaq Natioreakbt under the symbol ADTN. Since our initial pakdffering in August 1994, there h
been and may continue to be significant volatilityhe market for our common stock, based on atadf factors, some of which are beyond
our control, including the following:

» actual or anticipated fluctuations in our quartenhannual operating resul
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» the gain or loss of significant contracts by usor competitors
» the entry of new competitors (potentially includitimg ILECSs) into our market
» changes in management or additions or departuresygbersonne

« announcements of technological innovations, nesdycts, changes in product pricing, acquisitigtitegic partnerships, joint ventures,
or capital commitments by us or our competit

» changes in financial estimates or investmentrmrenendations by securities analysts or our failanearform in line with analysts’
expectations

» legislative or regulatory changes; ¢
» other events and circumstances beyond our col

In addition, the stock market has recently expeeersignificant price and volume fluctuations, whitave particularly affected the share price
of many high technology companies like ADTRAN. Tadisictuations may be unrelated to the operatinfppmance of these companies.

ITEM 2. PROPERTIES

Our headquarters and principal administrative, megjing and manufacturing facilities are locate@onr80-acre campus in Cummings
Research Park in Huntsville, Alabama. Two officédings contain 440,000 and 600,000 square fespaetively. These facilities are projec
to accommodate a total of 3,000 employees, setwitig our Carrier Networks and Enterprise Networikss@ns. We also have a 13,000 sq. ft.
engineering facility in Phoenix, Arizona that issdsby our Carrier Networks division.

In addition to our facilities listed above, we leasiditional office space in the United Statesamad, providing sales and service support for
both of our divisions. The United States offices lcated in Akron, OH; Chesterfield, MO; OverlaPark, KS; Clearwater, FL; Highlands
Ranch, CO; Herndon, VA, Houston, TX; Huntsville, Alkvine, CA.; Irving, TX; Milford, CT; San AntonioTX and Wheaton, IL. We also
lease one office in Toronto, Canada; one in eadtoofg Kong, Beijing, and Guangzhou, China; one gltdurne, Australia; one in Bad
Homburg, Germany and one in Dublin, Ireland. Thes®celable and noncancelable leases expire augdiines between 2004 and 2008. For
more information, see Note 10 of the Notes to Chdated Financial Statements included in this repor

We also have 40 home-based offices serving botlCauier Networks and Enterprise Networks divisianfavhich 39 are located within the
United States and one in London, United KingdonthiUnited States, our home-based offices ar¢ddda and around the following
locations: Albany, NY; Akron, OH; Atlanta, GA; Aust TX; Babylon, NY; Baltimore, MD; Charleston, W\Chicago, IL; Cincinnati, OH;
Columbus, OH; Concord, NH; Dallas, TX; Denver, Gfrt Lauderdale, FL; Hartford, CT; Harrisburg, AAquston, TX; Huntsville, AL;
Indianapolis, IN; Irvine, CA; Lincoln, NE; Los Anggs, CA; Minneapolis, MN; Nashville, TN; PhoenixZAPittsburgh, PA; Providence, RI;
Raleigh, NC; Richmond, VA; Roanoke, VA; San Antgnie; San Diego, CA; San Francisco, CA; San Joge,&&attle, WA, St. Petersburg,
FL; Towaco, NJ; Wilkes-Barre, PA; and Windsor, MI.

ITEM 3.LEGAL PROCEEDINGS

We have been involved from time to time in litigettiin the normal course of our business. We arawate of any pending or threater
litigation matters that could have a material adeezffect on us.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDER
No matter was submitted by ADTRAN to a vote of s@gtholders during the fiscal quarter ended Decendi, 2003
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ITEM 4(A). EXECUTIVE OFFICERS OF THE REGISTRANT

Set forth below, in accordance with General InsgtaincG(3) of Form 1-K and Instruction 3 of Item 401(b) of Regulatio-K, is certain
information regarding the executive officers of ARAN. Unless otherwise indicated, the informatiohfeeth is as of December 31, 2003.

Mark C. Smith

1995 to preser
1986- 1995

Howard A. Thrailkill
1995 to preser
1992-1995

James E. Matthews
2001 to preser
1999- 2001
1998- 1999
1995- 1998
1992- 1995

Thomas R. Stanton
2001 to preser
1999- 2001
1995- 1999
1995
1994- 1995
1993- 1994

Peter C. Voetsct
2001 to preser
1996- 2001
1987- 1996

Danny J. Windham
2001 to preser
1999- 2001
1995-1999
1994- 1995
1989- 1994
1986- 1989

Robert A. Fredrickson
1996 to preser
1996
1991- 1996

Steven L. Harvey
2002
1999- 2001
1996- 1999
1995- 1996
1991- 1995

Age 63

Mr. Smith is one of the founders of ADTRAN

Chairman of the Board and Chief Executive Offi
Chairman of the Board, Chief Executive Officer d&residen

Age 65
President, Chief Operating Officer and Direc
Executive Vice President and Chief Operating Off

Age 47

Senior Vice Presidel- Finance, Chief Financial Officer and Treast
Chief Financial Officer, Home Wireless Networksg.|

Chief Executive Officer, Miltope Group, In

Vice President Finance and Chief Financial Offidéittope Group, Inc
Controller, Hughes Training, In

Age 39

Senior Vice President and General Mar- CN

Vice President and General Mana— CN

Vice Presiden- CN Marketing

VP — Marketing & Engineering, Transcrypt Internatioriak;.
Sr. Director, Marketing, E.F. Johnson Compi

Director, Marketing, E.F. Johnson Compz

Age 51

Senior Vice Presidel- Operations

Plant Manager, DaimlerChrysler Corporat

Business Manager, Electronics Division, DaimlerGlhey Corporatior

Age 44

Senior Vice President and General Mane— EN
Vice President and General Mana—- EN

Vice Presiden— EN Marketing

Director of Marketing

Manager of Product Manageme

Vice President and (-Founder, PTT, Inc

Age 53
Vice Presiden— CN Sales

Vice President, Broadband Business Development, D&@munications Corporatic

Senior Director, Access Products, DSC Communicatidarporatior

Age 43

Vice Presiden- EN and Competitive Service Provider Se
Vice Presiden— Competitive Service Provider Sal

Vice Presiden- EN Sales

Executive Vice President, Data Processing Scie@oggoration
Vice President, Data Processing Sciences Corpar
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P. Steven Locke
2000 to preser
1999- 2000
1997- 1999
1993- 1997

Everette R. Ramage
1999 to preser
1993-1999
1990- 1993

Kevin W. Schneider
2003- presen
1999- 2003
1996- 1999
1992- 1996

Age 55

Vice Presiden- CN Marketing

Vice President, Sprint Local Division Sales for bat Technologie
Senior Director of Sales, ADTRAN, In

Vice President and General Manager, Business Nkt@Gooup,
Sprint North Suppl

Age 56

Vice Presiden— EN Engineerin¢
Engineering Manager, EN DDS Gro
Engineering Manager, CPE Gro

Age 40

Vice Presiden- Chief Technology Office
Vice Presiden- Technology

Chief Scientis

Staff Scientis

There are no family relationships among the dinscto executive officers.

All officers are elected annually by and servehatpleasure of the Board of Directors of ADTRAN.
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PART Il

ITEM 5. MARKET FOR THE REGISTRANTS COMMON STOCK AND RELATED STOCKHOLDER MATTERS

ADTRAN'’s common stock has been traded on the Nasdaq Mbkitarket under the symbol ADTN since our initialglic offering of commol
stock in August 1994. Prior to the initial publiffexing, there was no established trading markebfo common stock. As of January 31, 2004,
ADTRAN had 344 stockholders of record and approxétyal5,500 beneficial owners of shares held iaetthame. On October 13, 2003, our
board of directors declared a two-for-one stock,spifected in the form of a dividend of one shafeommon stock on each outstanding share
of common stock held of record on December 1, 2008. stock dividend was payable on December 153.20@e following table shows the
high and low closing prices per share for the comstock as reported by Nasdaq for the periods atelecwith all share and per share amounts
restated to reflect the stock split.

Common Stock Prices

(In %)

2003 Quarters High Low

First $20.1¢ $14.7¢
Seconc $27.6% $18.0¢
Third $34.6: $22.6¢
Fourth $37.4¢ $30.4:
2002 Quarters High Low

First $14.4¢ $11.81
Seconc $13.22 $ 9.41
Third $10.2¢ $7.74
Fourth $17.1: $ 7.5C

On July 14, 2003, the board of directors declarsgexial cash dividend of $1.00 per common shatleaaquarterly cash dividend of $0.075
common share, payable on August 29, 2003, to stddkls of record at the close of business on Ju\2803. Prior to July 14, 2003,
ADTRAN had not declared any cash dividends ondtsmon stock. On October 13, 2003, the board ottlirs declared a quarterly cash
dividend of $0.075 per common share, payable oreNdber 17, 2003 to stockholders of record at theectd business on October 31, 2003
January 20, 2004, the board of directors declampabaterly cash dividend of $0.08 per common shzagable on February 17, 2004, to
stockholders of record at the close of businesBadrruary 3, 2004.

The board of directors presently anticipates thaill declare a regular quarterly dividend so laagjthe present tax treatment of dividends
exists and adequate levels of liquidity are mairedi
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial data and as of the end, of each of the years irfitte-year period ended December 31, 2(

are derived from the financial statements of ADTRAMich have been audited by PricewaterhouseCodpétsindependent accountants.
selected financial data are qualified in their etyi by the more detailed information in the finmhstatements, including the notes thereto. The
financial statements of ADTRAN as of December 3102and 2002 and for each of the years in the teae period ended December 31,
2003, and the report of PricewaterhouseCooperstheReon, are included elsewhere in this report.

Income Statement Dat
(In thousands, except per share amounts)

Year Ended December 3 2003 2002 2001 2000 1999
Sales
Carrier Networks Divisiol $267,56: $218,91: $238,36° $315,22¢ $230,96°
Enterprise Networks Divisio 129,11 126,81: 148,71 147,72: 136,24(
Total sales 396,67¢ 345,72! 387,08: 462,94¢ 367,20°
Cost of sale! 174,68: 170,78¢ 213,76( 233,43( 178,62¢
Gross profit 221,99! 174,93t 173,32: 229,51¢ 188,57¢
Selling, general and administrative exper 83,23¢ 81,21° 95,95 87,11¢ 71,73t
Research and development exper 58,14« 56,29¢ 58,93t 50,62¢ 42,01¢
Operating income 80,617 37,42 18,43: 91,77¢ 74,82¢
Interest incomt 8,917 9,11t 8,07 9,02¢ 5,35(
Interest expens (2,539 (2,572) (2,069 (1,8072) (2,317)
Other income (expens 1,60¢ 234 (29 4 (673)
Net realized investment gains (loss 22¢€ (12,02 (674) 84,04( 0
Income before provision for income taxe: 88,83( 32,177 23,731 183,03« 77,19(
Provision for income taxe 27,31t 7,401 6,40¢ 62,23: 26,24«
Net income $ 61,51t $ 24,77¢ $ 17,32¢ $120,80: $ 50,94¢
Earnings per common sh-basic $ 0.8C $ 0.3¢ $ 0.22 $ 1.5€ $ 0.6¢€
Earnings per common share assuming dilutior $ 0.7¢ $ 03¢ $ 0.22 $ 1.5Z $ 0.6¢
Weighted average shares outstan-basic 76,94 76,09( 77,138 77,29 76,67(
Weighted average shares outstanding assumingaatil (i) 80,73¢ 76,44: 77,35: 79,40¢ 77,66

Balance Sheet Dati
(In thousands)

At December 31 2003 2002 2001 2000 1999

Working capital (2] $220,06¢ $203,51: $217,38° $262,77¢ $181,14
Total asset $593,90( $521,21: $522,53° $546,33t $556,29¢
Deferred income tax liabilitie $ 888 $ 3958 $ 828 $ 1534:. $ 80,26
Total debi $ 50,00 $ 50,00 $ 50,00 $ 50,00 $ 50,00(
Stockholder’ equity $493,82: $43521. $437,62t $434,42' $400,05:

(1) Assumes exercise of dilutive stock options caledlander the treasury stock method. See Notes 1nflNotes to Consolidat:
Financial Statement:
(2) ADTRANSs working capital consists of current assets lessent liabilities.

On October 13, 2003, the board of directors ded|egfective December 15, 2003, a two-fmre stock split to be effected in the form of ak
dividend of one share of common stock for eachtanting share of common stock for stockholdersobrd on December 1, 2003. Share and
per share amounts, including stock options, inst@mpanying Consolidated Statements of IncomeNarels to Consolidated Financ



Statements have been retroactively adjusted teatedlur stock split.
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ITEM 7. MANAGEMENT'’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Overview

ADTRAN, Inc. designs, develops, manufactures, markand services a broad range of high-speed nketaamess products utilized by
providers of telecommunications services and enita@nd users. We currently sell our productsleoge number of service providers,
including all Regional Bell Operating Companies (RBs), and to private and public enterprises wordidwi

Sales increased this year compared to last yeatodugr strategy of increasing unit volume and reaghare through the introduction of new
products and succeeding generations of produciadpéawer selling prices and increased functioyeadis compared to both the prior genera
of a product and to the products of competitorsimAportant part of our strategy is to reduce thgt ob each succeeding product generation
then to lower the product’s selling price basedtancost savings achieved. As a part of this gyatee seek in most instances to be a high-
quality, low-cost provider of products in our maikeOur success to date is attributable in largasuee to our ability to design our products
initially with a view to their subsequent redesigiipwing both increased functionality and reduocgghufacturing costs in each succeeding
product generation. This strategy enables us tegeteeding generations of products to existirgjauers, while increasing our market share
by selling these enhanced products to new customers

The year-over-year increase in our Systems revisnoiémarily attributable to increasing sales ofvgroducts comprised of Digital Subscriber
Line Access Multiplexers (DSLAMS), optical accesequcts, and NetVanta products. Our DSLAMs, coumlsté broadband traffic together in
one place, and provides the technology that allgliesne companies to compete with cable companiggeihigh-speed Internet service market.

The year-over-year decrease in High-bit-rate Digtebscriber Lind HDSL)/ T1 revenue is primarily attributable to dagig Enterprise
Networks sales of Channel Service Units/ Data $erlunits (CSU/ DSU) products, partially offset bgrieasing Carrier Networks sales
HDSL-based Total Access 3000 broadband platforrdysts. The industry has integrated the functiopalftCSU/DSUs into access routers,
thereby reducing the requirement for a standald®g/DSU. The increase in HDSL revenue is the resuttigration from non-intelligent
legacy hardware to intelligent remote monitoringess hardware, and a result of market share gains.

The year-over-year decrease in Digital Businesagpart (DBT)/Total Reach sales is the result of ereand higher-speed technologies
replacing the lower-speed technology of ISDN andSJ®oducts. Our overall market share in DBT/Totaagh has been maintained and we
continue to take advantage of market opportunfbeshese products where speed is not the mainideragion. However, DBT/Total Reach i
declining market, which is being cannibalized bgh@r-speed DSL technology.

During the latter half of 2003, our results refegtivhat we believe to be an improving enterprigmdmg environment. We have seen
indications of increasing activity levels across oustomer base and across our product categ@tea.sequential quarterly basis, HDSL/T1
revenues increased 23% from the third to the foguidrter of 2003. This increase is primarily atitéble to an increase in enterprise spending,
market share gains, and T1 line growth.

On October 13, 2003, the board of directors dedl|egffective December 15, 2003, a two-fore stock split to be effected in the form of ack
dividend of one share of common stock for eachtanting share of common stock for stockholdersobrd on December 1, 2003. Share and
per share amounts, including stock options, inst@mpanying Consolidated Statements of Income\anes to Consolidated Financial
Statements have been retroactively adjusted teatedlur stock split.

Our operating results have fluctuated on a qugrteakis in the past, and operating results may sigmjificantly in future periods due to a
number of factors. We normally operate with vetyfdiorder backlog. The majority of our sales isteguarter result from orders booked in
quarter and firm purchase orders released in tiatter by customers under agreements containingbimating purchase commitments.
Furthermore, many of our customers require prorepvery of products. This results in a limited bkgkof orders for these products and
requires us to maintain sufficient inventory levielsatisfy anticipated customer demand. If neantgemand for our products declines, or if
potential sales in any quarter do not occur agigatied, our financial results could be adversélycéed. Operating expenses are relatively
fixed in the short term; therefore, a shortfalbimarterly revenues could significantly impact aanahcial results in a given quarter. Further,
maintaining sufficient inventory levels to assurempt delivery of our products increases the amoiiimventory which may become obsolete
and increases the risk that the obsolescence bfisuentory may have an adverse effect on our lessimand operating results.
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Our operating results may also fluctuate as atre$a number of other factors, including increasethpetition, customer order patterns,
changes in product mix, timing differences betwpgoe decreases and product cost reductions, predarcanty returns, and announcements
of new products by us or our competitors. Accortlingur historical financial performance is not aesarily a meaningful indicator of future
results, and, in general, management expects tindinancial results may vary from period to periSe&e Note 12 of Notes to Consolidated
Financial Statements.

Critical Accounting Policies

We believe the following critical accounting poésiaffect our more significant judgments and egsmased in the preparation of our finan
statements. These policies have been consistguilied across our two reportable segments: (1)i€axetworks Division and (2) Enterprise
Networks Division.

We review customer contracts to determine if athef requirements for revenue recognition have lpeetprior to recording revenu

from sales transactions. We generally record sakenue upon shipment of our products, net of asgodints, since: (i) we generally do
not have significant post-delivery obligations) {hie product price is fixed and determinable) ¢ollection of the resulting receivable is
probable, and (iv) product returns are reasonadtiynable. We generally ship products upon recdipt purchase order from a customer.
We evaluate shipping terms and we record revenygaaucts shipped in accordance with the applictstas of each respective contract.
We participate in cooperative advertising and miadieyelopment programs with certain customers. ¥éethese programs to reimburse
customers for certain forms of advertising, andéneral, to allow our customers credits up to @ifipd percentage of their net purchases.
Our costs associated with these programs are d@stinaad accrued at the time of sale and are indlidmarketing expenses in our
consolidated statements of income. We also paatieipn rebate programs to provide sales incenfimesertain products. Our costs
associated with these programs are estimated amdeztat the time of sale, and are recorded adutien of sales in our consolidated
statements of income. Sales returns are accrued lmashistorical sales return experience, whictbeleve provides a reasonable estimate
of future returns. Product returns are generally permitted by customers who purchase our produetier specific sales agreements that
govern their rights of retur

Prior to accepting a new customer, we perform ailget credit review of the customer. Credit lindre established for each new customer
based on the results of this credit review. Payrteants are established for each new customer, @lfettion experience is reviewed
periodically in order to determine if the custonsgpayment terms and credit limits need to be relvigée maintain allowances for doubt
accounts for losses resulting from the inabilityoaf customers to make required payments. If thenitial conditions of our customers
were to deteriorate, resulting in an impairmenthefir ability to make payments, we may be requicechake additional allowances. If
circumstances change with regard to individual iked®#e balances that had previously been deternmtimée uncollectible (and for which
specific reserve had been established), a reduictioar allowance for doubtful accounts may be nexgl Our allowance for doubtful
accounts was $1.7 million and $2.5 million at Deben31, 2003 and 2002, respectively. We recorde@aenillion and $3.3 million of

bad debt expense during the years ended Decemp20@3, 2002 and 2001, respectively. In additiomgrioving financial conditions in tt
telecom industry allowed us to reduce our allowdece@oubtful accounts by $0.7 million.

We carry our inventory at the lower of cost or neykvith cost being determined using the -in, first-out method. We use standard cc
for material, labor, and manufacturing overheadaioie our inventory. Our standard costs are updaeal monthly basis and any varian
are expensed in the current period. Thereforejrm@ntory costs approximate actual costs at theofméch reporting period. We write-
down our inventory for estimated obsolescence anarketable inventory by an amount equal to theetifice between the cost of
inventory and the estimated market value based apsamptions about future demand and market conditif actual future demand or
market conditions are less favorable than thosgied by management, we may be required to madtiéi@uhl inventory write-downs.
Our reserve for excess and obsolete inventory Basmillion and $4.4 million at December 31, 2008 2002, respectively. Inventory
write-downs charged to the reserve were $1.6 millior7 $&llion and $4.4 million for the years ended Daber 31, 2003, 2002 and 20!
respectively

The objective of our she-term investment policy is to preserve principal amintain adequate liquidity with appropriate dsication,
while emphasizing market returns on our monetasgtss The objective of our lorigem investment policy is to emphasize total rettinat

is, the aggregate return from capital appreciatitividend income, and interest income. This is @eld through investments with
appropriate diversification in fixed and variabé¢e income, public equity, and private equity paitls. During 2002, we changed our fi
income investment policy, shortening the maximunturity from 15 years to five and one-half yearsthwionsistent dollar maturities,
yearto-year. We have experienced significant volatilit the market prices of our publicly traded eguitvestments. These investments
are recorded on the consolidated balance shefts aalue with unrealized gains and losses repoatea component of accumulated other
comprehensive income (loss), net of tax. The ulitmaalized value on these equity investmentshgestito market price volatility until
they are sold
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We review our investment portfolio for potentiather-than-temporary” declines in value on an indiixdl investment basis. We assess, on
a quarterly basis, significant declines in valugoihmay be considered other-than-temporary amgéessary, recognize and record the
appropriate charge to wriglewn the carrying value of such investments. Inimgkhis assessment, we take into consideratioida rang:

of objective and subjective information, includibgt not limited to the following: the magnitude asharation of historical decline in

market prices, credit rating activity, assessmehtgjuidity, public filings, and statements madethe issuer. We generally begin our
identification of potential other-than-temporarypairments by reviewing any security with a markaue that has declined from its
original or adjusted cost basis by 25% for morenthia months. We then evaluate the individual secbased on the previously identified
factors to determine the amount of the write-doifvany. Actual losses, if any, could ultimatelyfeéif from these estimates. Future adverse
changes in market conditions or poor operatingltesd underlying investments could result in attial losses that may not be reflected
in an investment’s current carrying value, therpbgsibly requiring an impairment charge in the fietdror 2003, 2002 and 2001, we
recorded other-than-temporary write-downs of ourketble equity investments of $0, $9.6 million &g respectively. These write-
downs are included in net realized investment géosses) in the accompanying consolidated statemtdrincome.

We also invest in privately held entities and relcour investments in these entities at cost. Wivewur investments in these entit
periodically in order to determine if circumstangksth financial and non-financial) exist that icalie that we will not recover our initial
investment. Impairment charges are recorded orstments having a cost basis that is greater treamahue that we would reasonably
expect to receive in an arm’s length sale of tvestment. For 2003, 2002 and 2001, we recorde@oitvns of our cost basis investme
of $0, $2.0 million and $5.5 million, respectiveljhese write-downs are included in net realize@stment gains (losses) in the
accompanying consolidated statements of income.

» We estimate our income tax provision or benefigach of the jurisdictions in which we operateluding estimating exposures related to
examinations by taxing authorities. We must als@&arjadgements regarding the realization of defetagdassets. The carrying value of
our net deferred tax assets is based on our lik&eft is more likely than not that we will generaufficient future taxable income in
certain jurisdictions to realize these deferredassets. A valuation allowance has been establfshetbferred tax assets which we do not
believe meet the more-likely-than-not criteria bithed by SFAS No. 108ccounting for Income Taxe®ur estimates regarding future
taxable income and income tax provision or bemeéiy vary due to changes in market conditions, chsimgtax laws, or other factors. If
our assumptions, and consequently our estimatasgehin the future, the valuation allowances weetestablished may be increased or
decreased, impacting future income tax expe

* We estimate our cost to repair or replace defegiroducts at the time revenue is recognized reidde this cost in cost of goods sold in
our consolidated statement of income. Our prodgeteerally include warranties of one to 10 yearfoduct defects. The liability for
warranty returns totaled $1.5 million and $1.4 moillat December 31, 2003 and 2002, respectivelgsg Hiabilities are included in accrt
expenses in the accompanying consolidated baldmems Our estimates regarding future warrantygabibns may change due to product
failure rates, shipment volumes, and other rewostsincurred in correcting a product failure. uf @stimates change in the future, the
liability for warranty returns we have establishiedy be increased or decreased, impacting fututeof@®ods sold expens

Results of Operations

The following table presents selected financiabinfation derived from our consolidated statemehisame expressed as a percentage of
sales for the years indicated.

(Stated as % of sales)

Years Ended December 3 2003 2002 2001
Sales

Carrier Networks Divisiot 67.4% 63.2% 61.6%
Enterprise Networks Divisio 32.€ 36.7 38.2
Total sales 100.( 100.( 100.(
Cost of sale: 44.C 49.4 55.2
Gross profit 56.C 50.€ 44.¢
Selling, general and administrative exper 21.C 23.k 24.¢
Research and development exper 14.7 16.2 15.2
Operating income 20.2 10.€ 4.8
Interest incomi 2.3 2.6 2.2
Interest expens (0.€) (0.7) (0.5)
Other income (expens 0.4 0.C (0.2)
Net realized investment gains (loss 0.1 (3.5 (0.2

Income before provision for income taxe: 22.4 9.3 6.2



Provision for income taxe 6.S 2.1 1.7

Net income 15.5% 7.2% 4.5%
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2003 Compared to 2002
Sales

ADTRAN's sales increased 14.7% from $345.7 millior2002 to $396.7 million in 2003. The increaserignarily the result of increasing unit
volume and market share gains in the Carrier NeksvBiivision. In particular, the increase in ovesalles is attributable to an increase in sales
of our Systems products, partially offset by deseebsales of our Digital Business Transport (DB®JI Reach® and High-bit-rate Digital
Subscriber Line (HDSL)/T1 products. The increas8ystems revenue is attributable to sales of neduyats comprised of DSLAMS, optical
access and NetVanta products. The decrease in HRRSkXVenue is primarily attributable to a decreagenterprise Networks Division sales
T1 CSU/DSU products, partially offset by an inceeasCarrier Networks Division sales of HDSL protiuc

Carrier Networks sales increased 22.2% from $2@8li8on in 2002 to $267.6 million in 2003. Carribletworks sales, as a percentage of total
sales, increased from 63.3% in 2002 to 67.4% irB208e increase in Carrier Networks sales is piilgnattributable to an increase in sales of
DSLAMs, optical access, and HDSL-based Total Ac8880 broadband platforms.

Enterprise Networks sales increased 1.8% from &l2dlion in 2002 to $129.1 million in 2003. Theciease in Enterprise Networks sales is
primarily related to an increase in sales of Tétedess integrated access devices and NetVanta gimghartially offset by a decrease in
CSU/DSU sales, which is a hardware unit that teateis carrier services at the enterprise locatibe.iidustry has integrated the functionality
of CSU/DSUs into access routers, thereby redutiegequirement for a standalone CSU/DSU. Entertetgvorks sales, as a percentage of
total sales, decreased from 36.7% in 2002 to 3262603.

Foreign sales decreased 3.4% from $20.3 millia20@02 to $19.6 million in 2003. The decrease inifpresales is attributable to market
challenges in the European and Asia/Pacific regidres are still in the process of developing bussrretationships and expanding our sales
base in these regions.

Cost of Sales

Cost of sales, as a percentage of sales, decrzased9.4% in 2002 to 44.0% in 2003. The decreagrimarily related to manufacturit
efficiencies, the timing differences between thegmition of cost reductions and the lowering afdarct selling prices, and the sales of higher
margin new products. In addition, the decreasdtexsfrom improvements in supply chain managemgun, to the implementation of an
advanced planning system and a web-based procutgmoaess, which has reduced cycle times and isetkaur manufacturing flexibility.

We anticipate continued deployment of supply clagiplications augmented with process improvemeategies will result in further cost
reductions, which we believe will provide a contucompetitive advantage. Carrier Networks cosbtds, as a percent of division sales,
decreased from 51.9% in 2002 to 45.8% in 2003.rarige Networks cost of sales, as a percent obimisales, decreased from 45.1% in 2

to 40.4% in 2003.

An important part of our strategy is to reducegheduct cost of each succeeding product generatidrthen to lower the product’s price based
on the cost savings achieved. This strategy, agidbesl above, sometimes results in variations ingoass profit margin due to timing
differences between the recognition of cost redustiand the lowering of product selling pricesview of the rapid pace of new product
introductions by our company, this strategy mayiltéa variations in gross profit margins that, fory particular financial period, can be
difficult to predict.

Selling, General and Administrative Expenses

Selling, general and administrative expenses ise@2.5% from $81.2 million in 2002 to $83.2 miflim 2003. This increase is primarily
related to an increase in sales and the rescigsiBaptember 2002 of salary reductions implemeintéde second half of 2001 as a cost control
mechanism, instead of extensive staff reductiomegadly imposed throughout the telecommunicatiowsistry. The increase in selling, gene
and administrative expenses is partially offse$By0 million of bad debt expense that was recorde&02, compared to $0 of bad debt
expense that was recorded in 2003. In additionrawipg financial conditions in the telecom indusédjowed us to reduce our allowance for
doubtful accounts by $0.7 million in the latterfhafl 2003. Selling, general and administrative exges as a percentage of sales decreased fror
23.5% in 2002 to 21.0% in 2003. Selling, general administrative expenses include personnel costadministration, finance, information
systems, human resources, sales and marketingesiedady management, as well as rent, utilities,llagd accounting expenses, bad debts,
advertising, promotional
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material, gains or losses on the disposal of ptgpplant, and equipment occurring in the normalrse of business, trade show expenses, and
related travel costs. The decrease in selling, géaad administrative expenses as a percentagges is due to our continued control of
discretionary spending. Selling, general and adshigiive expenses as a percent of sales will giypéiectuate whenever there is significant
fluctuation in revenues during the periods beingnpared.

Research and Development Expenses

Research and development expenses increased 22%6%6.3 million in 2002 to $58.1 million in 200Bhe increase in research and
development expenses is primarily related to tBeission of salary reductions in September 2002aanidcrease in product approval costs. As
a percentage of sales, research and developmestsegdecreased from 16.2% in 2002 to 14.7% in.Z088decrease in research and
development expenses as a percent of sales i®due tontinued control of discretionary spendimgieas such as travel, contract labor and
training. Research and development expenses asenpege of sales will fluctuate whenever there $ggnificant fluctuation in revenues dur
the periods being compared.

We continually evaluate new product opportunitied angage in intensive research and product developefforts. We frequently invest
heavily in up-front new product development effgit#r to the actual commencement of sales of anregw product. To date, we have
expensed all product research and development assteurred. As a result, we may incur signific@search and development expenses prior
to the receipt of revenues from a major new produatip. We are presently incurring research aneldgment expenses in connection with
new products and expansion into international ntarke todays challenging industry environment, we have manadiour level of investme

in research and development during a period whemyroampetitors have significantly reduced theirgstments in this area. This investment
has provided for continued new product developmamtancement of current products, and productredsictions.

Interest and Dividend Income

Interest and dividend income decreased 2.2% frorh $@llion in 2002 to $8.9 million in 2003. This dease is primarily related to lower
interest rates and shorter maturities on our firedme investments, partially offset by an increlasiaterest producing assets.

Interest Expense

Interest expense on our taxable revenue bond detesightly from $2.6 million in 2002 to $2.5 nolh in 2003. See Note 5 of Notes to
Consolidated Financial Statements for additionfdrimation on our revenue bond.

Net Realized Investment Gain (Loss)

Net realized investment gain (loss) changed framtdoss of $12.0 million in 2002 to a net gair$6f2 million in 2003. This change

primarily related to an impairment charge for ottiean-temporary declines in the market value oéstinents that was recognized in the
second and third quarters of 2002, compared tsaetional-based gains and losses realized in 20@3assess, on a quarterly basis, significant
declines in investment value which may be considletber-than-temporary and, if necessary, recogmizrecord the appropriate charge to
write-down the carrying value of such investmeAiscordingly, during 2002, we recorded $9.6 milliohother-than-temporary investment
impairment charges related to 19 marketable egaityrities investments. The remaining $2.4 milbbmet realized investment loss was
related to write-downs of private securities aralired transactional gains and losses in 2002.

Other Income (Expense)

Other income increased from $0.2 million in 2003106 million in 2003. This increase is primarislated to net recoveries from former
customers, realized foreign currency gains andostraterial sales.

Income Taxes

Our effective tax rate increased from 23.0% in 26020.7% in 2003. This increase is primarily rethto a higher mix of taxable income, ¢
lower research and development tax credits as@epeof taxable income, partially offset by thelsetent of tax contingencies during 2003.
During the year ended December 31, 2003, we redaggain tax contingencies resulting in the reiducof our effective tax rate from 31.5%
to 30.7%.
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Net Income

As a result of the above factors, net income irseddrom $24.8 million in 2002 to $61.5 million2003. As a percentage of sales, netinc
increased from 7.2% in 2002 to 15.5% in 2003.

2002 Compared to 2001
Sales

ADTRAN's sales decreased 10.7% from $387.1 millim2001 to $345.7 million in 2002. The decrease prawarily the result of decreased
spending by our customers, which we believe to feEsalt of both economic and industry-wide factémsparticular, the decrease in overall
sales is attributable to a decrease in sales dD&IrTotal Reach and HDSL/T1 products, partiallfset by increased sales of our Systems
products. Carrier Networks sales decreased 8.2f% $238.4 million in 2001 to $218.9 million in 200R2arrier Networks sales, as a perceni
of total sales, increased from 61.6% in 2001 t@%&3in 2002. Enterprise Networks sales decreasétyd from $148.7 million in 2001 to
$126.8 million in 2002. Enterprise Networks sabesa percentage of total sales, decreased fror38.2001 to 36.7% in 2002. Foreign sales
increased 14.7% from $17.7 million in 2001 to $2®i8ion in 2002. The increase in foreign saleatisibutable to market acceptance of the
Carrier Networks Division’s Total Access System jethincludes the Total Access 3000 and SHDSL (Sytrioz HDSL).

Cost of Sales

Cost of sales decreased 20.1% from $213.8 millic2001 to $170.8 million in 2002. The cost of salesrease is primarily related to the
decrease in revenues in each respective periograddict cost reductions in 2002. As a percentagalefs, cost of sales decreased from 55.2%
in 2001 to 49.4% in 2002 and is primarily attrialeato product cost reductions in excess of saliee peductions in the Carrier Networks
Division. Carrier Networks cost of sales, as a eetof division sales, decreased from 60.7% in 20081.9% in 2002. Enterprise Networks
cost of sales, as a percent of division salesedsed from 46.4% in 2001 to 45.1% in 2002.

An important part of our strategy is to reducegheduct cost of each succeeding product generatidrthen to lower the product’s price based
on the cost savings achieved. This strategy, agidbesl above, sometimes results in variations ingoass profit margin due to timing
differences between the recognition of cost redmstiand the lowering of product selling pricesview of the rapid pace of new product
introductions by our company, this strategy mayiltéa variations in gross profit margins that, fory particular financial period, can be
difficult to predict.

Selling, General and Administrative Expenses

Selling, general and administrative expenses dsetkd5.4% from $96.0 million in 2001 to $81.2 roitliin 2002. This decrease is a result of a
reduction in force, salary reductions, and othest ceductions implemented in the second half ofl20® the second half of 2002, our operating
margins returned to normal levels, allowing theigsion of the mandatory salary reductions, effec8eptember 1, 2002. Selling, general and
administrative expenses as a percentage of satesaded from 24.8% in 2001 to 23.5% in 2002. Hisatly, we have experienced very little
bad debt expense; however, due to the recent fiadificulties in the telecommunications industhad debt expense was $2.0 million and
$3.3 million in 2002 and 2001, respectively. Selligeneral and administrative expenses as a pestsates will generally fluctuate whenever
there is significant fluctuation in revenues durthg periods being compared.

Research and Development Expenses

Research and development expenses decreased 4#9%58.9 million in 2001 to $56.3 million in 200%s a percentage of sales, research
development expenses increased from 15.2% in 2006.2% in 2002. We continually evaluate new prodyportunities and engage in
intensive research and product development effbdglate, we have expensed all product researcd@relopment costs as incurred.
Additionally, we frequently invest heavily in upsfit new product development efforts prior to thesakcommencement of sales of a major
new product. As a result, we may incur significeegearch and development expenses prior to thgptedeevenues from a major new prod
group. We are presently incurring research andldpugent expenses in connection with new produatisexipansion into international marki
In today’s challenging industry environment, we éavaintained our level of investment in researah@svelopment during a period when
many competitors have significantly reduced theirestments in this area. This investment has peovfdr continued new product
development, enhancement of current products, esdlipt cost reductions. Research and developm@einses as a percentage of sales will
fluctuate whenever there is a significant fluctoatin revenues during the periods being compared.
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Interest and Dividend Income

Interest and dividend income increased 12.3% fr8ri $illion in 2001 to $9.1 million in 2002. Thisdrease is primarily related to an incre
in fixed income investments and related investnigedme and an increase in the interest rate eamele collateral deposit associated with
our $50.0 million revenue bond.

Interest Expense

Interest expense increased 30.0% from $2.0 milhd2001 to $2.6 million in 2002. This increase isr@rily related to an increase in the
interest rate on our $50.0 million revenue bonae Nete 5 of Notes to Consolidated Financial Statemfor additional information on our
revenue bond.

Other Income (Expense)

Other income (expense) increased from an expen&ddf) million in 2001 to income of $0.2 million R0O02. This increase is primarily rela
to an increase in realized foreign currency gaimsscrap material sales.

Net Realized Investment Losses

Net realized investment losses increased from §@lion in 2001 to $12.0 million in 2002. This irease is primarily related to an impairm
charge for other-than-temporary declines in theketavalue of investments. We recorded an impairmshatge of $9.6 million of other-than-
temporary investment impairment charges relateé®tmarketable equity security investments. The neimg $2.4 million of net realized
investment loss was related to write-downs of fievsecurities and realized transactional gaind@sges in 2002.

Income Taxes

Our effective tax rate decreased from 27.0% in 2013.0% in 2002. Pre-tax income for financialogimg purposes was substantially lower
through 2002 due to the other-than-temporary deslin the market value of certain investments. Aigker mix of non-taxable income, and
higher research and development tax credits ango@sic incentive credits as a percent of taxablernme resulted in a substantially lower
effective tax rate.

Net Income

As a result of the above factors, net income irsgdal3.3% from $17.3 million in 2001 to $24.8 moifliin 2002. As a percentage of sales,
income increased from 4.5% in 2001 to 7.2% in 2002.

Liquidity and Capital Resources

Fifty million dollars of the expansion of Phasedfiour corporate headquarters was approved faicgeation in an incentive program offer
by the Alabama State Industrial Development Autlydithe “Authority”). The incentive program enablearticipating companies to generate
Alabama corporate income tax credits that can bd tsreduce the amount of Alabama corporate indaes that would otherwise be
payable. We cannot be certain that the state dfisktea will continue to make these corporate incamectedits available in the future, and
therefore, we may not realize the full benefitlefge incentives. Through December 31, 2003, thhdkity had issued $50.0 million of its
taxable revenue bonds pursuant to the incentivgrano and loaned the proceeds from the sale ofdhdsto ADTRAN. We are required to
make payments to the Authority in the amounts resmggo pay the principal of and interest on théhatity’s Taxable Revenue Bond, Series
1995, as amended, currently outstanding in theeggge principal amount of $50.0 million. The bonatunes on January 1, 2020, and bears
interest at the rate of 5%. Included in long-tenweistments are $50.0 million of restricted fundsich is a collateral deposit against the
principal amount of this bond. In conjunction witfis program, we are eligible to receive certaioreanic incentives from the state of Alabe
that reduce the amount of payroll withholdings tivatare required to remit to the state for thospleyment positions that qualify under the
program. Our economic incentives realized for tharg ended December 31, 2003, 2002 and 2000 weserfilion, $1.2 million and $1.3
million, respectively.

In July 2003, the board of directors determinellegin declaring quarterly dividends on our commimcls and presently anticipates that it \
declare a regular quarterly dividend so long agtiesent tax treatment of dividends exists and aatedevels of liquidity
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are maintained. On July 14, 2003, the board detlargpecial and quarterly cash dividend of $1.@D%h075 per common share, respectively,
to be paid to stockholders of record at the clddausiness on July 31, 2003. The special and gipad&idend payment, which was paid on
August 29, 2003, totaled $83.0 million. On Octob8y 2003, the board declared a second quartertydig&lend of $0.075 per common share
to be paid to stockholders of record at the clddmsiness on October 31, 2003. The quarterly divitlpayment was approximately $5.9
million and was paid on November 17, 2003. The thakaclared a third quarterly cash dividend on Jgn@, 2004. The quarterly cash
dividend was $0.08 per common share to be paidlabehs of record at the close of business on Fepi3a2004, with a payment date of
February 17, 2004. The quarterly dividend paymeas approximately $6.3 million.

On October 13, 2003, we announced that our boaditettors declared, effective December 15, 2008jcafor-one stock split to be effected
the form of a stock dividend of one share of comrstmtk for each outstanding share of common stocktbckholders of record on December
1, 2003. Share and per share amounts, includirf sfations, in the accompanying Consolidated Statemof Income and Notes to
Consolidated Financial Statements have been réivehcadjusted to reflect our stock split.

Our working capital, which consists of current as$ess current liabilities, increased 8.2% fror@%8 million as of December 31, 2002 to
$220.1 million as of December 31, 2003. The quatior defined as cash, cash equivalents, short-terastments, and net accounts receivable,
divided by current liabilities, decreased from 5a&3of December 31, 2002 to 4.87 as of Decembe2®13. The current ratio, defined as
current assets divided by current liabilities, éased from 7.35 as of December 31, 2002 to 6.46 Becember 31, 2003. The decrease in
liquidity ratios is primarily a result of the spatand quarterly dividend payments and a movemiemometary assets from cash and cash
equivalents to long-term investments, partiallyseffby an increase in accounts receivable.

As of December 31, 2003, we had an income taxvabég of $11.6 million. This receivable was genedah the fourth quarter of 2003 from
the tax benefit associated with the exercise ofequalified stock options. We receive an incomedeaguction for the difference between the
exercise price and the market price of a non-gedli$tock option upon exercise by the employeer&derded $23.6 million during the year
ended 2003 as an income tax deduction for therdifte between the exercise price and the markegt pfinon-qualified stock option
exercises.

At December 31, 2003, our cash on hand of $132liomand short-term investments of $11.9 millidaged our short-term liquidity in cash,
cash equivalents, and short-term investments at.®Idillion. At December 31, 2002, cash on hand $&25.1 million and short-term
investments were $19.7 million, which placed owrsterm liquidity at $144.8 million. This decreaseprimarily attributable to the $88.9
million of special and quarterly dividend paymeatsl a movement of monetary assets from cash ahdegasvalents to longerm investment
partially offset by our ability to generate casbinfroperations and proceeds received from the eseeocfiemployee stock options.

At December 31, 2003, our long-term investmentsaased by 32.6% to $233.7 million from $176.3 roilliat December 31, 2002. This
increase is primarily attributable to our abilitydenerate cash from operations, the investmeptarfeeds from stock option exercises, and
increases in market value of long-term availablesfae securities. The decrease in deferred tatsiasd the increase in deferred tax liabilities
is attributable to the increase in market valuewflong-term investments. Long-term investment®etember 31, 2003, and December 31,
2002, include a restricted balance of $50.0 millielated to our revenue bonds, as discussed atdéntend to finance our operations in the
future with cash flow from operations and our remirag borrowed taxable revenue bond proceeds. Wevaethese available sources of funds
to be adequate to meet our operating and capicalnf®r the foreseeable future.

Accounts receivable increased 34.7% from Decembg2@02 to December 31, 2003. Quarterly accoumtsivable days sales outstanding
increased one day from 41 days as of December@®P, @& 42 days as of December 31, 2003. This igereaaccounts receivable is caused by
increased sales. Other receivables increased SgordDecember 31, 2002 to December 31, 2003, pifynasulting from an increase in
shipments of components to subcontractors, dua tocease in business activity. Even with a 14ifiétease in sales, inventory remained
relatively stable from December 31, 2002 to Decam3fie 2003. Quarterly inventory turnover increafech 3.93 turns as of December 31,
2002 to 4.86 turns as of December 31, 2003. Thease in inventory turnover is attributable to caintinued efforts to streamline our
production process, work closely and efficientlyfhwour subcontractors, and increase manufactusharity. In addition, improvements in
supply chain management due to the implementafiam @advanced planning system and a web-basednerent process have reduced cycle
times and increased our manufacturing flexibilithe deployment of these supply chain applicationkiaitiatives has resulted in better
inventory control and increased inventory turnover.

Accounts payable increased 57.3% from Decembe2@12 to December 31, 2003. Accrued expenses irentet® 6% from December 31,
2002 to December 31, 2003. These increases ararniimelated to the variations of timing of payn®rincreased business activity, and a net
increase in our warranty reserve related to thewedimg base of ADTRAN products in the field underranty. Capital expenditures totaled
approximately $6.8 million, $2.6 million and $13x#llion for the years ended December 31, 2003, 2022001, respectively. These
expenditures were primarily used to purchase coenfhardware and software, manufacturing and tespetent, and in 2001 to expand our
corporate headquarters.
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In July 2001, the board of directors approved #purchase of 2,000,000 shares of ADTRAN commorkstoca pre-split basis. As of
December 31, 2003, we had repurchased 1,676,52@ssbfiour common stock on a pre-split basis (3 B&8shares posiplit) at a total cost
$31.7 million and had the authority to purchasedditional 323,448 shares. No shares were purclths@ny the year ended December 31,
2003. We issued 4,125,242 shares of treasury stodikl04,029 newly issued shares of common stock56rl million during the year ended
December 31, 2003, to accommodate employee stdamnogxercises. During 2002 and 2001, we issuedS8band 73,340 shares of treasury
stock, respectively, to accommodate employee gsiptibn exercises.

We have used, and expect to continue to use, #tegenerated from operations for working capitalidénd payments, and other general
corporate purposes, including (i) product developinaetivities to enhance our existing products éaeelop new products and (ii) expansio
sales and marketing activities.

We have various contractual obligations and commakecommitments. The following table sets forthnidllions, the annual payments,

exclusive of interest payments, we are requiretid@e under contractual cash obligations and othneercial commitments at December 31,
2003.

Contractual Obligations

After 2008
(In millions) Total 2004 2005 2006 2007 2008
Long-term debi $50.C — — — — — $ 50.(
Investment commitmen $ 6.0 — $1.7 — $4.3 — —
Operating lease obligatiol $ 22 $ 0.7 $0.5 $04 $0.4 $0.2 —
Purchase obligatior $27.¢ $27.¢ — — — — —
Totals $86.1 $28.¢€ $2.2 $0.4 $4.7 $0.2 $ 50.C

We do not have off-balance sheet financing arramgsiand have not engaged in any related partgacsions or arrangements with
unconsolidated entities or other persons thateasanably likely to materially affect liquidity tre availability of or requirements for capital
resources. See Notes 5 and 10 of Notes to Consatiddnancial Statements for additional informationour revenue bond and operating lease
obligations, respectively. We have committed teetvan aggregate of $7.9 million in two privateiggfunds, of which $1.9 million has been
invested to date. The duration of each of thesentibmments is five years with $2.9 million expiring 2005 and $5.0 million expiring in 2007.

At December 31, 2003, we had outstanding purchgieements with vendors of approximately $27.9 miillio purchase materials and
services.

Effect of Recent Accounting Pronouncements

In May 2003, the FASB issued SFAS No. 1B@counting for Certain Financial Instruments witha&acteristics of both Liabilities and Equity
(“SFAS 150").SFAS 150 establishes how an issuer classifies arabunes certain freestanding financial instrumeiitts characteristics of bo
liabilities and equity and requires that such mstents be classified as liabilities. SFAS 150 wigecdve for financial instruments entered into
or modified after May 31, 2003, and otherwise fe&ive at the beginning of the first interim petibeginning after June 15, 2003 for those
existing financial instruments subject to its pgions. We have not entered into any financial umegnts within the scope of SFAS 150 since
May 31, 2003. Accordingly, SFAS 150 had no impatbar consolidated financial statements for the yealed December 31, 2003.

In January 2003, the FASB issued FIN,4Bonsolidation of Variable Interest Entitietn December 2003, the FASB issued FIN 46R (revise
December 2003), which replaces FIN 46. FIN 46Rifidgrthe application of Accounting Research Buiédo. 51,Consolidated Financial
Statementsto certain entities in which equity investorsrdii have the characteristics of a controlling fitciahinterest or do have sufficient
equity at risk for the entity to finance its actigs without additional subordinated support frotinen parties. FIN 46R is required to be applied
to entities that are considered special-purpostemiho later than as of the end of the first réipg period that ends after December 15, 2003.
Since we do not have any special-purpose entttiesaccompanying consolidated financial statemfent2003 were not affected by FIN 46R.
FIN 46R is required to be applied by March 31, 2@94ntities not considered to be special-purposigies. We are currently evaluating this
impact of FIN 46R and do not anticipate a matengdact from such entities on our financial positicgsults of operations, or cash flows.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

ADTRAN has not conducted transactions, establigtfiedmitments or entered into relationships requidisglosures beyond those provic
elsewhere in this Form 10-K.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
The following consolidated financial statements@etained in this repotr
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Report of Independent Auditors

To the board of directors and stockholders of ADTRANC.:

In our opinion, the consolidated financial statetadisted in the accompanying index present fairlyall material respects, the financial
position of ADTRAN, Inc. and its subsidiaries atd@enber 31, 2003 and 2002, and the results of tipeirations and their cash flows for each
of the three years in the period ended Decembe2(®13 in conformity with accounting principles gealfy accepted in the United States of
America. In addition, in our opinion, the financ&htement schedule listed in the accompanyingxipdesents fairly, in all material respects,
the information set forth therein when read in cogjion with the related consolidated financiatestaents. These financial statements and
financial statement schedule are the responsilfithe Company’s management; our responsibilitp isxpress an opinion on these financial
statements and financial statement schedule basedraaudits. We conducted our audits of thesemstants in accordance with auditing
standards generally accepted in the United Stdtdmerica, which require that we plan and perfoha &udit to obtain reasonable assurance
about whether the financial statements are freaaiérial misstatement. An audit includes examinorga test basis, evidence supporting the
amounts and disclosures in the financial statemestessing the accounting principles used andfisemt estimates made by management,
and evaluating the overall financial statement @méation. We believe that our audits provide ageable basis for our opinion.

/sl PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP
Birmingham, Alabama

February 16, 2004
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Financial Statements

ADTRAN, INC.
Consolidated Balance Sheets
December 31, 2003 and 20!

(In thousands, except per share amounts) 2003 2002
ASSETS
Current assets
Cash and cash equivalel $132,07: $125,009:
Shor-term investment 11,86¢ 19,74%
Accounts receivable, less allowance for doubtfuloants of $1,746 and $2,472 in 2003 and 2!
respectively 52,38¢ 38,88:
Other receivable 6,98¢ 4,46(
Income tax receivabl 11,58¢ —
Inventory, ne 39,97¢ 39,92¢
Prepaid expenst 2,127 2,65(
Deferred tax asse 3,381 4,79¢
Total current assets 260,37¢ 235,55
Property, plant and equipment, | 97,66 106,17
Other asset 49:¢ 46¢
Deferred tax asse 1,62¢ 2,682
Long-term investment 233,73« 176,33:
Total assets $593,90( $521,21:
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Accounts payabl $ 24,82 $ 15,55¢
Unearned revent 3,20¢ 2,23¢
Accrued expense 2,47¢ 2,19:
Accrued payrol 9,65¢ 6,25
Income tax payabl — 5,801
Other liabilities 14t —
Total current liabilities 40,30¢ 32,04¢
Deferred tax liabilitie: 8,882 3,95¢
Other nol-current liabilities 88¢ —
Bonds payabli 50,00( 50,00(
Total liabilities 100,07¢ 86,00:
Commitments and contingencies (see Note
Stockholders equity
Common stock, par value $0.01 per share; 200,08 skauthorized; 79,294 and 39,445 shares issuel
2003 and 2002, respective 793 394
Additional paic-in capital 135,81 96,98:
Accumulated other comprehensive inca 10,01- 3,09
Retained earning 347,20: 375,01(
Less treasury stock at cost: 4,125 shares in — (40,27))
Total stockholders’ equity 493,82: 435,21
Total liabilities and stockholders’ equity $593,90( $521,21:

The accompanying notes are an integral part oféhmmsolidated financial statements.
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ADTRAN, INC.
Consolidated Statements of Income
Years ended December 31, 2003, 2002 and 2001

(In thousands, except per share amounts)

Sales
Cost of sale!

Gross profit

Selling, general and administrative exper
Research and development exper

Operating income
Interest and dividend incon
Interest expens

Other income (expens
Net realized investment gains (loss

Income before provision for income taxe:
Provision for income taxe
Net income

Weighted average shares outstanc

Weighted average shares outstanding assumingaatil (it

Earnings per common she basic
Earnings per common she- assuming dilution (1

(1) Assumes exercise of dilutive stock options cal@datinder the treasury stock meth

The accompanying notes are an integral part oféhmmsolidated financial statements.

2003 2002 2001
$396,67¢  $345,72!  $387,08:
174,68 170,78¢ 213,76
221,99 174,93 173,32
83,23 81,21 95,95
58,14 56,29t 58,93
80,61 37,42 18,43:
8,912 9,11% 8,071
(2,53¢) (2,572) (2,069)
1,60¢ 234 (29)
22€ (12,027) (674)
88,83( 32,17 23,73
27,31 7,401 6,40¢
$ 61,51F $2477¢  $ 17,32¢
76,94: 76,09( 77,13
80,73¢ 76,44: 77,35:
$ 08 $ 03 $ 02
$ 07¢ $ 03z $ 02
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ADTRAN, INC.
Consolidated Statements of Changes in Stockhold&mguity
Years ended December 31, 2003, 2002 and 2001

Accumulated

Other Total
Additional Comprehensive Stockholders’
Paid-In Retained  Treasury
Capital Earnings Stock Income (Loss) Equity

$ 96,707 $332,90¢ $(15,459) $

19,87( $ 434,42¢

Common Common
(In thousands) Shares  Stock
Balance, December 31, 20C 39,44t $ 394
Net Income

Change in unrealized gain on marketable secuftiesof
deferred tax of $4,077

Reclassification adjustment for amounts includedehincome
(net of income tax of $1,84!

Stock options exercise

Various prices per sha
Purchase of treasury stock: 215 shi
Income tax benefit from exercise of r-qualified stock option

17,32¢

(340) 792
(4,100
17

17,32¢
(7,220 (7,220
(3,276 (3,276

452
(4,100

Balance, December 31, 20C 39,44t $ 394 $ 96,38: $350,23: $(18,759 % 9,37t $ 437,62¢
Net Income 24,77¢ 24,77¢
Change in unrealized gain on marketable secuftiesof

deferred tax of $4,00: (7,089 (7,089
Reclassification adjustment for amounts includedehincome

(net of income tax of $45° 81C 81C
Stock options exercise

Various prices per sha 1 3,69¢ 3,69¢

Purchase of treasury stock: 1,340 sh; (25,20 (25,20
Income tax benefit from exercise of r-qualified stock option 597 597
Balance, December 31, 20C 39,44t $ 394 $ 96,98: $375,01( $(40,27) $ 3,097 $ 435,21;
Net Income 61,51¢ 61,51¢
Dividend payment (88,92¢) (88,92¢)
Change in unrealized gain on marketable secufitiesof

deferred tax of $4,48¢ 7,61¢ 7,61¢
Reclassification adjustment for amounts includedehincome

(net of income tax of $57¢ (997) (997
Unrealized foreign exchange translation (net oedef tax $14: 294 294
Stock options exercise

Various prices per sha 214 2 14,81« 40,271 55,08

100% stock dividen 39,63t 397 (397 0
Income tax benefit from exercise of r-qualified stock option 23,631 23,631
Issue of options below fair market val 381 381

Balance, December 31, 20C 79,29¢ $ 798

$135,81« $347,20: $ 0%

10,012 $ 493,82:

ADTRAN issued 4,125 shares, 375 shares and 76 sbateeasury stock to accommodate employee stptikroexercises during 2003, 20
and 2001, respectively, and issued 214 sharesnofnam stock to accommodate employee stock optiorcieses during 2003.

Comprehensive income in 2003 of $68,430 consistebfncome of $61,515 and unrealized gains on etabke securities of $6,621 (net of
deferred tax) and foreign currency translation siiiients of $294 (net of deferred tax).

Comprehensive income in 2002 of $18,498 consisteebfncome of $24,776 and unrealized losses ohketedile securities of $6,278 (net of

deferred tax).

Comprehensive income in 2001 of $6,833 consistebincome of $17,329 and unrealized losses on etalle securities of $10,496 (net

deferred tax).

The accompanying notes are an integral part oféhmmsolidated financial statements
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ADTRAN, INC.
Consolidated Statements of Cash Flows
Years ended December 31, 2003, 2002 and 2001

(In thousands) 2003 2002 2001

Cash flows from operating activities

Net income $ 61,561¢ $ 24,77¢ $17,32¢
Adjustments to reconcile net income to net cashigeal by operating activitie:
Depreciatior 15,245 16,40¢ 16,79¢
Loss on sale of property, plant and equipn 3 101 —
Loss (gain) on sale of sh-term investment — (32) 18C
Loss (gain) on sale of lo-term investment (22€) 42€ (5,159
Write-down of other equity and debt securit — 11,627 5,65:
Non-cash compensation exper 381 — —
Deferred income taxe 2,812 1,21C (2,527
Income tax benefit from exercise of r-qualified stock option 23,63¢ 597 16
Change in operating assets and liabilit
Accounts receivable, n (13,509 21,71¢ 21,53t
Other receivable (2,52¢) 5,15(C 26,25(
Income tax receivabl (11,58¢) — —
Inventory, ne (49) 16,92 32,40:
Prepaid expenses and other as 49¢ 857 52€
Accounts payabl 10,24 2,231 (18,567
Accrued expense 3,68: 72€ (839
Income taxes payab (4,779 2,45¢ (382
Net cash provided by operating activities 85,35« 105,17¢ 93,22
Cash flows from investing activities
Expenditures for property, plant and equipn (6,782 (2,647 (13,21¢)
Proceeds from the disposition of property, plartt aquipmen 38 10C —
Proceeds from sale of availa-for-sale investment 68,49¢ 145,51( 36,28
Purchases of availat-for-sale investment (114,467 (189,38¢) (97,799
Proceeds from maturities of h-to-maturity investment 18,73¢ 42,37 59,22¢
Purchases of he-to-maturity investment (10,85¢) (35,810 (53,549
Net cash used in investing activitie (44,829 (39,85¢) (69,049
Cash flows from financing activities
Proceeds from issuance of common si 55,081 3,69¢ 452
Purchase of treasury sto — (25,20¢) (4,100
Dividend payment (88,929 — —
Net cash used in financing activitie: (33,84() (21,510 (3,647
Net increase in cash and cash equival 6,68¢ 43,81 20,53:
Effect of exchange rate chanc 294 — —
Cash and cash equivalents, beginning of ye: 125,09: 81,28( 60,74¢
Cash and cash equivalents, end of ye: $ 132,07: $ 125,09: $ 81,28(
Supplemental disclosure of cash flow informati
Cash paid during the year for inter $ 2,57¢ $ 2,52¢ $ 1,861
Cash paid during the year for income ta $ 14,06 $ 8,49¢ $ 11,76

The accompanying notes are an integral part oféhmmsolidated financial statements.
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Notes to Consolidated Financial Statemer

Note 1 - Nature of Business and Summary of Signifint Accounting Policies

ADTRAN, Inc. designs, develops, manufactures, matkand services a broad range of high-speed nketmamess products utilized by
providers of telecommunications services (servimgdur Carrier Networks Division) and corporate @rs@rs (serviced by our Enterprise
Networks Division) to implement advanced digitaivéees over public and private networks. Our prdadwaee used primarily in trlast mile”

of the network, or the local loop. The last miléhiat segment of a telecommunications network¢bahects end user subscribers to a service
provider’s closest facility. Our products typicatignnect two ends of a telecommunications cireuit] serve to transmit data, voice, and video
over that circuit.

Principles of Consolidation

Our consolidated financial statements include ADTNR#nd its wholly owned subsidiaries. All significanter-company accounts at
transactions have been eliminated in consolidation.

Cash and Cash Equivalents

Cash and cash equivalents represent demand depositey market accounts, and s-term investments classified as f-to-maturity (se¢
Note 2) with original maturities of three monthsess.

Financial Instruments

The carrying amount reported in the balance sHeetsash and cash equivalents, accounts receivabteaccounts payable approximate
value due to the immediate or short-term maturitthese financial instruments. The carrying amaoepborted for bonds payable approximates
fair value because the underlying instruments avamable rates that re-price frequently.

Investments represent re-marketed preferred stauksicipal bonds, and marketable equity securifiesmarketed preferred stocks and
variable rate municipal bonds are designed to bé&eted as money market instruments. These instrtaneinidend rates reset on a short-term
basis to maintain the price of the instrumentsaat Phese instruments may be redeemed on theldateterest rate resets. The fair value of
short-term investments is estimated based on quogelet prices (see Note 2).

Long-term investments represent restricted monekebdunds, municipal bonds, marketable equity sées, and other equity and debt
investments (see Note 2). The fair value of th&rided money market funds approximates fair value to a variable interest rate. Marketable
equity securities are reported at market valueetardhined by the most recently traded price ofséurities at the balance sheet date, although
the securities may not be readily marketable dubdcize of the available market. Unrealized gaims losses, net of tax, are reported as a
separate component of stockholders’ equity. Redigagns and losses on sales of securities are deshpader the specific identification

method and are included in current income. We pa#ly review our investment portfolio for investmts considered to have sustained an
other-than-temporary decline in value. Impairmérerges for other-than-temporary declines in vaheeracorded as realized losses in the
accompanying consolidated statements of incomeNsé® 2). Our investments at December 31, 2003280@ are classified as available-for-
sale or held-to-maturity.

Other Receivables

Other receivables are comprised primarily of acgrinéerest, amounts due from subcontract manufaxddor product component sales, i
rebates due from vendors.

Inventory

Inventory is carried at the lower of cost or marketh cost being determined using the -in, first-out method. Standard costs for mate
labor, and manufacturing overhead are used to vawantory. All standard costs are rolled forwardaomonthly basis. Therefore, inventory
costs approximate actual costs at the end of egudrting period. We establish reserves for estichakeess, obsolete, or unmarketable
inventory by an amount equal to the difference leetwthe cost of the inventory and the estimatedeaalue of the inventory based upon
assumptions about future demand and market conditiWhen excess and obsolete inventories are didpriy our company, the related
write-downs are charged against the inventory ueser
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Property, Plant and Equipment

Property, plant and equipment, which are statesi, are depreciated using methods which apprdgisteaigr-line depreciation over tr
estimated useful lives of the assets. We deprebisgitding and land improvements from five to 39 ie@ffice machinery and equipment from
three to seven years, and engineering machinerga@migment from three to seven years. Expenditioreepairs and maintenance are charged
to expense as incurred. Betterments that matepatiiong the lives of the assets are capitalizéx dost of assets retired or otherwise disposec
of and the related accumulated depreciation arevethfrom the accounts, and the gain or loss oh digposition is included in selling,

general and administrative expenses in the accoyimaoonsolidated statements of income.

Liability for Warranty Returns

Our products generally include warranties of on&Qgears for product defects. We accrue for wayregturns at the cost to repair or replace
the defective products at the time revenue is neizegl. We engage in extensive product quality fogrand processes, including actively
monitoring and evaluating the quality of our comgohsuppliers. Our warranty obligation is affedbgdoroduct failure rates, material usage,
and other rework costs incurred in correcting apo failure. The liability for warranty returnstéded $1.5 million and $1.4 million at
December 31, 2003 and 2002, respectively. Thebditi@as are included in accrued expenses in ttm®@apanying consolidated balance sheets.

Additions
Charged
Balance a (Credited) Charged
(Credited) Balance a
Beginning to Costs & P
to Other Deduction End
(In thousands) of Period Expenses Accounts of Period
Year ended December 31, 20
Warranty liability $ 1,38¢ $ 3,034 — $ 2,87i $ 1,541
Year ended December 31, 20
Warranty liability $ 1,271 $ 3,84¢ — $ 3,73¢ $ 1,38¢

Impairment of Long-Lived Assets

We review long-lived assets for impairment under glidance prescribed by SFAS No. 14dc¢ounting for the Impairment or Disposal of
Long-Lived Assets We evaluate long-lived assets used in operafmmisnpairment whenever events or changes in cistantes indicate that
the carrying amount of an asset may not be recbleend the undiscounted cash flows estimated geberated by those assets are less than
the assets’ carrying values. An impairment lossldite recognized in the amount by which the recdrddue of the asset exceeds the fair
value of the asset, measured by the quoted mariket @f an asset or an estimate based on therifestation available in the circumstances.
There were no such losses recognized during 2@, 2nd 2001.

Research and Development Costs

Research and development costs are expensed asthend include compensation for engineers, sugrsonnel, outside contract
services, and material costs associated with nedugt development, the enhancement of current gtedand product cost reductions. We
continually evaluate new product opportunities andage in intensive research and product developefifemts. Research and development
costs totaled $58.1 million, $56.3 million and $ba&illion for the years ended December 31, 2008224nd 2001, respectively.

Advertising Costs

Advertising costs are expensed as incurred. Adsingiexpense was $2.2 million, $2.8 million and$aillion for the years ended December
31, 2003, 2002 and 2001, respectively.

Comprehensive Income

Comprehensive income consists of all changes iitye(net assets) during a period from non-ownersest Iltems included in comprehensive
income include net income, changes in unrealizéasgand losses on marketable securities, and foi@igrency translation adjustments.
Comprehensive income is presented in the conselidstatements of changes in stockholders’ equity.
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Income Taxes

The provision for income taxes has been determirséth the asset and liability approach of accognfiim income taxes. Under this appros
deferred taxes represent the future tax conseqsenxeected to occur when the reported amountssetsand liabilities are recovered or paid.
The provision for income taxes represents incorrestpaid or payable for the current year plus tlenge in deferred taxes during the year.
Deferred taxes result from the difference betweaeancial and tax bases of the Company’s asset$iabilities and are adjusted for changes in
tax rates and tax laws when changes are enactéshtia allowances are recorded to reduce defeéaedssets when it is more likely than not
that a tax benefit will not be realized. We alsoeiige an income tax deduction for the differencevben the exercise price and the market |
of a nonqualified stock option upon exercise byeh®loyee.

Foreign Currency

We record transactions denominated in foreign aeiess on a monthly basis using the prior m-end exchange rate. Assets and liabili
denominated in foreign currencies are translatedeabalance sheet dates using the closing ratescbfinge between those foreign currencies
and the U.S. dollar with any transaction gainsossés reported in income. Adjustments from traimgldinancial statements of international
subsidiaries are recorded in other accumulated oceimepsive income or loss.

Revenue Recognition

Revenue is generally recognized upon shipmenteoptbduct to the customer in accordance with tirageof the sales agreement, or in the

of remote customer-located warehouses, upon dglteethe customer. Shipping fees are recordedwesitee and the related cost is included in
cost of sales. Revenue is recorded net of discoAigs, revenue is recorded when the product psidixed and determinable, collection of the
resulting receivable is probable, and product retare reasonably estimable.

We participate in cooperative advertising and miadieyelopment programs with certain customers. &lpeggrams are used to reimburse
customers for certain forms of advertising andrtovjgle sales incentives, and in general, allowamsts credit up to a specified percentage of
their net purchases. The costs associated witle fhregrams are estimated and accrued at the tim@@fand are included in either marketing
expenses or as a reduction of sales in the accormgaconsolidated statements of income.

Unearned Revenue

Unearned revenue represents customer billings omaintenance service programs paid up front. Weeatly offer on~year, thre-year, anc
five-year maintenance contracts, primarily on Emtise Networks Division products sold through disition channels. Revenue attributable to
these maintenance contracts is recognized ratabéystraight-line basis over the related contract.

Other Income (Expense)

Other income (expense) includes miscellaneous ieconexpense, gains or losses on foreign currgaagactions, raw material scrap sa

and net recoveries from former customers.

Stock-Based Compensation

We record compensation expense for all s-based compensation plans using the intrinsic valethod in which compensation expens:
any, is measured as the excess of the marketgfribe stock over the exercise price of the awarthe measurement date. We recorded $0.2
million, net of tax, of compensation expense in26@dr stock options granted at less than markatezal
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We apply APB Opinion No. 25 and related interpiietat in accounting for our stock option plans. athpensation cost for our stock-based
compensation plans been determined based on theafae at the grant dates for awards under thizsesonsistent with the method
prescribed in SFAS No. 123, net income and earrpegshare would have been reduced to the pro fammunts indicated below:

Pro Forma Net Income (Loss) & Earnings (Loss) Persare

(In thousands, except per share amounts) 2003 2002 2001
Net income- as reporte! $61,51¢ $ 24,77¢ $ 17,32¢
Add: stocl-based compensation expense included in reportédemhe, net of ta 21€ — —
Less: stoc-based compensation expense, net o (22,75 (21,999 (17,869
Net income (loss- pro forma $ 38,97¢ $ 2,77¢ $ (540
Earnings (loss) per sha
Basic-as reporte! $ 0.8 $ 0.3¢ $ 0.2z
Basic-pro forma $ 0.5C $ 0.04 $ (0.0
Diluted-as reportet $ 0.7¢ $ 0.3z $ 0.2z
Diluted-pro forma $ 0.4¢ $ 0.04 $ (0.0

The pro forma amounts reflected above are not septative of the effects on reported net inconfetire years because, in general, the
options granted typically do not vest for severdng and additional awards are made each yeafairhalue of each option grant is estimated
on the grant date using the Black-Scholes optigeing model with the following weighted averagewassgtions:

Weighted Average Assumptions

2003 2002 2001
Expected dividend yiel 0.93% 0% 0%
Expected life (years 5.0C 4.21 5.0C

Expected volatility 55.% 49.¢% 53.1%
Risk-free interest rat 32(% 33(% 4.7%

Earnings Per Share

Earnings per common share, and earnings per corshare assuming dilution, are based on the weightethge number of common al
when dilutive, common equivalent shares outstandining the year (see Note 11).

Dividends

The board of directors presently anticipates thaill declare a regular quarterly dividend so lagythe present tax treatment of divide

exists and adequate levels of liquidity are mairgdi On January 20, 2004, the board of directackadsd a quarterly cash dividend. The
quarterly cash dividend is $0.08 per common shabetpaid to holders of record at the close ofriess on February 3, 2004. The ex-dividend
date was January 30, 2004 and the payment datEetmeary 17, 2004. The quarterly dividend paymess approximately $6.3 million.

Stock Split

On October 13, 2003, the board of directors ded|egfective December 15, 2003, a two-fmre stock split to be effected in the form of ak
dividend of one share of common stock for eachtanting share of common stock for stockholdersobrd on December 1, 2003. Share and
per share amounts, including stock options, inattmpanying Consolidated Statements of IncomeNanels to Consolidated Financial
Statements have been retroactively adjusted teatedlur stock split.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptethie United States of America requires
management to make estimates and assumptiondfiettthe reported amounts of assets and liakslitiee disclosure of
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contingent assets and liabilities at the date efitmancial statements, and the reported amountsveihue and expenses during the reporting
period. The more significant estimates include the bad d#btvance, obsolete and excess inventory resewasanty reserve, and estimated
income tax contingencies. Actual results couldetiffom those estimates.

Reclassifications

Certain reclassifications have been made to th@ 20@ 2001 consolidated financial statements ierot@ conform to the 2003 presentation.
These reclassifications had no effect on previoteghprted net income, cash flows from operatioashdlows from investing activities, or to
stockholders’ equity.

Recently Issued Accounting Standards

In May 2003, the FASB issued SFAS No. 1B@counting for Certain Financial Instruments witha&acteristics of both Liabilities and Equity
(“SFAS 150").SFAS 150 establishes how an issuer classifies arabunes certain freestanding financial instrumeiitts characteristics of bo
liabilities and equity and requires that such mstents be classified as liabilities. SFAS 150 wigecdve for financial instruments entered into
or modified after May 31, 2003, and otherwise fe&ive at the beginning of the first interim petibeginning after June 15, 2003 for those
existing financial instruments subject to its pgions. We have not entered into any financial umeents within the scope of SFAS 150 since
May 31, 2003. Accordingly, SFAS 150 had no impatbar consolidated financial statements for the yealed December 31, 2003.

In January 2003, the FASB issued FIN,4Bonsolidation of Variable Interest Entitietn December 2003, the FASB issued FIN 46R (revise
December 2003), which replaces FIN 46. FIN 46Rifidgrthe application of Accounting Research Buiédo. 51,Consolidated Financial
Statementsto certain entities in which equity investorsrdii have the characteristics of a controlling fitciahinterest or do have sufficient
equity at risk for the entity to finance its actigs without additional subordinated support frotinen parties. FIN 46R is required to be applied
to entities that are considered special-purposéemnho later than as of the end of the first réipg period that ends after December 15, 2003.
Since we do not have any special-purpose entttiesaccompanying consolidated financial statemfent2003 were not affected by FIN 46R.
FIN 46R is required to be applied by March 31, 2a04ntities not considered to be special-purgodities. We are currently evaluating this
impact of FIN 46R and do not anticipate a matengdact from such entities on our financial positicgsults of operations, or cash flows.

Note 2 - Investments

We classify our securities as either avail-for-sale or hel-to-maturity. At December 31, 2003 and 2002, we heddftiiowing securities
recorded at either fair value or amortized costictvlapproximates fair value.

December 31, 2003

Cost or Gross Gross
(In thousands) Amortized Cost Unrealized Gains Unrealized Losse Fair Value
Available-for-sale securities
Restricted money market fun $  50,00( $ 50,00(
Municipal bonds and fixed income mutual fur 159,05! $ 2,00z $ (35€) 160,70:
Marketable equity securitie 15,93¢ 13,74 @77 29,50:
Other equity securitie 1,97¢ 1,97¢
Total available-for-sale securities $ 226,97( $ 15,74: $ (539 $242,18(
Held-to-maturity securities
Municipal bonds and other government fixed incomeusities $ 3,06¢ $ 3,06¢
Other debt securitie 35C 35C
Total held-to-maturity securities $

3,41¢ $ 3,41¢
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December 31, 2002

Cost or Gross Gross

(In thousands) Amortized Cost Unrealized Gains Unrealized Losse Fair Value
Available-for-sale securities
Restricted money market fun $  50,00( $ 50,00(
Municipal bonds and fixed income mutual fur 103,84 $ 2,07: $ (237) 105,68!
Marketable equity securitie 22,66¢ 3,831 (1,100 25,40(
Other equity securitie 911 911
Total available-for-sale securities $ 177,42 $ 5,90¢ $ (1,339 $181,99¢
Held-to-maturity securities
Municipal bonds and other government fixed income

securities $ 13,67¢ $ 13,67¢
Other debt securitie 404 404
Total held-to-maturity securities $

14,08: $ 14,08:

Gross realized gains on the sale of securities appeoximately $2.2 million, $1.4 million and $6xdllion for the years ended December 31,
2003, 2002 and 2001, respectively. Gross realiassels on the sale of securities were approxim@&g& million, $1.7 million and $1.2 million
for the years ended December 31, 2003, 2002 ant], 286pectively. As of December 31, 2003 and 20@2had no unrealized losses with a
duration greater than 12 months. The fair valuaawstments with unrealized losses were $86.5anithnd $29.9 million at December 31,
2003 and 2002, respectively. During 2002, we reizghgross losses of $9.6 million on availablegale equity investments due to
impairments that were deemed to be other-than-teanpo

We also invest in privately held companies and i¢oair investments in these entities at cost. ABefember 31, 2003 and 2002, we had $2.3
million and $1.3 million, respectively, of investnts carried at cost. These investments are includedr total long-term investments in the
accompanying consolidated balance sheets. We reniewivestments in these entities periodicallpiider to determine if circumstances (both
financial and non-financial) exist that indicatattkve will not recover our initial investment. Inmipaent charges are recorded on investments
having a cost basis that is greater than the \thlatewe would reasonably expect to receive in amnisatength sale of the investment. During
2003, 2002 and 2001, we recognized gross lossgd, §2.0 million and $5.5 million, respectively, oost basis investments.

We have committed to invest an aggregate of $7lgomin two private equity funds, of which $1.9liian has been invested to date. The
duration of each of these commitments is five yeaith $2.9 million expiring in 2005 and $5.0 milfi expiring in 2007. This investment is
included in our total available-for-sale investngeand is classified in long-term investments indbeompanying consolidated balance sheets.
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Note 3 - Inventory
At December 31, 2003 and 2002, inventory was coseprdf the following

(In thousands) 2003 2002
Raw materials $19,52¢ $23,25¢
Work in proces: 3,937 2,83¢
Finished good 19,61« 18,26¢
Inventory reservi (3,1072) (4,437)
Total $39,97¢ $39,92¢

Note 4 - Property, Plant and Equipment

At December 31, 2003 and 2002, property, planteanmdpment was comprised of the following:
(In thousands) 2003 2002
Land $ 4,26: $ 4,268
Building 70,43( 70,29¢
Land improvement 14,44 14,44
Office machinery and equipme 55,56( 51,12:
Engineering machinery and equipm 53,31: 51,14¢
Total Property, Plant and Equipment 198,00 191,26¢
Less accumulated depreciati (100,34 (85,09
Total Property, Plant and Equipment (net) $ 97,667 $106,17-

Depreciation expense was $15.2 million, $16.4 oilland $16.8 million in 2003, 2002 and 2001, respely.

Note 5 - Alabama State Industrial Development Authnty Financing and Economic Incentives

In conjunction with an expansion of our Huntsvikdabama, facility, we were approved for participatin an incentive program offered by
State of Alabama Industrial Development Authoritye(“Authority”). Pursuant to the program, on Janyue3, 1995, the Authority issued $20.0
million of its taxable revenue bonds and loanedpitteeeds from the sale of the bonds to ADTRAN. bbeds were originally purchased by
AmSouth Bank of Alabama, Birmingham, Alabama, (Bank”). First Union National Bank of Tennessee sNéille, Tennessee, (the
“Bondholder”) purchased the original bonds from the Bank and nmiardieer advances to the Authority, bringing theat@mount outstanding
$50.0 million. An Amended and Restated Taxable RegeBond (“Amended and Restated Bond”), was issmeldthe original financing
agreement was amended. The Amended and RestateldbBars interest, payable monthly. In 2003, therést rate was 5%. The Amended
Restated Bond matures on January 1, 2020. Theastimarket value of the bond at December 31, 2088,approximately $46.7 million.
We are required to make payments to the Authomitgmounts necessary to pay the principal of aretest on the Amended and Restated
Bond. Included in long-term investments is $50.0iam, which is invested in restricted money marketds. These funds serve as collateral
deposit against the principal of this bond. In coction with this program, we are eligible to regetertain economic incentives from the state
of Alabama that reduce the amount of payroll withings that we are required to remit to the statetiose employment positions that qualify
under the program. Our economic incentives realieethe years ended December 31, 2003, 2002 adtl @@re $1.5 million, $1.2 million a
$1.3 million, respectively.
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Note 6 - Income Taxes
A summary of the components of the provision faoime taxes as of December 31, 2003, 2002 and 2C#xl follows

(In thousands) 2003 2002 2001
Current

Federal $23,241 $5,69¢ $6,91¢
State 1,25¢€ 49€ 2,017
Total Current 24,50: 6,191 8,93¢
Deferred tax provision (benefi 2,812 1,21C (2,527%)
Total provision for income taxes $27,31¢ $7,401 $ 6,40¢

The provision for income taxes differs from the amis computed by applying the Federal statutomy date to the following:

(In thousands) 2003 2002 2001
Tax provision computed at the Federal statutory ¢85% in 2003, 20C

and 2001 $31,09: $11,26: $ 8,30¢
State income tax provision, net of Federal bei 2,02¢ 1,38( 2,314
Federal research cred (2,270 (2,200 (2,38¢)
Tax exempt incom (1,546 (1,729 (89¢)
State tax incentive (1,539 (2,156 (1,326
Other (449 (161) 397
Total provision for income taxes $27,31¢ $ 7,401 $ 6,40¢

Temporary differences which created deferred tartasand liabilities at December 31, 2003 and 2082s follows:

(In thousands) 2003 2002

Current Non-Current Current Non-Current
Accumulated depreciatic $ (5,185 $ (4,65))
Investment: (2,069 3,79¢
Accounts receivabl $ 63¢ $ 89z
Inventory 1,681 1,801
Accruals 1,05¢ 2,10¢ (421
State research cred 441
Valuation allowanct (442)
Deferred tax asset (liability) $3,381 $ (7,259  $4,79¢ $ (1,279

In accordance with SFAS No. 108¢counting for Income Taxesve believe it is more likely than not that welwibt realize a portion of the
benefits of certain deferred tax assets arisingfstate research credits, and accordingly, hawdged a valuation allowance for them.

We recorded $23.6 million, $0.6 million and $0.1limin during the years ended 2003, 2002 and 20€Hpectively, as an income tax deduction
for the difference between the exercise price aednarket price of nonqualified stock option exsgsi
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Note 7 - Stock Option Plans

Our board of directors adopted the 1996 Employeesritive Stock Option Plan (t1*1996 Pla”) effective February 14, 1996, as amenc
under which 16,976,200 shares of common stock vemerved for issuance to certain employees anceoffithrough incentive stock options
and non-qualified stock options. We currently hapéons outstanding under the 1986 Employee Inger§tock Option Plan (the “1986
Plan”), which expired on February 14, 1996. Optigrented under the 1996 Plan or the 1986 Plan be@x@rcisable after one year of
continued employment, normally pursuant to a fauin@-year vesting schedule beginning on the frstiversary of the grant date. Expiration
dates of options outstanding under the 1996 Pldrtlaa1986 Plan at December 31, 2003, range frddb &92013.

The board of directors adopted the 1995 DirecttoskSOption Plan (“Directors Plan”) effective Ocat81, 1995, as amended, under which
400,000 shares of common stock have been resertiedDirectors Plan is a formula plan to providei@pus to our non-employee directors. At
December 31, 2003, 394,500 options had been gramiger the Directors Plan, 72,000 options had lbaecelled or forfeited, and 77,500
options remained available for grant. Expiratiotedaf options outstanding under the Directors Rtadecember 31, 2003, range from 200
2013.

On January 28, 2002, our board of directors apmt@eoluntary stock option exchange program foeitgployees, executive officers, and
directors. In conjunction with the exchange offee, filed a Tender Offer Statement on Schedule Tth thie Securities and Exchange
Commission. Under the option exchange program, eyegls, executive officers, and directors who helibos to purchase our common stock
and who had not received options after July 23120&re given the opportunity to exchange unexedcgock options granted prior to
September 30, 2000, with exercise prices of at [B2@ per share. For every four shares of an édigiption, three shares were made available
under the new option grant. The newly issued optist according to the vesting schedule of théeesd options. A total of 2,868,800 opti
were tendered and cancelled. As of December 31,20tbtal of 1,983,366 new options were grantegutalified participants in the exchange
program. The new option grant was made on Augus2@02, at an exercise price of $8.695 per share.

Pertinent information regarding our stock optioard is as follows:

Number of Weighted Average P\r()evsig%%s
Range of

(In thousands, except per share amounts) Options Exercise Prices Exercise Price
Options outstanding, December 31, 20C 8,081 $0.84- $34.9: $ 22.01 Various
Options grante: 2,88¢ $ 9.62- $14.0- $ 12.77 Various
Options cancelled/forfeite (539 $10.65- $34.9: $ 22.0z Various
Options exercise (73) $ 0.84- $12.6¢ $ 6.1¢ Various
Options outstanding, December 31, 20C 10,36¢ $ 0.84- $34.9: $ 13.6¢ Various
Options grante: 4,317 $ 8.69- $16.4¢ $ 9.82 Various
Options cancelled/forfeite (3,299 $ 8.70- $34.9: $ 31.7¢ Various
Options exercise (397) $ 1.25- $15.1¢ $ 9.97 Various
Options outstanding, December 31, 20C 10,98 $ 1.67-$34.9: $ 12.4: Various
Options grante: 747 $18.04- $36.6¢ $ 31.4¢ Various
Options cancelled/forfeite (11¢) $ 1.67-$34.9: $ 14.2¢ Various
Options exercise (4,55(0) $ 1.67-$34.9: $ 12.2: Various
Options outstanding, December 31, 20C 7,06: $ 8.69- $36.6¢ $ 14.5: Various
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The following table summarizes information abowc&toptions outstanding at December 31, 2003:
Options Outstanding at December 31, 200
(In thousands, except per share amoun

Weighted
Average Weighted Weighted
Range of Number Remaining Average Number Average
Exercise Prices Outstanding Contractual Life Exercise Price Exercisable Exercise Price
$8.69- $9.72 757 6.4¢ $8.7:% 337 $8.7¢
$9.90- $13.75 4,25: 7.7C $11.5: 1,421 $11.5¢
$14.03- $17.94 204 7.62 $14.9¢ 92 $15.9¢
$18.03- $24.78 1,10¢ 5.6t $18.1¢ 71€ $18.1:
$28.18- $36.64 74C 9.7t $32.2( 23 $34.1°
Total 7,06 2,58¢

Of the options above, 7,056,907 were issued ateseprices that approximate fair market valudatdate of grant and 6,000 were issued
below fair market value at the date of grant. At@®maber 31, 2003, 4,824,500 options were availailgriant under the plans.

Note 8 - Employee Benefit Plan

Effective January 1, 1990, we adopted a savings (piee “Savings Plan”) for the benefit of eligildmployees. The Savings Plan allows
employees to contribute part of their compensaiictihe plan on a tax-deferred basis, and requiés gontribute an amount equal to 3% of
compensation each year for eligible employees véhe ltompleted a year of service. The Savings Blanténded to qualify under Sections
401(a) and 401(k) of the Internal Revenue Coded861as amended (the “Code”), and is intended @ 1safe harbor” 401(k) plan under code
Section 401(k)(12). Prior to January 1, 2001, wetidouted matching contributions in an amount edqod@0% of each eligible employee’s
elective deferrals under the Savings Plan, up tmb%e employee’s compensation for the plan ye#ective January 1, 2001, the plan
requires us to contribute a “safe harbor” amountaétp 3% of compensation each year for eligibl@leyees who have completed a year of
service up to the statutory maximum compensati@0@00 for 2003). Employees who become eligibialie safe harbor contribution during
the plan year are eligible for 3% of compensatinaluding compensation earned during any portiothefplan year during which the emplo
was eligible to defer, but not yet eligible for thefe harbor contribution. All contributions undlee Savings Plan are 100% vested. Charges to
operations for employer contributions and plan audstiation for the Savings Plan amounted to appnaxely $2.5 million, $2.1 million and
$2.5 million in 2003, 2002 and 2001, respectively.

Note 9 - Segment Information and Major Customers

ADTRAN operates two reportable segments: (1) CaNietworks Division and (2) Enterprise Networks Bign. The accounting policies

the segments are the same as those described"fauhmenary of Significant Accounting Policies” (sHete 1) to the extent that such policies
affect the reported segment information. We evaltia¢ performance of our segments based on grofg firerefore, selling, general and
administrative costs, as well as research and dprednt, other income, interest income/expensegadived investment gains (losses) and
provision for taxes, are reported on an entity-whdsis only. There are no inter-segment revenues.

44



Table of Contents

The following table presents information about tbported sales and gross profit of our reportabtgreents for each of the years ended
December 31, 2003, 2002 and 2001. Asset informdtyoreportable segment is not reported, since weai@roduce such information
internally.

Sales by Market Segment

(In thousands) 2003 2002 2001

Sales Gross Profit Sales Gross Profit Sales Gross Profit
Carrier Networks $ 267,56 $ 145,00° $ 218,91 $ 105,27 $ 238,36° $ 93,64«
Enterprise Network 129,11¢ 76,98¢ 126,81 69,65¢ 148,71 79,67
Total $ 396,67¢ $ 221,99! $ 345,72! $174,93¢ $ 387,08: $173,32:

Sales by Product

The Digital Business Transport (DBT)/Total Reactegary is comprised of revenue from ISDN and DD¥®is$port and connectivity products
sold to carrier and enterprise customers. The Hitthate Digital Subscriber Line (HDSL)/T1 categasycomprised of revenue from HDSL-
related carrier products and T1 CSU/DSU entergiseucts. The Systems category includes revenue Tratal Access narrowand products
M13 multiplexers, integrated access devices andpreducts comprised of NetVanta routers, Intereetisty products, DSLAM products, a
optical access products. The following is salesrimition by product for the years ended Decembg2@a3, 2002 and 2001:

(In thousands) 2003 2002 2001

Digital Business Transport (DBT) / Total Ree $ 31,85( $ 44,93: $ 86,79
High-bit-rate Digital Subscriber Line (HDSL) /1 193,23! 196,89: 200,91¢
Systems 171,59: 103,90: 99,36¢
Total $396,67¢ $345,72! $387,08:

Sales by Geographic Region
The following is sales information by geographieafor the years ended December 31, 2003, 2002G0H

(In thousands) 2003 2002 2001

United State: $377,06( $325,42¢ $369,42:
All other 19,61¢ 20,29¢ 17,65¢
Total $396,67¢ $345,72" $387,08:

Single customers comprising more than 10% of owemae in 2003 included SBC Communications, In22a9%, Verizon Communications,
Inc. at 15.0%, and Sprint Corporation at 13.8%.der customer accounted for 10% or more of owgssial 2003. Sales of network access
equipment to Incumbent Local Exchange Carriers §kFand major independent telecommunications cormpamounted to approximately
60%, 57% and 59% of total sales during the yeadge@®ecember 31, 2003, 2002 and 2001, respecti@elyEnterprise Networks Division
sells a significant portion of products to valueted resellers through a multi-tier distributiontsys. Our total sales of this type amounted to
25%, 25% and 26% of our revenue for each of thesyeaded December 31, 2003, 2002 and 2001, regplgctand were routed through four
primary fulfillment distributors.

As of December 31, 2003, long-lived assets tot&@d 7 million, which includes $97.5 million held time United States and $0.2 million held
outside the United States. As of December 31, 21@0-lived assets totaled $106.2 million, whichlirdes $106.0 million held in the United
States and $0.2 million held outside the UnitedeSta
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Note 10 - Commitments and Contingencies

We have certain contingent liabilities resultingrfr litigation arising in the normal course of besia. Although the outcome of any litigati
can never be certain, it is our opinion that thecome of such contingencies will not materiallyegtfour business, operations, financial
condition or cash flows.

We lease office space and equipment under operat@rsgs which expire at various dates through 288&f December 31, 2003, future
minimum rental payments under non-cancelable opgréases with original maturities of greater ti2months are approximately as
follows:

(In thousands)

2004 $ 684
2005 48¢
2006 41C
2007 35€
2008 152
Total $2,091

Rental expense was approximately $1.9 million, $2illion and $2.2 million in 2003, 2002 and 200dspectively.

We have various contractual obligations and commkecommitments. The following table sets forthniillions, the annual payments,
exclusive of interest payments, we are requiretidaie under contractual cash obligations and othntercial commitments at December 31,
2003.

Contractual Obligations

After
(In millions) Total 2004 2005 2006 2007 2008 2008
Long-term debi $50.C — — — — — $50.C
Investment commitmen $ 6.C — $1.7 — $4.3 — —
Operating lease obligatiol $ 22 $ 0.7 $0.E $0.4 $0.4 $0.2 —
Purchase obligatior $27.¢ $27.¢ — — — — —
Totals $86.1 $28.€ $2.2 $0.4 $4.7 $0.2 $50.C

We do not have off-balance sheet financing arramgesn At December 31, 2003, we had outstandinghases agreements with vendors of
approximately $27.9 million to purchase materiald aervices. Additionally, we have committed toagstvan aggregate of $7.9 million in two
private equity funds, of which $1.9 million has heevested to date. The duration of each of thesensitments is five years with $2.9 million
expiring in 2005 and $5.0 million expiring in 2007.
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Note 11 - Earnings Per Share
A summary of the calculation of basic and dilutadnéngs per share (EPS) for the years ended Dece3ib2003, 2002 and 2001 is as follo

(In thousands, except per share amoun For the Year Ended December 31, 20C

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

Basic EPS

Net income $ 61,51¢ 76,94: $ 0.8C

Effect of dilutive securities

Stock options 3,79

Diluted EPS

Income available to common stockholders (with @blioi for assumed options exercis $ 61,51¢ 80,73¢ $ 0.7¢

For the Year Ended December 31, 2002

Income Shares Per-Share
(Numerator) (Denominator) Amount
Basic EPS
Net income $ 24,77¢ 76,09( $ 0.3
Effect of dilutive securities
Stock options 358
Diluted EPS
Income available to common stockholders (with @bliot for assumed options exercis $ 24,77¢ 76,44: $ 0.3z
For the Year Ended December 31, 2001
Income Shares Per-Share
(Numerator) (Denominator) Amount
Basic EPS
Net income $ 17,32¢ 77,13¢ $ 0.2z
Effect of dilutive securities
Stock options 21¢
Diluted EPS
Income available to common stockholders (with @bloi for assumed options exercis $ 17,32¢ 77,35:¢ $ 0.2z

* Includes an impairment charge related to o-thar-temporary declines in the fair value of equity sés, resulting in an afte-tax loss o
$7.4 million ($0.10 per share assuming dilutic
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The following options were outstanding during teepective years shown below, but were not includékde computation of that yeardilutec
EPS because the options’ exercise prices wereggriegtn the average market price of the commoreshslrown below, therefore making them
anti-dilutive under the treasury method.

Outstanding Options

(In thousands, except per share amoun

2003 2002 2001
Options Exercise Expiration Options Exercise Expiration Options Exercise Expiration
Granted Price Granted Price Granted Price
2 $ 32.8¢ 2006 44 $15.8¢-$20.5( 2005 69 $15.25-$23.1: 2005
28 $ 34.91 2010 28 $15.2£-$20.7¢ 2006 44¢ $15.25-$32.8¢ 2006
74C $28.18- $36.6¢ 2013 847 $12.6¢-$21.3¢ 2007 94t $12.6¢-$21.1¢ 2007
20 $13.13-$15.5( 2008 23 $13.1%-$15.5( 2008
1,74¢ $17.9:-$19.8¢ 2009 1,934 $12.6¢-$25.7- 2009
12C $19.5(-$34.9 2010 2,54¢ $19.5(-$34.9: 2010
2,621 $12.67-$14.0¢ 2011 2,792 $12.67-$14.0- 2011
171 $12.9¢-$16.4¢ 2012

Note 12 - Summarized Quarterly Financial Data (Unadited)

The following table presents unaudited quarterlgrafing results for each of our last eight fisagders. This information has been prepared
by us on a basis consistent with our audited firrstatements and includes all adjustments, ctingisnly of normal recurring adjustments,
considered necessary for a fair presentation ofiéta.

Unaudited Quarterly Operating Results
(In thousands, except for per share amounts)

March 31, September 3C December 31
June 30,
Three Months Ended 2003 2003 2003 2003
Net sales $86,22: $90,43’ $ 106,20: $ 113,81!
Gross profil $47,07: $49,67( $ 58,917 $ 66,30«
Operating incom: $12,65( $15,71¢ $ 23,30¢ $ 30,31t
Net income $10,53¢ $12,37¢ $ 17,16t $ 21,43.
Earnings per common share assuming dilutior $ 0.14 $ 0.1f $ 0.21 $ 0.2¢
Earnings per common she $ 0.1¢ $ 0.1¢€ $ 0.2Z $ 0.2i
March 31, September 3C December 31
June 30,
Three Months Ended 2002 2002 2002 2002
Net sales $83,34: $85,78¢ $ 88,18( $ 88,41¢
Gross profil $39,35¢ $41,62: $ 45,52t $ 48,42¢
Operating incom $ 4,73¢ $ 6,71(C $ 11,93 $ 14,15(
Net income (1 $ 4,341 $ 4,967 $ 3,35¢ $ 12,11(
Earnings per common share assuming dilutior $ 0.0¢ $ 0.0¢ $ 0.04 $ 0.1€
$ 0.04 $ 0.1¢€

Earnings per common she $ 0.0¢ $ 0.0¢€

(1) Net Income for the three months ended June 30,,20@2September 30, 2002, includes ¢-thar-temporary investment impairme
charges, amounting to an a-tax loss of $0.9 million and $6.6 million, respeety.
(2) Assumes exercise of dilutive stock options cal@adatnder the treasury stock meth
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Note 13 — Related Party Transactions

We paid the law firm of one of our directors emgsi$120,000 in fees for legal services rendered wuring 2003. All bills for service
rendered by this firm are reviewed and approvedunychief financial officer. We believe that theéefor such services are comparable to t
charged by other firms for services rendered to us.

One of our non-employee directors is the Presidabtistomer Markets, of one of our significant costes. For fiscal year 2003, we received
payments, directly and indirectly, from this custarm the amount of approximately $22.8 million fsoducts supplied to this customer. We
also paid to this customer $566,938 for servicesiged to us.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACOUNTING AND FINANCIAL DISCLOSURE

No independent certified public accountant of ADTRAas resigned, indicated any intent to resigneanidismissed as the indepenc
certified public accountant of ADTRAN during thedviscal years ended December 31, 2003 or subsethameto.

ITEM 9A. CONTROLS AND PROCEDURES

(a) Evaluation of disclosure controls and procedur@sr chief executive officer and chief financialioffr are responsible for establishing and
maintaining “disclosure controls and procedures’dafined in the Securities Exchange Act of 193RW3a-15(e) and 15d-15(e)) for the
company. Our chief executive officer and chief fioil officer, after evaluating the effectivene$®or disclosure controls and procedures as
of the end of the period covered by this annuabrgfave concluded that our disclosure controts@ecedures are adequate and effective in
timely alerting them to material information refagito us (including our consolidated subsidiarregjuired to be included in our periodic SEC
filings.

(b) Changes in internal control over financial repodirThere were no changes in our internal control diwamncial reporting that occurred
during our most recent fiscal quarter that haveeniaty affected, or are reasonably likely to methy affect, our internal control over financ
reporting.

PART IlI

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Information relating to nominees for director of ARAN and compliance with Section 16(a) of the S Exchange Act of 1934 is set fo
under the captions “Proposal 1-Election of Diregt@nd “Section 16(a) Beneficial Ownership Repattompliance,” respectively, in the
Proxy Statement for the Annual Meeting of Stockeoddto be held on April 15, 2004. Such informai®imcorporated herein by reference.
definitive Proxy Statement was filed with the Seties and Exchange Commission on March 12, 2008rimation relating to the executive
officers of ADTRAN, pursuant to Instruction 3 oéth 401(b) of Regulation S-K and General Instruct{B3) of Form 10-K, is set forth at Part
I, Item 4(A) of this report under the caption “Ex¢ige Officers of the Registrant.” Such informatisrincorporated herein by reference.

CODE OF ETHICS

We have adopted the ADTRAN, Inc. Code of Businessdiict and Ethics, which applies to all employeéf;ers and directors of ADTRAN
The Code of Business Conduct and Ethics meetstiigrements of a “code of ethics” as defined bgnl#06 of Regulation S-K, and applies to
our Chief Executive Officer, Chief Financial Offic@vho is both our principal financial and prindigecounting officer), as well as all other
employees, as indicated above. The Code of Busfbesduct and Ethics also meets the requiremerdscofle of conduct under Nasdaq listing
standards. The Code of Business Conduct and Ehpssted on our website at www.adtran.com undefitiks “Investor Relations —
Corporate Governance - ADTRAN Code of Business @onhdnd Ethics.” We intend to disclose any amendsinthe Code of Business
Conduct and Ethics, as well as any waivers for etvee officers or directors, on our website at wagtran.com.
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ITEM 11. EXECUTIVE COMPENSATION

Information required by this Item 11 relating tceentive compensation and other matters is set tortter the captiorExecutive
Compensation,” “Proposal 1-Election of Directorsreldtor Compensation,” and “Compensation Committéerlocks and Insider
Participation” in the Proxy Statement referredrtdtéem 10 above. Such information is incorporatecen by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS ANDMANAGEMENT

Information relating to ownership of common stodlA®TRAN by certain persons is set forth under tlagtion ‘Share Ownership of Princip
Stockholders and Management” in the Proxy Statemefatred to in Item 10 above. Such informatiomirporated herein by reference.
Information regarding securities authorized fougssce under equity compensation plans of ADTRABEisforth under the caption “Equity
Compensation Plan Information” in the Proxy Statetmeferred to in Item 10 above. Such informati®imicorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Information relating to existing or proposed redaghips or transactions between ADTRAN and anyiat#i of ADTRAN is set forth under tt
caption “Certain Relationships and Related Transast in the Proxy Statement referred to in Itemab@ve. Such information is incorporated
herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information relating to ADTRAN'’s principal accoumtss fees and services is set forth under the eaprincipal Accountant Fees and
Services” in the Proxy Statement referred to imIt) above. Such information is incorporated helbpgineference.

PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTSON FORM 8-K

(@) Documents Filed as Part of This Ref
1. Consolidated Financial Stateme

The consolidated financial statements of ADTRAN #melrelated report of independent auditors theegerset forth unde
Part 11, Item 8 of this repor

Consolidated Balance Sheets as of December 31, &@0200:
Consolidated Statements of Income for the yearseiecember 31, 2003, 2002 and 2
Consolidated Statements of Changes in Stockh¢ Equity for the years ended December 31, 2003, 20022001
Consolidated Statements of Cash Flows for the ye@iled December 31, 2003, 2002 and 2
Notes to Consolidated Financial Stateme
2.  Consolidated Financial Statement Schec
Schedule I Valuation and Qualifying Accoun
3. Exhibits

The following exhibits are filed with or incorpoeat by reference in this report. Where such filimgniade by incorporation by reference to a
previously filed registration statement or repetich registration statement or report is identifiredarentheses. We will furnish any exhibit

upon request to: ADTRAN, Inc., Attn: Investor Rédars, P.O. Box 140000, 901 Explorer Boulevard, Iduitle, Alabama 35814. There is a

charge of $.50 per page to cover expenses for og@yid mailing.
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Exhibit
Number Description

3.1  Certificate of Incorporation, as amended (Exhiblt ® ADTRAN's Registration Statement on Fori-1, No. 3--81062 (the*Form
S-1 Registration Stateme”)).

3.2  Bylaws, as amended (Exhibit 3.2 to ADTR’s Annual Report on Form -K for the year ended December 31, 20(

10.1 Documents relative to the $50,000,000 Taxable Rex@&ond, Series 1995 (ADTRAN, Inc. Project) issbgdhe Alabama Sta
Industrial Development Authority, consisting of tolowing:

(a) First Amended and Restated Financing Agreementdapeil 25, 1997, among the State Industrial Depetent Authority,
a public corporation organized under the laws ef$late of Alabama (the “Authority”), ADTRAN andrgt Union
National Bank of Tennessee, a national bankingaratjpn (the“Bondholder”) (Exhibit 10.1(a) to ADTRAN's Quarterl
Report on Form 1-Q for the quarter ended March 31, 1997 #1997 Form 1-Q")).

(b) First Amended and Restated Loan Agreement dateill 25r1997, between the Authority and ADTRAN (Eliti10.1(b)
to the 1997 Form 1-Q).

(©) First Amended and Restated Specimen Taxable Revone, Series 1995 (ADTRAN, Inc. Project) (Exhib@.1(c) to the
1997 Form 1-Q).

(d) First Amended and Restated Specimen Note from ADNIR#Athe Bondholder, dated April 25, 1997 (Exhitit1(d) to the
1997 Form 1-Q).

(e) Amended and Restated Investment Agreement dateda8, 2002 between ADTRAN and First Union NatidBank
(successor-in-interest to First Union National Bafifennessee (the “Successor Bondholder”)) (ExAibil(e) to
ADTRAN'’s Annual Report on Form -K for the year ended December 31, 2002 “2002 Form 1-K")).

) Resolution of the Authority authorizing the amendinaf certain documents, dated April 25, 1997 ,the¢ato the
$50,000,000 Taxable Revenue Bond, Series 1995 (AAN,Rnc. Project) (Exhibit 10.1(f) to the 1997 Fod6-Q).

(9) Resolution of ADTRAN authorizing the First Amendaad Restated Financing Agreement, the First AmeadedRestate
Loan Agreement, the First Amended and Restated, Matktthe Investment Agreement (Exhibit 10.1(gh®1997 Form

1C-Q).

(h)  Amendment to First Amended and Restated Financrg@ément and First Amended and Restated Loan Agnetedatec
January 3, 2002 between ADTRAN and the SuccessodiBrder (Exhibit 10.1(h) to the 2002 Formr-K).

10.z  Tax Indemnification Agreement dated July 1, 1994hg among ADTRAN and the stockholders of ADTRAMNpto
ADTRAN's initial public offering of Common Stock (Exhitif.5 to the 1994 Form -K).
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Exhibit
Number Description

10.2  Management Contracts and Compensation P

(@) Amended and Restated 1996 Employees Incentive &ptikn Plan, as amended by the First, Second aird T
Amendments thereto (Exhibit 10.3(a) to the 200taf-K).

(b)  Amended and Restated 1995 Directors Stock Optian,Rls amended by the First and Second Amendnierita (Exhib
10.3(b) to the 2002 Form -K).

(©) Third Amendment to the Amended and Restated 198&ckirs Stock Option Plan

(d)  Offer to Exchange dated January 28, 2002 (Exhi){tLj(A) to ADTRAN’s Tender Offer Statement on Sdhke TO (the
“Schedule T(") filed on January 28, 2002, as amended by Amendient to Schedule TO filed on February 13, 20

(e) Form of Election Form Concerning Exchange of Stoghions (Exhibit (a)(1)(B) to the Schedule TO filed January 2¢
2002, as amended by Amendment No. 1 to Schedul@d@don February 13, 2002

® ADTRAN, Inc. Deferred Compensation Plan (Exhibit3(@) to the 2002 Form -K).
(9) First Amendment to the ADTRAN, Inc. Deferred Comsgation Plan (Exhibit 10.3(g) to the 2002 Forn-K).
(h) Management Incentive Bonus Program for the CEO, @@@Senior Vice Presidents (Fiscal Year 200
0] Management Incentive Bonus Program for Corporate Wresidents (Fiscal Year 2004
)] Management Incentive Bonus Program for Electedc@r§ (Fiscal Year 2003)
*23 Consent of PricewaterhouseCoopers L
*24 Powers of Attorney
*31 Rule 13i-14(a)/15+14(a) Certifications
*32 Section 1350 Certification

* Filed herewitr

(b) Reports on Form 8-K.

On October 14, 2003, ADTRAN, Inc. furnished a cotmeport on Form 8-K announcing that its Boardokctors declared, effective
December 15, 2003, a two-for-one stock split tetiected in the form of a stock dividend of onershaf common stock for each outstanding
share of common stock for shareholders of recorberember 1, 2003. ADTRAN also announced its fiferesults for the fiscal quarter
ended September 30, 2003 and certain other infavmat
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the Registhas duly caused this report to be
signed on its behalf by the undersigned, theredalp authorized on March 11, 2004.

ADTRAN, Inc.
(Registrant)

By: /s/ James E. Matthev

James E. Matthew
Senior Vice Presider Finance,
Chief Financial Officer and Treasut

Pursuant to the requirements of the Securities &xgéa Act of 1934, this report has been signed bbélpthe following persons on behalf of 1

Registrant and in the capacities indicated on Maf;H2004.

Signature

/s/ Mark C. Smitt

Mark C. Smith

/s/ Howard A. Thrailkill

Howard A. Thrailkill

/s/ W. Frank Blount’

W. Frank Blount

/s/ Richard A. Anderson

Richard A. Andersol

/s/ William L. Marks*

William L. Marks

/s/ Roy J. Nichols®

Roy J. Nichols

/s/ H. Fenwick Huss *

H. Fenwick Hus:

/s/ James E. Matthev

James E. Matthew

*By: /s/ Howard A. Thrailkill

Howard A. Thrailkill
as Attorney in Fac
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Chairman of the Board,
Chief Executive Officer and Direct

President, Chief Operating Officer and Direc

Secretary and Directt

Director

Director

Director

Director

Senior Vice President-Finance,
Chief Financial Officer and Treasut
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Column A

(In thousands)

Year ended December 31, 20
Allowance for Doubtful Account
Inventory Reserv

Warranty Liability

Year ended December 31, 20
Allowance for Doubtful Account
Inventory Reserv

Warranty Liability

Year ended December 31, 20
Allowance for Doubtful Account
Inventory Reserv

Warranty Liability

ADTRAN, INC.
SCHEDULE 1I
VALUATION AND QUALIFYING ACCOUNTS
Column B Column E
Column C Column D
Additions
Charged

Balance a (Credited) Charged

(Credited) Balance a
beginning to Costs & e

to Other Deduction end
of Period Expenses Accounts of Period
$ 2,47 $ (70¢) — $ 18 $ 1,74¢
$ 4,437 $ 3,832 — $ 5,16 $ 3,102
$ 1,38¢ $ 3,03« — $ 2,87 $ 1,541
$ 3,882 $ 3,70 — $ 5,11 $ 2,47
$ 5,60: $ 4,48t — $ 5,651 $ 4,437
$ 1,277 $ 3,84¢ — $ 3,73¢ $ 1,38¢
$ 81: $ 3,25¢ — $ 18t $ 3,88
$ 4,63¢ $ 5,38¢ — $ 4,42 $ 5,60:
$ 1,52( $ 3,71¢ — $ 3,962 $ 1,277
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Exhibit
Number

3.1

3.2
10.1

10.z

ADTRAN, INC.
INDEX OF EXHIBITS

Description

Certificate of Incorporation, as amended (Exhibit ® ADTRAN’s Registration Statement on Form Nb, 33-81062 (the

“Form &-1 Registration Stateme”)).

Bylaws, as amended (Exhibit 3.2 to ADTR’s Annual Report on Form -K for the year ended December 31, 20(

Documents relative to the $50,000,000 Taxable Rew&ond, Series 1995 (ADTRAN, Inc. Project) issbgdhe Alabam:
State Industrial Development Authority, consistafghe following:

(@)

(b)
(©
(d)

(e)

(f)

()

(h)

First Amended and Restated Financing Agreementd&peil 25, 1997, among the State Industrial Depetent
Authority, a public corporation organized under ldes of the State of Alabama (the “Authority”), ABAN and First
Union National Bank of Tennessee, a national bankorporation (the “Bondholder”) (Exhibit 10.1(@)ADTRAN's
Quarterly Report on Form -Q for the quarter ended March 31, 1997 “1997 Form 1-Q")).

First Amended and Restated Loan Agreement dateill 25r1997, between the Authority and ADTRAN (El#i10.1
(b) to the 1997 Form -Q).

First Amended and Restated Specimen Taxable Re\&one, Series 1995 (ADTRAN, Inc. Project) (Exhib@.1(c) to
the 1997 Form 1-Q).

First Amended and Restated Specimen Note from ADNIR#Athe Bondholder, dated April 25, 1997 (Exhitit1(d) to
the 1997 Form 1-Q).

Amended and Restated Investment Agreement datecdaB, 2002 between ADTRAN and First Union NatidBank
(successor-in-interest to First Union National Bafifennessee (the “Successor Bondholder”)) (ExAidil(e) to
ADTRAN'’s Annual Report on Form -K for the year ended December 31, 2002 “2002 Form 1-K")).

Resolution of the Authority authorizing the amendinef certain documents, dated April 25, 1997, tietpto the
$50,000,000 Taxable Revenue Bond, Series 1995 (AAN,Rnc. Project) (Exhibit 10.1(f) to the 1997 Fod6-Q).

Resolution of ADTRAN authorizing the First Amendaad Restated Financing Agreement, the First Ameaded
Restated Loan Agreement, the First Amended andakgsNote, and the Investment Agreement (Exhihit (f) to the
1997 Form 1-Q).

Amendment to First Amended and Restated Financingément and First Amended and Restated Loan Agnat
dated January 3, 2002 between ADTRAN and the Saoc&ondholder (Exhibit 10.1(h) to the 2002 Forr-K).

Tax Indemnification Agreement dated July 1, 1994hg among ADTRAN and the stockholders of ADTRANpto
ADTRAN's initial public offering of Common Stock (Exhitif.5 to the 1994 Form -K).
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*23
*24
*31
*32

Description

Management Contracts and Compensation P

@)
(b)

(©)
(d)

()

()
©)
(h)
(i)
()

Amended and Restated 1996 Employees Incentive 82ptkn Plan, as amended by the First, Second aird
Amendments thereto (Exhibit 10.3(a) to the 200Faf-K).

Amended and Restated 1995 Directors Stock Optian,RIs amended by the First and Second Amendniamrttd
(Exhibit 10.3(b) to the 2002 Form -K).

Third Amendment to the Amended and Restated 198&ckirs Stock Option Plan

Offer to Exchange dated January 28, 2002 (Exha){tL{(A) to ADTRAN's Tender Offer Statement on Schedule TO
“Schedule TO”) filed on January 28, 2002, as amdrgeAmendment No. 1 to Schedule TO filed on Felyrd3,
2002).

Form of Election Form Concerning Exchange of Stogkions (Exhibit (a)(1)(B) to the Schedule TO filed January 2:
2002, as amended by Amendment No. 1 to Schedul@d@don February 13, 2002

ADTRAN, Inc. Deferred Compensation Plan (Exhibit3(@) to the 2002 Form -K).

First Amendment to the ADTRAN, Inc. Deferred Comgation Plan (Exhibit 10.3(g) to the 2002 Forn-K).
Management Incentive Bonus Program for the CEO, @@@Senior Vice Presidents (Fiscal Year 200
Management Incentive Bonus Program for Corporate Wresidents (Fiscal Year 2004

Management Incentive Bonus Program for Electedc®f§ (Fiscal Year 2003)

Consent of PricewaterhouseCoopers L

Powers of Attorney
Rule 13i-14(a)/15¢-14(a) Certifications
Section 1350 Certification

* Filed herewitr
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Exhibit 23
CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (N83:-481458, 333-78417, 333375)
of ADTRAN, Inc. of our report dated February 16020elating to the financial statements and finalhsiatement schedule, which appears in
this Form 10-K. We also consent to the referensestunder the heading “Selected Financial Dat#4rt 11, Item 6 of this Form 10-K.

/sl PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP
Birmingham, Alabama

March 12, 2004



Exhibit 24
POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that the undersigned constitutes and appoints Hbwail hrailkill and James E. Matthews, and
each of them, his true and lawful attorneys-in-taad agents, with full power of substitution, femhand in his name, place and stead, in any
and all capacities, to sign the Annual Report omF0-K of ADTRAN, Inc. for the fiscal year ende&&mber 31, 2003, and any and all
amendments thereto, and other documents in coonetirewith and to file the same, with all extshiiereto and other documents in
connection therewith, with the Securities and ExgfgaCommission and the Nasdaq Stock Market, Imantong unto said attorneys-in-fact and
agents, and each of them, full power and authtoityo and perform each and every act and thingisiggur necessary to be done, as fully to
all intents and purposes as he might or could gmeison, hereby ratifying and confirming all thaidsattorneys-in-fact and agents or any of
them, or their or his substitute or substitutesy taavfully do or cause to be done by virtue hereof.

This 26 day of January 2004.
/sl Mark C. Smith

Mark C. Smith
Chairman of the Board, Chief Executive Officer :
Director

/s/ Richard A. Anderson

Richard A. Andersol
Director

/s/ W. Frank Blount

W. Frank Blount
Director

/s/ H. Fenwick Huss

H. Fenwick Hus:
Director

/s/ William L. Marks

William L. Marks
Director

/s/ Roy J. Nichols

Roy J. Nichols
Director



EXHIBIT 31
CERTIFICATIONS

[, Mark C. Smith, certify that:

1. | have reviewed this Annual Report on Forr-K of ADTRAN, Inc.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in this report;

4. The registrar' s other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedur:
(as defined in Exchange Act Rules 13a-15(e) and1Bgd)) for the registrant and have:

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

(b) [Reserved]

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

(d) Disclosed in this report any change in thestgnt’s internal control over financial reportitigt occurred during the registrast’
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo&) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuat internal control over
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardioéctors (or persons performing the
equivalent functions):

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

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

Date: March 9, 2004
/s/ Mark C. Smith

Mark C. Smith
Chairman of the Board and Chief Executive Offi



I, James E. Matthews, certify that:
1. | have reviewed this Annual Report on Form 10f®ADTRAN, Inc.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or aonditate a material fa
necessary to make the statements made, in lightdafircumstances under which such statementsmwade, not misleading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in a
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this report;
4. The registrans other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedur:
(as defined in Exchange Act Rules 13a-15(e) and1Bgd)) for the registrant and have:
(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedotge designed under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

(b) [Reserved
(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttisi report our conclusions

about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

(d) Disclosed in this report any change in thestegn’s internal control over financial reporting thatomed during the registre’' s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repog) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrar's other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobover
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardioéctors (or persons performing the
equivalent functions):

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

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

Date: March 9, 2004

/s/ James E. Matthev

James E. Matthew
Senior Vice Presidel- Finance and Chie
Financial Officer



EXHIBIT 32

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

In connection with the Annual Report of ADTRAN, Ir(the “Company”) on Form 18-for the period ended December 31, 200
filed with the Securities and Exchange Commissionhe date hereof (the “Report”), I, Mark C. Smifthairman of the Board and Chief

Executive Officer of the Company, certify, pursuamiil8 U.S.C. § 1350, as adopted pursuant to 90t Sarbanes-Oxley Act of 2002, that,
to the best of my knowledge:

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

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

/s/ Mark C. Smith

Mark C. Smith

Chairman of the Board and Chief Executive Offi
Date:March 12, 200



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

In connection with the Annual Report of ADTRAN, Ir(the “Company”) on Form 18-for the period ended December 31, 200
filed with the Securities and Exchange Commissinithe date hereof (the “Report”), |, James E. Matth, Senior Vice President — Finance

and Chief Financial Officer of the Company, certifyirsuant to 18 U.S.C. § 1350, as adopted pursadn®06 of the Sarbanes-Oxley Act of
2002, that, to the best of my knowledge:

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

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

/s/ James E. Matthews

James E. Matthew

Senior Vice Presidel- Finance and Chie
Financial Officer

Date:March 12, 200



