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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)
XI QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended June 30, 2009
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to
Commission file number 001-33391
Veraz Networks, Inc.
(Exact name of registrant as specified in its chaet)
Delaware 94-3409691
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)

926 Rock Avenue, Suite 20
San Jose, California 95131
(408) 750-9400

(Address, including zip code, and telephone numbeincluding area code, of registrant’s executive oifes)

Indicate by check mark whether the Registrant ék)filed all reports required to be filed by Sewti® or 15(d) of the Securities
Exchange Act of 1934 during the past 12 month$diosuch shorter period that the registrant wasiired to file such reports), and (2) has t
subject to the filing requirements for the pasd@s. YES X NO O

Indicate by check mark whether the Registrant bhsnéited electronically and posted on its corpovegd site, if any, every Interactive
Data File required to be submitted and posted pumsto Rule 405 of Regulation S-T (8232.405 of tiapter) during the preceding 12 months
(or for such shorter period that the registrant veagiired to submit and post such files). YEb No OO

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, @-accelerated filer, or a smaller reporting
company. See the definitions of “large acceleréited” “accelerated filer” and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act. (Check one):

Large accelerated file O Accelerated filel O

Non-accelerated file (Do not check if a smaller reporting compa Smaller reporting compar [
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the BExge Act). YESO NO
As of July 31, 2009, 43,450,385 shares of the Regiss common stock were outstanding.
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Current asset:
Cash and cash equivalel
Restricted cas
Shor-term investment
Accounts receivable, n
Inventories
Prepaid expenst
Deferred tax asse
Other current asse
Due from related partie
Total current asse
Property and equipment, r
Other asset

Total asset

VERAZ NETWORKS, INC AND SUBSIDIARIES
PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

Unaudited Condensed Consolidated Balance Sheets
(in thousands)

ASSETS

LIABILITIES AND STOCKHOLDERS ' EQUITY

Current liabilities:
Accounts payabl
Accrued expense
Income tax payabl
Deferred revenu
Due to related partie
Total current liabilities
Stockholder equity:
Common stocl
Additional paic-in capital

Deferred stoc-based compensatic

Accumulated other comprehensive inca

Accumulated defici

Total stockholder equity

Total liabilities and stockholde’ equity

December 31

June 30,

2009 2008
$ 19,76: $ 35,38¢
60€ 604
16,15¢ 2,65(
30,491 31,66¢
9,81¢ 12,28¢
2,13¢ 2,097
912 94t
3,06¢ 3,67¢
722 912
83,66¢ 90,22(
3,97¢ 4,63
97t 34E
$ 88,61¢ $ 95,20(
$ 7,02¢ $ 5,671
11,80¢ 13,20¢
942 354
16,43¢ 17,177
2,827 6,67(
39,04( 43,07¢
43 43
131,27: 129,03!
— (32)
1,387 26¢
(83,129 (77,190
49,57¢ 52,12«
$ 88,61¢ $ 95,20(

See accompanying Notes to Unaudited Condensed (iated Financial Statements.
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VERAZ NETWORKS, INC AND SUBSIDIARIES

Unaudited Condensed Consolidated Statements of Opions
(in thousands, except per share data)

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Revenues
IP Product: $ 9,958 $ 9,69¢ $23,008 $30,44(
DCME Products 71C 1,23¢ 1,90¢ 2,81t
Services 6,15¢ 5,33 12,85¢ 10,89¢
Total revenue 16,82( 16,26: 37,77 44,15(
Cost of Revenue!
IP Products 4,517 4,77¢ 9,951 13,18:
DCME Products 24t 49t 732 1,08(
Services 2,961 3,89¢ 5,84¢ 7,834
Total cost of revenue 7,728 9,16¢ 16,53: 22,097
Gross profi 9,097 7,101 21,23¢ 22,05:
Operating Expense
Research and development, 4,34 7,26% 9,551 15,13¢
Sales and marketir 5,63 6,99: 12,167 14,79¢
General and administrati 2,96 5,69( 5,77¢ 8,62¢
Total operating expens 12,94% 19,94 27,49: 38,56(
Loss from operation (3,850 (12,849 (6,254 (16,50
Other income, ne 682 651 14¢ 1,28
Loss before income tax (3,168 (12,199 (6,106) (15,220
Income taxes benel (243) (607) (173 (534)
Net loss $(2,925) $(11,597) $(5,937) $(14,68¢)
Net loss per sha— basic and dilute: $ (0.07) $ (0.28) $ (0.19 $ (0.3%
Weighted average shares outstanding used in congpuéit loss per sha— basic anc
diluted 43,39( 41,99¢ 43,27¢ 41,69¢

Related Party Transactions

The Unaudited Condensed Consolidated Stateme@gperfations shown above include the following relgiarty transaction:

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Revenues
IP Products, related party sa $ — $ 5 $ 40 $ 59
Cost of Revenue:
IP Products, costs arising from related party pasek — — — 184
DCME Products, costs arising from related partychase: 222 447 65€ 982
Services, costs arising from related party purch — 45 22 90
Operating Expense
Research and developm 36 33¢ 89 723
Sales and marketir 10t 75¢ 69¢ 1,55¢
General and administrati\ 78 88 13z 132

See accompanying Notes to Unaudited Condensed (iated Financial Statements.
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VERAZ NETWORKS, INC AND SUBSIDIARIES

Unaudited Condensed Consolidated Statements of Caftows

Cash flows from operating activitie
Net loss

Adjustments to reconcile net loss to net cash (irgeprovided by operating activitie

Depreciatior

Stocl-based compensatic

Loss on disposal of ass¢

Provision for doubtful accoun
Amortization of debt issuance cc
Deferred income taxe

Non-cash restructuring charg

Functional currency exchange (gains) los

Net changes in operating assets and liabili

Accounts receivabl
Inventories

Prepaid expenses and other current a:

Due from related partie
Accounts payabl
Accrued expense
Income tax payabl
Deferred revenu

Due to related partie

Net cash used in operating activit

Cash flows from investing activitie
Restricted cas

Maturities and sales of sh-term investment

Purchases of shi-term investment
Purchases of property and equipm
Other asset

Net cash used in investing activiti

Cash flows from financing activitie
Proceeds from the exercise of stock opti
Repayment of loa

(in thousands)

Net cash provided by (used in) financing activi

Effect of exchange rate chanc

Net decrease in cash and cash equiva
Cash and cash equivalents at beginning of pe

Cash and cash equivalents at end of pe

See accompanying Notes to Unaudited Condensed (iated Financial Statements.
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Six Months Ended June 30,

2009 2008
$ (5939 $ (14,689
1,387 1,74¢
2,20¢ 2,30:
— 37
11¢ 75¢
— 12¢
(575) (739)
(39 —
(35¢) —
2,68¢ 2,64t
2,73¢ (2,997)
70E 99¢
19C (20€)
1,14¢ (2,74
(1,53%) (4,745)
56€ (102)
(1,200 1,01(
(3,849) (915)
(1,750 (17,499
(2 8
5,43¢ 5,001
(18,939 (5,981)
(60¢) (1,007)
(22) 4
(14,136 (1,997)
65 51F
— (1,779
65 (1,264
19t (115)
(15,626 (20,866
35,38¢ 52,23:
$ 1976 $ 31,36¢
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VERAZ NETWORKS, INC AND SUBSIDIARIES
Notes to Unaudited Condensed Consolidated FinanciStatements

NOTE 1 - THE COMPANY

Veraz Networks, Inc., or the Company, was incorfgatainder the laws of the State of Delaware on @otd8, 2001. The Company is a
provider of voice infrastructure solutions to es$itied and emerging wireline and wireless serviowipers. Service providers use the
Company’s products to transport, convert and marage traffic over both legacy Tim@ivision Multiplexing, or TDM and Internet Protog
or IP, networks, while enabling voice over IP, aylV¥, and other multimedia services. The CompangstfolSwitch softswitch solution and I-
Gate 4000 family of media gateway products, enabiteice providers to deploy IP networks and effidiemigrate from their legacy circuit-
switched networks to IP networks.

NOTE 2 — BASIS OF PRESENTATION

The unaudited condensed consolidated financiamstnts include the accounts of the Company andhitdly-owned subsidiaries. All
significant intercompany balances and transacti@& been eliminated in consolidation.

The accompanying interim condensed consolidatethiiial statements as of June 30, 2009 and fohtiee &ind six months ended
June 30, 2009 and 2008 are unaudited. These falestatements and notes should be read in conjumatith the audited consolidated finan
statements and related notes, together with managié&rdiscussion and analysis of financial conditmd results of operations, contained in
the Company’s Annual Report on Form 10-K for tharyended December 31, 2008.

The accompanying unaudited condensed consolidateddial statements have been prepared in accagdaitic accounting principles
generally accepted in the United States, or GAAPRsyant to the rules and regulations of the Seear#&nd Exchange Commission, or SEC.
They do not include all of the financial informatiand footnotes required by GAAP for complete firiahstatements. In the opinion of
management, the unaudited condensed consolidateucfal statements and notes have been preparhé same basis as the audited
consolidated financial statements in the CompaAwisual Report on Form 10-K for the year ended Ddwem31, 2008, and include
adjustments (consisting of normal recurring adjestta) necessary for the fair presentation of the@my'’s financial position as of June 30,
2009, results of operations for the three and sixtims ended June 30, 2009 and 2008, and cash fitowse six months ended June 30, 2009
and 2008.

The Company has evaluated subsequent events,iagdibf Statement of Financial Accounting Stand&tds165,Subsequent Events,
or SFAS 165, through the date that the financitkeshents were issued on August 14, 2009 and detedntinat no subsequent events have
occurred which would require disclosure or adjustite the condensed consolidated financial statésnen

NOTE 3 — SIGNIFICANT ACCOUNTING POLICIES
The significant accounting policies of the Company as follows:

(a) Use of Estimates

The preparation of condensed consolidated finastééments in conformity with accounting princgptgenerally accepted in the United
States of America requires management to make astsand assumptions about future events. Thdssést and the underlying assumpti
affect the amounts of assets and liabilities regghrtlisclosures about contingent assets and tiabjliand reported amounts of revenues and
expenses. Such estimates include the valuationaofumts receivable, inventories, and deferred $aeta, among others. These estimates and
assumptions are based on management’s best estiaretgudgment. Management evaluates its estimatéassumptions on an ongoing basis
using historical experience and other factorsudiclg the current economic environment, which managnt believes to be reasonable under
the circumstances. The Company adjusts such esnaatd assumptions when facts and circumstandasgeditiliquid credit markets, volatile
equity, foreign currency, and energy markets, aaides in consumer spending have combined toaser¢he uncertainty inherent in such
estimates and assumptions. As future events airdetifiects cannot be determined with precisionyaktesults could differ significantly from
these estimates. Changes in those estimates nesiultim continuing changes in the economic envirentwill be reflected in the financial
statements in future periods.

(b) Concentrations

Cash and cash equivalents are maintained with akfireaincial institutions. Deposits held with bamkay exceed the amount of insura
provided on such deposits. Generally, these deposly be redeemed upon demand and therefore be@nahrisk.

6



Table of Contents

Declining business and consumer confidence havateglsin an economic slowdown and a global reces€ontinuing market
upheavals, including specifically the lack of ctedlirrently available in the market, may have avease affect on the Company due to its
dependence on capital budgets and confidence augtemers and some of the customers are depenidaftaining credit to finance
purchases of the products. The revenues are likalgcline in such circumstances. Factors suchusisiéss investment, the volatility and
strength of the capital markets all affect the bess and economic environment and, ultimatelyatheunt and profitability of the business. In
an economic slowdown characterized by lower comgogarnings, lower business investment, fewer optto obtain credit, the demand for the
Company’s products could be adversely affected.edsk changes in the economy could affect earniegatively and could have a material
adverse effect on the business, results of opesatiad financial condition.

The Company performs credit evaluations of its@u&trs and, with the exception of certain finandinagsactions, does not require
collateral from its customers. However, when thenany uses integrators or resellers affiliated \E@I Telecom, a related party, from time
to time, prior to fulfilment of the Company’s ondf®r a particular customer, ECI Telecom has retpeethat the Company obtain either a letter
of credit or accounts receivable insurance to midggany collection risk (see Note 5).

Pursuant to a master manufacturing and masteragragavith ECI Telecom, a related party, the Compaerjves a portion of its
revenues from sales of its line of voice comprassédecommunications products, or Digital Circuitiiplication Equipment, or DCME,
products (4% and 5% of revenues during the threesanmonths ended June 30, 2009, respective\8&ndnd 6% of revenues during the
three and six months ended June 30, 2008, respbgtand related services (5% and 4% of revenuesagithe three and six months ended
June 30, 2009, respectively, and 6% of revenuds éaing the three and six months ended June 3IB,28spectively).

The Company receives certain of its components fotmer sole suppliers. Additionally, the Comparijeseon a limited number of
contract manufacturers to provide manufacturingises for its products. The inability of any comfrananufacturer, supplier or ECI Telecom
to fulfill supply requirements of the Company coutéterially impact the Company’s future operatiaguits.

The substantial majority of the manufacturing a&f @ompanys hardware products occurs in Israel. In additeosignificant portion of th
Company’s operations is located in Israel, whiatiudes the Company’s entire media gateway researdidevelopment team. The continued
threat of terrorist activity or other acts of warhwstility against Israel have created uncertaihtgughout the Middle East. To the extent this
results in a disruption of the Company’s operationdelays of its manufacturing capabilities opshénts of its products, then the Company’s
business, operating results and financial conditimmd be adversely affected.

One customer, Belgacom International Carrier Sessicontributed to 11% of the Compasygvenues in the three months ended Jur
2009. Two customers, Belgacom International CaBexwvices and Sky2net Limited, together contribuité® and 10% of the Company’s
revenues in the three months ended June 30, 2@8udtomer contributed to 10% of the Compamgvenues in the six months ended Jun
2009 or 2008. No customer accounted for 10% or mmbthe Company’s accounts receivable as of Jupn@@®0 or December 31, 2008. To
date, the Company has not experienced any mateedit issues with Belgacom International Carrien&es or Sky2net Limited.

(c) Revenue Recognition

DCME product revenues consist of revenues fronséthe of the DCME hardware products. IP productmaes consists of revenues fr
the sale of the I-Gate 4000 family of media gateWwasdware products, the ControlSwitch family oftsaftch modules, and the Secure
Communications Software. Services revenue consisevenues from separately-priced maintenanceeatehded warranty contracts, post-
contract customer support, or PCS, installatioimitng and other professional services.

Revenue from standalone sales of DCME productscsgnized in accordance with SEC Staff Accountinge®in, or SAB, No. 104,
Revenue Recognitioor SAB 104. When sales of DCME are bundled withalation services, the hardware and services ereunted for as
separate units of accounting as the deliverable= the separation criteria in Emerging Issues Taxé&; or EITF, No. 00-2 Revenue
Arrangements with Multiple Deliverableor EITF 00-21 Revenue for each deliverable is recognized in atzure with SAB 104.

All of the Company’s IP products may be sold in @ed arrangements that include PCS, installatiaming, and other professional
services. The Company’s media gateway hardwarenwablel in a bundled arrangement, is referred ta stsitic trunking solution, and when
sold in a bundled arrangement that includes the gamy's softswitch module software is referred t@a&IP solution. When the Company’s
Secure Communications Software is sold in a bundieghgement with DCME hardware, it is referred$a Secure Communications solut
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In sales of static trunking solutions, VolP solagor Secure Communications solutions, the softigatensidered more than incidente
the arrangement and essential to the functionafithe hardware. Therefore, all revenue from tresangements is recognized in accordance
with AICPA Statement of Position 97-3pftware Revenue Recognition, SOP 97-2, as amended by Statement of Positieth M®dification
of SOP 97-2, Software Revenue Recognition, withd®eso Certain Transactionsy SOP 98-9

In accordance with both SAB 104 and SOP29the Company recognizes revenue when all ofdhewing criteria are met: (i) persuas
evidence of an arrangement exists, (ii) delivery decurred, (iii) the fee is fixed or determinalaled (iv) collectibility is probable. The
Company evaluates each of the four criteria agi!

(i) Persuasive evidence of an arrangement exists

The Company’s customary practice is to have ae@vrittontract, which is signed by both the customdrthe Company, or a purchase
order or other written or electronic order docuraéioh for those customers who have previously riatgat a standard arrangement with the
Company.

(i) Delivery has occurred

Delivery of hardware and software products gengi@lcurs at the point of shipment when title as#t of loss have passed to the
customer. However, initial VolP solution arrangemsewgpically require evidence of customer accepgasfche implementation of the VolP
solution in the customer’s network, including thmliy of the network to carry live data traffic.sfa result, delivery of the software, hardware
and services is not considered to have occurrébdawdence of acceptance is received from thearust on the initial VOIP solution
arrangement. Historically, the Company has sucabgsiplemented all subsequent sales of VOIP sohst Accordingly, as of the beginning
of January 2009, revenue recognition on subseadas of VOIP solutions after the initial arrangebteave been accepted from the customer,
typically occurs at the point of shipment wheretiind risk of loss have passed to the customee #irecadditional equipment is merely an
expansion of the customer’s already existing warkietwork. The revenue impact related to subseades of VOIP solutions on the
financial statements for the three and six montited June 30, 2009 were zero and $0.2 million easgely.

Revenue from sales of standalone services, induimiaining courses, is recognized when the senacesompleted.

(i) The fee is fixed or determinable

The Company does not offer a right of return taitstomers. Arrangement fees are generally duenigtie year or less from date of
acceptance, or the date of delivery if no accegaificequired. Some arrangements may have payteans extending beyond these customary
payment terms and therefore the arrangement feesoasidered not to be fixed or determinable. Foltipie element arrangements with
payment terms that are considered not to be fixeteterminable, revenue is recognized equal tatneulative amount due and payable after
allocating a portion of the cumulative amount dod payable to any undelivered elements (gener&ig)mased on vendor specific objective
evidence, or VSOE, after delivery and acceptandbetoftware, hardware, and services, and assuafliother revenue recognition criteria
satisfied. The Company defers the cost of inventdrgn products have been shipped, but have nditegat installed or accepted, and expenses
those costs in full in the same period that thedetl revenue is recognized as revenue (generadly austomer acceptance). In arrangements
for which IP revenue recognition is limited to amtsidue and payable, all related inventory cosieapensed at the date of acceptance; this
will initially result in lower or negative produatargins and cause higher margins in subsequermdseias compared to similar arrangements
with customary payment terms.

The Company sells its products through its dira@sforce and channel partners. For productsteoddigh indirect channels, revenue is
recognized either on a sell-in basis or when ttenobkl partner sells the product to the end us@erding on the Company’s experience with
the individual channel partner.

(iv) Collectibility is probable

Collectibility is assessed on a customer-by-custdmasis. The Company evaluates the financial mosifpayment history, and ability to
pay of new customers, and of existing customersstiastantially expand their commitments. If idetermined prior to revenue recognition
that collectibility is not probable, recognition thie revenue is deferred and recognized upon regkgash, assuming all other revenue
recognition criteria are satisfied. In arrangeméatavhich IP revenue recognition is limited to aimts of cash received, all related inventory
costs are expensed at the date of acceptanceyithiisitially result in lower or negative produatargins and cause higher margins in
subsequent periods, as compared to similar arraggsmvith customary payment terms.
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For most arrangements, the Company has estabNsBEXE for the related PCS based on stated reneves amd installation services
based on the price charged when the same elemsuitliseparately. Accordingly, the Company gengilbcates revenue in multiple element
arrangements using the residual method. For armaegts in which the Company is unable to establiSIO® for its PCS, the entire
arrangement fee is deferred and recognized ratalglythe PCS term after delivery.

Revenues include amounts billed to customers esdahnsactions for shipping and handling. Shippimg handling fees represented less
than 1% of revenues in each of the six months eddad 30, 2009 and 2008. Shipping and handling @stincluded in cost of revenues.

For purposes of classification in the condensedalitated statements of operations, revenue frdas $d static trunking solutions, Vo
solutions, and Secure Communications solutiondsated between DCME Products, IP Products andi&es, as applicable, based on VSOE
for any elements for which VSOE exists or basetherrelative stated invoice amount for elementsafoich VSOE does not exist.

(d) Investments

All debt and marketable equity securities are digskas available-for-sale. Available-for-sale geties are carried at fair value with the
unrealized gains and losses, net of tax, reponetoickholders’ equity as a component of accumdlateer comprehensive income (loss).
Unrealized losses considered to be other than teanpare recognized in earnings currently. Realg&ids and losses on sales of available-for-
sale securities are computed based upon initidlaztjgsted for any other-than-temporary declinefgiinvalue. Gains or losses on securities
sold are based on the specific identification métho

(e) Government-Sponsored Research and Development

The Company records grants received from the Offfdbe Chief Scientist of the Israel Ministry ofdustry and Trade, or OCS, as a
reduction of research and development expensesyamnthly basis, based on the estimated reimbursaisieincurred. Royalties payable to the
OCS are classified as cost of revenues. Royaltgrsgs relating to OCS grants included in cost grtiluct revenues for each of the three
months ended June 30, 2009 and 2008 amounted3ar#llion. Royalty expenses relating to OCS granttuded in cost of IP product
revenues for the six months ended June 30, 2002@B8l amounted to $0.7 and $0.8 million, respeltivas of June 30, 2009 and
December 31, 2008, the royalty payable amount&®1® million and $1.2 million, respectively. The xmaum amount of the contingent
liability related to royalties payable to the Idr&&overnment was approximately $15.4 million aslohe 30, 2009.

() Comprehensive Loss

Statement of Financial Accounting Standard No. Ffphorting Comprehensive Income, or SFAS,kablishes standards for reporting
and displaying comprehensive income (loss) andaitsponents in a full set of general-purposes fir@statements.

The components of comprehensive loss for the thnelesix months ended June 30, 2009 and 2008 wédoi@ss (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Net loss $(2,925) $(11,597) $(5,937) $(14,68¢)
Foreign currency translation adjustme 952 (76) 1,11¢ (115)
Total Comprehensive lo: $(1,979) (11,669 $(4,81F) $(14,807)
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(g) Stock-Based Compensation

The Company accounts for stock-based compensatiaociordance with Statement of Financial Accoun8tandards No. 123 (revised
2004),Share-Based Paymemt, SFAS 123R. Under the provisions of SFAS 1238gksbased compensation cost is estimated at thmt dade
based on the award’s fair-value as calculated byBilack-Scholes option-pricing model and is recegdias expense on a straight-line basis
over the requisite service period. This model regpuvarious judgment-based assumptions includipga®rd volatility, forfeiture rates, and
expected option life. Significant changes in anyhafse assumptions could materially affect thevfaiue of stock-based awards granted in the
future; specifically, any changes in assumptiomsefgpected volatility and expected life signifidgrdaffect the grant date fair value. Changes in
the expected dividend rate and expected risk-fieeeaf return do not significantly impact the cédédtion of fair value, and determining these
inputs is not highly subjective. The expected teepresents the period that stock-based awardspeeted to be outstanding, giving
consideration to the contractual terms of the stoased awards, vesting schedules, and expectatidagire employee behavior as influenced
by changes to the terms of our stock-based awargsCompany determined the expected term in acnoedwith the “simplified method” as
described in SEC Staff Accounting Bulletin No. 1Dfsclosure About Fair Value of Financial Instrumgydr SAB 107, as amended by SEC
Staff Accounting Bulletin No. 11@isclosure About Fair Value of Financial Instrumsgydr SAB 110. The computation of expected volatility
is based on the historical and implied volatilifycomparable companies from a representative peapgrased on industry and market
capitalization data.

(h) Foreign Currency Translation

For foreign subsidiaries using the U.S. dollarhesrtfunctional currency, transactions and monelatances denominated in non-dollar
currencies are remeasured into dollars using cuenathange rates. Transaction gains or lossegaoeded in other income (expense), net. For
foreign subsidiaries using the local currency &érttunctional currency, assets and liabilities tamslated at exchange rates in effect at the
balance sheet date and income and expenses skateanat average exchange rates. The effect e¢ tih@nslation adjustments are reported
separate component of stockholders’ equity (Seeptehensive Loss note 3(f) above).

(i) Foreign Currency Forward Contracts

The Company enters into forward foreign exchanggreots in which the counterparty is generally akbd@he Company purchases
forward foreign exchange contracts to mitigatertble of changes in foreign exchange rates on geggpenses denominated in New Israeli
Shekels. Although the Company believes that thestracts are effective as hedges from an econoengppctive, they do not qualify for
hedge accounting under SFAS No. 188¢counting for Derivative Instruments and Hedgirgivities,or SFAS 133, as amended. Any
derivative that is either not designated as a heaolgs so designated but is ineffective per SFAS, 1s recorded at fair value and changes in
fair value are recognized in other income (expere}hey are incurred. As of June 30, 2009, thmg2my had $5.9 million in outstanding
forward contracts for the purchase of new Isrdetkels. The outstanding forward contracts geneheiye maturities of approximately one to
six months from the date into which they were eedeand are entered into at or near the end ofubgey. Currently, the outstanding contracts
expire at various dates between July 2009 and Dieee2009. During the three and six months ended 3002009, the benefit of the forward
contracts recorded in other income, net was a t6td0.1 million. During the three and six montmsled June 30, 2008, the Company did not
purchase any forward contracts.

() Recent Accounting Pronouncements

In December 2007, the Financial Accounting Stansl®uolard, or FASB, issued Statement of Financialodoting Standard No. 141
(revised 2007)Business Combinationgr SFAS 141(R). Under SFAS 141(R), an entity isuiexyl to recognize the assets acquired, liabilities
assumed, contractual contingencies, and contingergideration at their fair value on the acquisitiate. It further requires that acquisition-
related costs be recognized separately from theisiign and expensed as incurred; that restruajuedsts generally be expensed in periods
subsequent to the acquisition date; and that clsaingeccounting for deferred tax asset valuatitowalnces and acquired income tax
uncertainties after the measurement period be rézed as a component of provision for taxes. Intaad acquired in-process research and
development is capitalized as an intangible assttmortized over its estimated useful life. ThenPany has adopted SFAS 141(R)
accounting treatment for business combinations progpective basis for new acquisitions beginninthe first quarter of fiscal year 2009.
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In March 2008, the FASB issued Statement of Firelnstcounting Standard No. 16Djsclosures about Derivative Instruments and
Hedging Activities, 0SFAS 161. SFAS 161 requires companies with devigatistruments to disclose information that sharidble financial
statement users to understand how and why a comysasyderivative instruments, how derivative imseuats and related hedged items are
accounted for under SFAS 138 counting for Derivative Instruments and Hedgirgivities,and how derivative instruments and related
hedged items affect a company’s financial positforgncial performance and cash flows. SFAS 16dffisctive for financial statements issued
for fiscal years and interim periods beginning @evember 15, 2008. The Company adopted SFAS &§ihhing in the first quarter of 2009
and it requires enhanced disclosures, without agd¢o existing standards relative to measurentmahtecognition. The Company’s adoption
of SFAS 161 did not have any effect on its earnimignancial position.

FASB Staff Position, or FSP, FSP FAS 1514termining Fair Value When the Volume and Levéafivity for the Asset or Liability
Have Significantly Decreased and Identifying Trarigms That Are Not Orderly (FSP FAS 157-4. FSP FAS 157-4 relates to determifiaiing
values when there is no active market or wheretloe inputs being used represent distressed safeaffirms the need to use judgment to
ascertain if a formerly active market has beconaetime and in determining fair values when marketge become inactive. The Company’s
adoption of FSP FAS 157-4 did not have a matemiglaict on the Company'’s financial condition or ofiataresults.

FSP FAS 115-2 and FAS 124Recognition and Presentation of Other-Than-Tempptampairments This FSP is intended to bring
consistency to the timing of impairment recognitiand provide improved disclosures about the craatitnoncredit components of impaired
debt securities that are not expected to be sdld.FISP also requires interim disclosures regarebpgcted cash flows, credit losses, and an
aging of securities with unrealized losses. Asufe]30, 2009, the unrealized losses were zeroNeSR15-2 and 124-2 is effective for interim
and annual periods ending after June 15, 2009 ascadopted by the Company in the second quar@0@s. The adoption of the statements
did not have an impact on the Company’s finanaaldition or operating results.

FSP FAS 107-1 and APB 284hterim Disclosures about Fair Value of Financiaktruments This FSP relates to fair value disclosures
for financial instruments that are not currentlffeeted on the balance sheet at fair value. Pdasguing this FSP, fair values for these assets
and liabilities were only disclosed once a yeale F$P now requires these disclosures on a quabtasig, providing qualitative and
guantitative information about fair value estimdiasall those financial instruments not measuredhe balance sheet at fair value. The
Company’s adoption of FSP FAS 107-1 and APB 28-hdidhave a material impact on the Company’s firdmondition or operating results.

In May 2009, the FASB issued Statement of Finans@lounting Standard No. 165ubsequent Eventer FAS 165 The statement
incorporates accounting and disclosure requirenrefdted to subsequent events into the U.S. gépeaatepted accounting principles, making
management responsible for subsequent-events aeogamnd disclosure. The statement is effectivarferim and annual periods ending after
June 15, 2009. The adoption of this statement dichave any material impact on its financial coieditor operating results for the quarter
ended June 30, 2009.

In June 2009, the FASB issued Statement of FinaAcieounting Standard No. 168he FASB Accounting Standards Codification and
the Hierarchy of Generally Accepted Accounting Biptes—a replacement of FASB Statement No. di62AS 162 for financial statements
issued for interim and annual periods ending @8tgtember 15, 2009. The Codification brings togathene place all authoritative GAAP
previously in levels A through D of the GAAP hiethy that has been issued by a standard settesxéonple, FASB Statements, FASB
Interpretations, EITF Abstracts, FASB Staff Posiipand AICPA Accounting and Auditing Guides. Thentpany does not currently believe
adoption of this accounting pronouncement will haveaterial impact on the Company’s financial ctindior operating results.
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NOTE 4 — FINANCIAL INSTRUMENTS

Assets are measured and recorded at fair valueecuaring basis for cash, cash equivalents, and-¢érm available-for-sale securities,
excluding accrued interest components, were predent the Company’s consolidated condensed batdress as of June 30, 2009 and
December 31, 2008. A summary of cash, cash equitgaland short-term available-for-sale securiteesfalune 30, 2009 and December 31,
2008 were as follows (in thousands):

Percentage ¢ Amortized Fair Market
Unrealized
Security Description holdings Cost Gains (Losses Value
June 30, 200¢
Cash and Cash equivaler
Money market fund 54% $ 3,58¢ $ — $ 3,58¢
U.S. Treasury bill: 46% 3,074 — 3,074
Total cash and cash equivale 10C% $ 6,65¢ $ = $ 6,65¢
Shor-term investments
U.S. Treasury bill: 10C% $16,14¢ $ 7 $ 16,15¢
Total shor-term investment 100% $16,14¢ $ 7 $ 16,15¢
December 31, 200:
Cash and Cash equivaler
Money market fund 92% $20,91¢ $ — $ 20,91¢
U.S. Treasury bill: 8% 1,70( — 1,70(
Total cash and cash equivale 100% $22,61¢ $ — $ 22,61¢
Shor-term investments
U.S. Treasury bill: 100% $ 2,65( $ — $ 2,65(
Total shor-term investment 10C% $ 2,65( $ — $ 2,65(

Cash equivalents consist of instruments with remgimaturities of three months or less at the dafgurchase.

Short-term investments held by the Company are slehirities classified as available-for-sale. Tlenany invests in publicly traded,
highly liquid securities of entities with credittirags of A, or better. Unrealized gains and losses$of related income taxes, on available-for-
sale securities are included as a separate compohstockholders’ equity. Contractual maturitidsagailable-for-sale securities at June 30,
2009 are due within 12 months.

In accordance with FSP FAS 115-2 and FAS 12Re&tognition and Presentation of Other-Than-Tempotampairments the gross
unrealized losses and fair value for those investshat were in an unrealized loss position tlaaehbeen in a continuous loss position as of
June 30, 2009 was immaterial and at December 38 @@s zero.

The before-tax net unrealized holding gains (loseasavailable-for-sale investments that have beelnded in accumulated other
comprehensive income (loss) and the before-tagaies (losses) reclassified from accumulated atberprehensive income (loss) into
earnings were immaterial for all periods presented.

Fair Value Measurements of Financial Instruments

The Company’s investment portfolio manager utiliadkird party pricing services, Interactive Datar@dration, to determine the fair
value of the Company’s securities subject to SFA% The Company measures its fixed income avaHtdlsale securities assets at fair value
on a recurring basis and has determined that firemecial assets were level 1 and level 2 in thevialue hierarchy. The following table sets
forth the Company'’s financial assets that were actad for at fair value as of June 30, 2009 (iruamds):

Fair Value at Reporting Date Using

Quoted prices in Significant other Significant
active markets for unobservable
observable
identical assets inputs inputs
Total (Level 1) (Level 2) (Level 3)
Assets:
Fixed income availab-for-sale securitie $19,23( $ — $ 19,23( $ —
Money market fund 3,584 3,584 — —
$22,81¢ $ 3,58¢ $ 19,23( $ —
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NOTE 5 — RELATED PARTY TRANSACTIONS
ECI Telecom:

As a result of the acquisition of Veraz Networkd.Land Veraz Networks International in December22@® June 30, 2009 ECI Telecom
held approximately 26% of the Company’s outstandiogimon stock.

The Company is the exclusive worldwide distributbe line of voice compression telecommunicatioreipcts, or DCME, for ECI
Telecom under the DCME Master Manufacturing andribigtion Agreement (DCME Agreement), which wasaxed in December 2002, a
certain agreements relating to third party intellatproperty and quality assurance and qualittrobservices. Under the DCME Agreement,
ECI Telecom manufactures or subcontracts the matwrfaof all DCME equipment sold by the Company alsth provides certain supply,
service and warranty repairs. The DCME Agreemeatitsmatically renewed for successive one-yeaogesrinless earlier terminated and was
renewed for the period ending December 31, 2008.0GME Agreement may only be terminated by ECI dete in the event the Company
projects DCME revenues of less than $1.0 millioa icelendar year, the Company breaches a matesigbkjn of the agreement and fails to
cure such breach within 30 days, or the Companygrbes insolvent. As result of the DCME agreement \E#€l Telecom, the Company does
not currently have an independent ability to pradDE€ME products and have not entered into arrangenveith any third party that would
enable the Company to obtain DCME or similar prdslirc the event that ECI Telecom ceases to prawidME products to the Company.
Should ECI Telecom become unable or unwilling tdilfuts obligations under the DCME Agreement fany reason or if the DCME
Agreement is terminated, the Company will needke tremedial measures to manufacture DCME or sipitaducts, which could be
expensive, and if such efforts fail, the Comparusiness would be materially harmed.

The Company pays ECI Telecom a purchase pricdh@DICME product that is computed as a percentagevehue. The percentage of
revenue that the Company pays has remained unathaugimg the six months ended June 30, 2009 andereted 2008. From time to time,
prior to fulfilment of the Company order for a particular customer, ECI Teleocmiegsiested that the Company obtain either a letterealit
or accounts receivable insurance to mitigate atlga@mn risk. Amounts recorded under this arrangetrare included in DCME Products, ct
of revenue in the condensed consolidated staternénfzerations.

The Company has historically also contracted witti Eelecom for the use of certain of its Europealosidiaries for selling and support
activities, including for the use of office spacalaertain employee related expenses and otheraextministrative expenses. The Company
records revenue related to sales to the subsidiaiiieer on a sell-in basis or when a binding sageement with an end-user has been made,
depending on the Company’s experience with thesiddal integrator or reseller. Revenues generatad fales under these arrangements are
included in DCME Product revenues, in the condersedolidated statements of operations, dependirtenature of the products sold. The
Company also reimburses these subsidiaries fasinasperating expenses, such as local sales aric:timay support. The Company has also
historically contracted with ECI Telecom and certaf its European subsidiaries for local supp@&cthhology and administrative services. The
Company allocates such expenses between reseatdeaslopment, sales and marketing, and generah@mihistrative, in the condensed
consolidated statements of operations.

The Company had appointed ECI Telecom as an ageséefling IP and DCME products and services indRuand other countries from
the former Soviet Union. The Company compensatedTEe®com for agent services in Russia by payiegramission based on sales. Further,
the Company had appointed ECI 2005, an affiliatE®f Telecom, as a partner to provide servicestiréo customers in Russia. Effective as
of April 30, 2009, ECI Telecom and the Company ralljuagreed to terminate the appointment of ECe¢ein as a selling agent and the
appointment of ECI 2005 as partner to provide ses/i Following termination of the appointment of[H€lecom as selling agent, the
Company is still obligated to pay ECI Telecom adees related to certain specified accounts forsatgs completed by October 31, 2009.
Company’s Russian customers purchased installat@injng and maintenance services from ECI 20@6the extent ECI 2005 needed
assistance in providing installation, training andintenance services to its customers in Russagtkervices were available from the
Company. The Company also reimbursed ECI 2005hcbsts associated with the services activitiNdmember 2007, the Company entered
into a sublease agreement with ECI 2005 for offigace located in Moscow. The sublease term waanfeteven month period, and the
monthly rent was equal to approximately $15,00@ Sablease was extended and finally termed as ofhvail, 2009. ECI 2005 rent was
included in services and cost of revenues in tiielensed consolidated statements of operationsdathtee and six months ended June 30,
20009.

In January 2008, the Company entered into a sublegieement with ECI Telecom that commenced on M&p08 for office space of
5,950 square feet in Florida. The Company hasitfi to terminate this sublease on the date imnelgi@receding the fourth, sixth or eighth
annual anniversary of the commencement date anttheanniversary if this sublease is extended putsiaits terms. The monthly rent for
this sublease is approximately $13,000. For theetland six months ended June 30, 2009, ECI Teleeotis included in general and
administrative expense in the condensed consotidditgements of operations. Additionally, the Compantered into a consulting agreement
with ECI Telecom for ECI personnel to provide certagistical support services at the Florida filgibut has terminated that agreement
effective as of June 30, 2009.
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Effective June 30, 2009, the Company and ECI Teteentered into a Settlement Agreement and GenelabRe (Settlement
Agreement) relating to a variety of outstanding ooencial issues between the parties. The Settlefgmrtement effected a mutual release of
both the outstanding commercial issues that gaeeta the notice of default and certain other ctad® of the date of the Settlement Agreen
ECI Telecom had previously provided the Companywaipurported notice of default under the DCME Agnent as ECI Telecom believed
that the Company was past due on payments, and asgitional royalties on sales of DCME related prctd among other items and these
matters were resolved pursuant to the Settlemergehgent. The Settlement Agreement did not matgri@pact the Company’s financial
statements.

Persistent Systems Pvt Ltd:

On October 1, 2003, the Company entered into ar@ctor Agreement with Persistent Systems Pvt. laidRersistent. Under the
Contractor Agreement, Persistent provided indepeinctentract research and development employeetelbed Persistent’s facility in Pune,
India. At the end of the initial two-year periodtbe Contractor Agreement, the Company exercisedgtion under the contract to convert
some of the Persistent employees performing sexwinder the Contractor Agreement into full-time &zemployees. In May of 2006, the
Company entered into an addendum to the Contragmement formalizing the transfer arrangementseofain employees of Persistent
during the period ending in December 2006. In Novenof 2005, Promod Haque, the Company’s Chairjoamed the board of directors of
Persistent when Norwest Venture Partners, with wMimrHaque is affiliated, made an equity investmiaerPersistent that resulted in Norwest
Venture Partners owning greater than 10% of Pergistoutstanding capital stock. In 2008, as pathe restructuring activity, the Company
cancelled most of the contracted services withiBterst, but has retained some services for a ldrti@nsition period. During the three months
ended June 30, 2009 and 2008, the Company increlatgd party research and development expenses tovRersistent under the Contractor
Agreement of $9,000 and $0.3 million, respectivElyring the six months ended June 30, 2009 and,28@8Company incurred related party
research and development expenses owed to Petsistiar the Contractor Agreement of $43,000 and 8llion, respectively. As of June {
2009 and December 31, 2008, the Company had rgbatteg payables to Persistent in the amount of@pprately $29,000 and $37,000,
respectively.

NOTE 6 — INVENTORIES
The following tables provide details of inventorgsof June 30, 2009 and December 31, 2008 (irstrals):

June 30 December 31

2009 2008
Finished product $2,15¢ $ 4,215
Work in process at custom’ locations 4,15: 5,06(
Raw material and componet 3,50¢ 3,007

$9,81¢ $ 12,28¢

Inventories are stated at the lower of cost or mtavklue on a first-in, first-out basis. The Compaeriodically reviews its inventories
and reduces the carrying value to the estimate@ehselue, if lower, based upon assumptions ahduté demand and market conditions.

When the Company’s products have been shippeddiytet installed or accepted, the revenue assatiaith the product has been
deferred as a result of not meeting the revenuggretion criteria for delivery (see Note 3(c)). Ing the period between product shipment and
acceptance, the Company recognizes all labor-teltpenses as incurred but defers the cost okthted equipment in accordance with
AICPA Accounting Research Bulletin (ARB) No. Restatement and Revision of Accounting ReseardétiBsl Chapter 4: Inventory
Pricing, or APB 43, and classifies the deferred costa/Mdsrk in process at customers’ locations” within theentories line item. These
deferred costs are then expensed in the same phdbthe deferred revenue is recognized as revigaurerally upon customer acceptance). In
arrangements for which revenue recognition is Behito amounts due and payable, or of cash receile®|ated inventory costs are expensed
at the date of customer acceptance.

NOTE 7 — STOCK-BASED COMPENSATION
The following table summarizes the effects of stbeked compensation resulting from the applicatioBFAS 123R (in thousands):

Three Months Ended Six Months Ended

June 30, June 30,
2009 2008 2009 2008
Cost of revenue $ 246 $ 24z $ 507 $ 45t
Research and developmt 36C 413 742 75¢
Sales and marketir 27¢ 33t 582 66€
General and administrati\ 16€ 232 37: 424
Total stocl-based compensation expe! $ 1,052 $ 1,22 $2,20¢/ $2,30:
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Stock Options:

During the three and six months ended June 30,,2869Company granted zero stock options. Duriegtinee and six months ended
June 30, 2008, the Company granted zero and 128106k options, respectively.

During each of the three months ended June 30, 2002008, the compensation expense on stock gpiineiuding deferred stock-
based compensation, amounted to $0.4 million. @uttke six months ended June 30, 2009 and 2008pth@ensation expense on stock
options, including deferred stock-based compensatimounted to $0.8 million and $0.9 million, respeely.

Restricted Stock Awards:

During the three months ended June 30, 2009 and, 200 Company granted 8,175 and 10,000 restrittsak units, or RSUs,
respectively. For the three months ended June@®I 2nd 2008, the weighted average grant datedaie per share of RSUs granted was
$0.90 and $1.97, respectively. During the six msmghded June 30, 2009 and 2008, the Company gréaie@d50 and 1,059,105 of RSUs,
respectively. For the six months ended June 309 20@ 2008, the weighted-average grant date faievger share of RSUs granted was $0.48
and $4.83, respectively.

During the three months ended June 30, 2009 an8, 200 compensation expense on restricted stoadmsards amounted to $0.7
million and $0.8 million, respectively. During tlsex months ended June 30, 2009 and 2008, the casapen expense on restricted stock bz
awards amounted to $1.5 million and $1.4 milliaspectively.

Restricted stock activity as of June 30, 2009 veafolows:

Weighted
Number of Average Grant
Shares Date Fair Value
Nonvested at December 31, 2( 1,616,03! $ 3.7¢
Granted 491,75( $ 0.4¢
Vested (502,72°) $ 4.8¢
Forfeited or expiret (18,500 $ 4.5t
Nonvested at June 30, 20 1,586,55: $ 2.3¢

As of June 30, 2009, 1,586,553 million shares sfrieted stock based awards were outstanding anelsted, with an aggregate intrinsic
value of $1.3 million.

Most of the RSUs vest over four years in equakiihsients on each of the first through fourth anrseeies of the vesting commencement
date. Upon vesting, the RSUs will convert into gniealent number of shares of common stock. Thetsrhof the expense related to RSUs is
based on the closing market price of the Comparyrsmon stock on the date of grant and is amortired straight-line basis over the
requisite service period.

Stock Award Activity:

A summary of the Company’s stock award activity agldted information for the six months ended J8®e2009 is set forth in the
following table:

Number of Weighted
Shares Weighted
Available for Number of Average Average Aggregate
Options Exercise Contractual Intrinsic
Grant Outstanding Price Life (in years) Value
Balance at December 31, 20 320,16: 6,094,42. $ 1.54 6.6S  $127,35¢
Authorized 1,285,65:
Restricted stock units grant (491,75()
Restricted stock units cancelled and forfe 18,50(
Options grante: —
Options exercise — (87,93) $ 0.3t
Options cancelled and forfeit: 88,22¢ (88,229 $ 1.64
Balance at June 30, 20 1,220,79. 5,918,26. $ 1.5 6.3C $739,75!
Options vested and expected to vest at June 30, 5,858,53. $ 1.5t 6.2  $739,75
Options exercisable at June 30, 2! 4,487,96! $ 1.3¢ 5.5z $739,75!
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NOTE 8 — NET LOSS ALLOCABLE TO COMMON STOCKHOLDERS PER SHARE

Net loss allocable to common stockholders per sisasemputed in accordance with Statement of Filsd#aecounting Standard No. 12
Earnings per Shar, or SFAS 128, by dividing the net loss allocalbledmmon stockholders by the weighted average nuoflehares of
common stock outstanding. The Company has outstgredock options and restricted stock units, winiatie not been included in the
calculation of diluted net loss allocable to comnstockholders per share because to do so wouldtbeilutive. As such, the numerator and
the denominator used in computing both basic aludedi net loss allocable to common stockholdersspare for each period are the same.

Basic and diluted net loss per share were calalgefollows (in thousands, except per share data):

Three Months Ended Six Months Ended
June 30, June 30,

2009 2008 2009 2008
Numerator:
Net loss $(2,925) $(11,59) $(5,939 $(14,68¢)
Denominator
Basic weighte-average share
Weightec-average shares used in computing basic net losshpes 43,39( 41,99¢ 43,27¢ 41,69¢
Basic net loss per common sh $ (0.0) $ (0.28) $ (0.149 $ (0.35
Diluted weighte-average share
Weighte(-average shares used in computing diluted net lessshare 43,39( 41,99¢ 43,27¢ 41,69¢
Diluted net loss per common sh: $ (007) $ (0.2 $ (0.19H $ (0.39
Anti-dilutive shares excluded from net loss per shal@ilzion 9,20( 3,07¢ 11,60« 3,574

NOTE 9 — SEC INVESTIGATION

On April 3, 2008, the Company received a lettenfrithe SEC informing it that the SEC was conductirgpnfidential inquiry, or SEC
Inquiry, and requesting that the Company volunggriioduce documents in connection with the SECimyq®n April 5, 2008, the Company’s
Board of Directors appointed a special committeesmecial Committee, consisting entirely of indegemt directors to cooperate with the SEC
in connection with the SEC Inquiry and to overseénglependent investigation into the matters raisethe SEC Inquiry. Keker & Van Nest
LLP, or Independent Counsel, was retained as intigre counsel to conduct an investigation. Keka&fata Nest LLP had not previously
represented the Company in any matters. On Juld0d8, Independent Counsel reported their findiogepresentatives of the SEC and, on
July 21, 2008, provided to the SEC copies of certlmicuments collected by Independent Counsel diinegourse of its independent
investigation. The Company provided all the regegstocuments to SEC. As a result of the SEC Ingthiesy Company was not able to file
timely its quarterly report on Form 10-Q for thesfiquarter ended March 31, 2008 and, on May 2a82the Company received a notification
letter from NASDAQ stating that its common stockyniee subject to delisting in accordance the NASDAI@s. The Company’s management
attended a hearing on July 24, 2008 to requesNASDAQ grant the Company’s request for an extemsitime in which to comply with the
NASDAQ listing standards. On July 29, 2008, the @any filed its quarterly report on Form-Q for the quarter ended March 31, 2008 and
now believes it is in compliance with all SEC fgimequirements. Additionally, on August 6, 200& @ompany received notification from
NASDAQ informing the Company that the NASDAQ hegripanel had determined to continue listing the Camy's common stock on the
NASDAQ.

During the course of the SEC inquiry, the Compaggame aware of allegations of misconduct relatnpé Company’s business
practices in the Asia Pacific region that, if trogy constitute violations of the U.S. Foreign @ptrPractices Act, or FCPA. These potential
FCPA violations include alleged misconduct related Chinese customer and an Indonesian customaddition, the Special Committee was
informed and made the Company aware of allegatibpsssible fraud perpetrated against the Compady#lations of the Company’s Code
of Conduct and Ethics, or Policy. The allegatiohpassible fraud and violations of the Policy inv®lpayments from a reseller to certain non-
management employees (whose employment has sircetdreninated) and other potentially inappropr@tsmercial relationships between
non-management employees and a reseller.

On January 27, 2009, the Company received a subdoam the SEC requesting documents related t€tmpany’s business practices
in Vietham. In connection with such investigatitile Company is producing documents and providistinmny relevant to the SEC’s
investigation. The level of sales to customers iethvam has historically been a minor percentagh®fCompany’s overall business and
represented zero, 1% and 1% of the Company totehtees during the three and six months ended Jun2089 and the year ended
December 31, 2008, respectively.
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At the current time, the Company cannot determeeprobability of or quantify the amount of anyeinor penalties associated with the
SEC matters discussed above.

There were no expenses incurred related to SEGtigetion in the three and six months ended Jun@@9. During the three and six
months ended June 30, 2008, the Company had int8EE€ investigation expenses of $2.1 million eaebpectively. To date, the Company
has incurred expenses related to the SEC invesiigat approximately $2.5 million.

NOTE 10 — INCOME TAXES

The Company recorded an income taxes benefit o2B(fillion and $(0.6) million for the three monteaded June 30, 2009 and 2008,
respectively. The Company recorded income taxesftief $(0.2) million and $(0.5) million for théxsmonths ended June 30, 2009 and 2008,
respectively. The tax benefit during the three simdnonths ended June 30, 2009 and 2008 were phynaétributable to the Companyloss ol
operations in Israel. The Company has performegsarssment of the realizability of these defemmdissets and believes it is more likely
not that this operation will generate sufficientLie taxable income to support the realizatiorheke deferred tax assets.

The Company files U.S. federal income tax retuswall as income tax returns in various statesfarelgn jurisdictions. The Company
may be subject to examination for calendar years f2003 through 2008. Additionally, any net opemgtiosses that were generated in those
years may also be subject to examination in theéax the net operating loss is utilized. In additithe Company may be subjec
examination in the following foreign jurisdictiofisr the years specified: Brazil for 2006 througt®20France for 2006 through 2008, India for
2005 through 2008, Israel for 2003 through 2008g&pore for 2005 through 2008, Russia for 20062008, and the United Kingdom for
2005 through 2008.

The American Recovery and Reinvestment Act of 200®Recovery Act was signed into law on February2009, and among other
things extended the ability to claim additionasfiyear depreciation, extended the ability to triageus and accelerated depreciation for
otherwise deferred tax credits, and reduced thidiion on remuneration paid to executives frorm$ilion to $0.5 million. The change in the
law for the amount of remuneration paid to exe@giwill have no impact to our tax expense during®28nd the refundable credit may prov
an immaterial benefit during the year as assetplaed into service.

On February 20, 2009, California also enacted regislation, which among other things provides far ¢lection of single factor
apportionment formula beginning in 2011. This l&gisn had no impact to the Company during theghm®nths ended June 30, 2009 because
of the valuation allowance recorded against ouestaferred tax assets.

NOTE 11 — SEGMENT AND GEOGRAPHIC INFORMATION

Statement of Financial Accounting Standard No. IB4¢losures about Segments of an Enterprise andt&eInformation or SFAS
131, establishes standards for reporting informagioout operating segments. Operating segmenteéireed as components of an enterprise
about which separate financial information is aafalié that is evaluated regularly by the chief ofiegadecision maker, or decision making
group, in deciding how to allocate resources arassessing performance. The Company’s chief opgrdecision maker is the Company’s
Chief Executive Officer. The Chief Executive Offiaeviews financial information presented on a ahidated basis, accompanied by
information about revenue by geographic regiorpimposes of allocating resources and evaluatiranfiral performance. The Company has
one business activity and there are no segmentgeamaho are held accountable for operations, tipgreesults and plans for levels or
components below the consolidated unit level. Adogly, the Company is considered to be in a singp®rting segment and operating unit
structure. Revenue by geography is based on tliegodddress of the customer. The following talgts $orth revenue and long-lived assets by
geographic area (in thousands):

June 30, June 30,
2009 2008 2009 2008

Revenues:
Europe, Middle East and Afric $ 7,61¢ $ 8,287 $16,26! $23,31:
North America 2,54¢ 3,412 5,71¢ 7,95¢
Asia Pacific and Indi 2,38: 1,71¢ 7,931 7,158
Caribbean and Latin Americ 4,27¢ 2,85¢ 7,86% 5,72¢

$16,82( $16,267 $37,77. $44,15(
Foreign countries which contributed more than 1G%ewvenues Brazil Russi¢  Brazil Russii
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Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Sales originating from:
United State: $ 6,388 $ 7,527 $14,517 $21,13%
Israel 6,161 7,70¢  14,32.  19,55(
Other foreign countrie 4,274 1,03¢ 8,93: 3,46:
$16,82( $16,267 $37,77. $44,15(
June 30 December 31
2009 2008
Long-lived assets, net
United State: $1,18¢ $ 1,58¢
Israel 2,32¢ 2,61
Other foreign countrie 461 434
$3,97¢ $ 4,63

ITEM 2. MANAGEMENT ’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion and analysis should belieaconjunction with our Condensed Consolidatedalfcial Statements and Notes thereto
included in Part 1, Item 1 of this Quarterly Repornt Form 10-Q and our Consolidated Financial Sta¢ets and Notes thereto for the year
ended December 31, 2008, in our Annual Report amF0-K, filed with the Securities and Exchange @ugsion on March 12, 2009. The
discussion in this Quarterly Report on Form 10-@teins forward-looking statements that involve siskd uncertainties, such as statements
of our future financial operating results, suffic® of our cash resources, revenue estimationgsplabjectives, expectations and intention:
some cases, you can identify forward-looking statégmby terms such as “anticipates,” “believes,"dald,” “estimates,” “expects,”

“intends,” “may,” “plans,” “potential,” “predicts,” “projects,” “should,” “will,” “would” and similar expressions intended to identify
forward-looking statements. Forward-looking statementkeogfour current views with respect to future egeate based on assumptions and
are subject to risks, uncertainties and other im@ot factors. Our actual results could differ maddlly from those discussed here. See “Risk
Factors” in Item 1A of Part Il for factors that could caeduture results to differ materially from any réswexpressed or implied by these
forward-looking statements. Given these risks, unceresraind other important factors, you should not plandue reliance on these forward-
looking statements, which speak only as of the ldetteof. Except as required by law, we assume figation to update any forward- looking
statements publicly, or to update the reasons dctslts could differ materially from those angiated in any forward-looking statements,
even if new information becomes available in thergu

Overview

We are a leading global provider of voice infrastawe solutions for established and emerging wissiind wireless service providers.
Service providers use our products to transportyexd and manage data and voice traffic both cagady TDM networks and IP networks,
while enabling VolP and other multimedia servidg@ar product portfolio consists of bandwidth optiatibn and NGN switching solutions. C
bandwidth optimization products consist of our #4000 family of media gateways, our Secure Conication software, and our DTX-600
DCME product for voice compression over legacy TB&works. Our NGN switching solution consists of @ontrolSwitch, an IP softswitch
and service delivery platform comprised of numenddS-compatible software modules, our Network-adepBorder Controller, our I-Gate
4000 EDGE SIP Gateway, and our I-Gate 4000 fanfilpedia gateways. Our portfolio of products camgigantly reduce the cost to build
and operate voice services compared to traditialt@inatives and other NGN solutions. In additioum; products offer a standards-compliant
platform that enables service providers to increase revenues through the rapid creation andrestiof new services. We also offer services
consisting of hardware and software maintenancesapgort, installation, training and other professi services.

We outsource the manufacturing of our hardware yetsd Our I-Gate 4000 media gateways are manuftfior us by Flextronics. We
buy our DCME products from ECI Telecom Ltd. whiatbsontracts the manufacturing to Flextronics. HBmables us to focus mainly on the
design, development, sales and marketing of owymts and lowers our capital requirements. Howemar ability to bring new products to
market, fulfill customer orders and achieve longrtgrowth depends on our ability to maintain suéit technical personnel and obtain
necessary external subcontractor capacity.

We sell our products primarily through a direciesdiorce and also through indirect sales channels.
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Other Matters

On April 3, 2008, we received a letter from the SBEforming us that the SEC was conducting a comtiidé informal inquiry into the
Company. In response to the inquiry, our Board ioé@ors appointed a special investigation committemposed of independent directors to
cooperate with the SEC in connection with such iipgand to perform our own investigation of the teet surrounding the inquiry. The spe
investigation committee, in turn, retained indepetccounsel to perform an internal investigation.Joly 17, 2008, Independent Counsel
reported their findings to representatives of tB€&nd subsequently provided all the requestedrdents to the SEC. On January 27, 2009,
we received a subpoena from the SEC indicatingittaid commenced a formal investigation into nrattelated to our business practices in
Vietnam. In connection with such subpoena, we apdycing documents and providing testimony relevarthe SEGs investigation. The lev
of sales to customers in Vietham has historicadlgrba minor percentage of the our overall busiaedsepresented zero, 1% and 1% of our
total revenues during the three and six monthsaddaee 30, 2009 and the fiscal year ended Dece®ihe008, respectively.

At the current time, we cannot determine the prdibalof or quantify the amount of any fines or [adties associated with the SEC
matters discussed above. For more information digguithe SEC matters discussed above, see Note® twondensed consolidated financial
statements elsewhere in this Quarterly Report.

We are the exclusive worldwide distributor of eeliof voice compression telecommunications product®CME, for ECI Telecom
under the DCME Agreement, which was executed inerdser 2002, and certain agreements relating td garty intellectual property and
quality assurance and quality control services.adrtde DCME Agreement, ECI Telecom manufacturesubcontracts the manufacture of all
DCME equipment sold by us and also provides cegapply, service and warranty repairs. The DCMEe&gnent is automatically renewed
successive one-year periods unless earlier teredraaid was renewed for the period ending Decemhe2(®9. Effective June 30, 2009, the
Company and ECI Telecom entered into a Settlemgnedment and General Release (Settlement Agreenadatihg to a variety of
outstanding commercial issues between the paiitles Settlement Agreement effected a mutual relefbeth the outstanding commercial
issues that gave rise to the notice of defaultaarthin other claims as of the date of the SettigrAgreement. ECI Telecom had previously
provided the Company with a purported notice ohd#funder the DCME Agreement as ECI Telecom betiethat the Company was past due
on payments, and owed additional royalties on sel@CME related products among other items anddhmatters were resolved pursuant to
the Settlement Agreement. The Settlement Agreenidmot materially impact the Company'’s financittements.

Critical Accounting Policies and Estimates

There have been no significant changes to oucaliticcounting policies and estimates during theetland six months ended June 30,
2009, as compared to the previous disclosures magement’s discussion and analysis of financiatliteom and results of operations included
in our Annual Report on Form 10-K, filed with thecsirities and Exchange Commission on March 12, 2009

Results of Operations
Comparison of Three Months Ended June 30, 2009 £a0D8
Revenues (amount in thousant

Three Months Ended June 30,

2009 2008
Percentagt Percentagt
Period-to-Period Change
of Total of Total
Amount Revenue Amount Revenue Amount Percentagt
Revenues:
IP Products $ 9,95¢ 59% $ 9,69¢ 60% $ 25¢ 3%
DCME Products 71C 4 1,23¢ 7 (529) (43
Services 6,15¢ 37 5,33: 33 82¢ 15
Total revenue $16,82( 10C% $16,267 10C% $ 55¢ 3%
Revenue by Geography
Europe, Middle East and Afric $ 7,61¢ 45%  $ 8,28 51%  $ (669 (8)%
North America 2,541 15 3,412 21 (86¢) (25)
Asia Pacific and Indi 2,38: 14 1,71¢ 10 66¢ 39
Caribbean and Latin Americ 4,27 26 2,85¢ 18 1,42: 50
Total revenue $16,82( 10C% $16,267 100% $ 55¢ 3%
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IP product revenues marginally increased by 3%oaspared with the same period of 2008. Our reveavesmpacted by the timing and
amount of bookings that convert into revenue ireaqal as well as bookings from prior periods whidmvert into revenue in the same period.
Our bookings are affected by a number of facterduiding the slowdown in capital spending in soegions that have placed orders in the
and increased competition in some regions, padituin the North America region and the Europeddiie East and Africa region, particularly
Russia. As the market continues to demand moreistapted communications products, we expect thatlvenues as a percentage of total
revenue will continue to increase while concurneCME product revenues will continue to decline.

DCME product revenues decreased 43% in the seagaudiey of 2009 over the same period last year aaglthe result of the expected
continuing decline in the size of the overall DCMtiarket as customers migrate from traditional voiegvorks utilizing DCME products over
to those using IP products. At this late stagéefgroduct life cycle of this legacy product, ta&erof decline of DCME product revenues will
vary from quarter to quarter. We expect our DCM&durct sales to further decline over time, whiler¢heill be some periods where the DC
sales could be higher or lower than our expectation

Total services revenues increased 15% in the seqaaider of 2009 over the same period last year.IPgervices revenues increased to
$5.4 million in the second quarter of 2009 from3bdhillion in the second quarter of 2008 due priryaio increased support and maintenance
revenue from a larger IP customer installation b@kés increase in IP services revenue was offget thecrease in DCME services revenues of
$0.2 million, from $1.0 million to $0.8 million ithe three months ended June 30, 2008 and 200®atesyy. Over time, as with the DCME
product revenues, we expect DCME services revetauéscrease as new DCME implementations continaketoease and customers migrate
to IP networks.

Revenue by Geography

The Caribbean and Latin America region was prirgagbponsible for the increase in total revenudtfersecond quarter as we expanded
our products into new countries within the regiparticularly Brazil which increased total reventysl 75% in the second quarter of 2009 over
the same period last year. The Asia Pacific andhlregion also increased total revenues by $0.l[fomias a result of continuing market
penetration with new and existing customers. Wbdgain regions experienced a revenue increasalsseexperienced a corresponding
combined decrease in revenues of $1.5 million éNbrth America, Europe, Africa and the Middle Basfions. The decrease in the Middle
East region was primarily due to a decline in rexenfrom Russia of 75% for the quarter ended JOn2M@9 compared to the same period of
2008. The regional decreases were as a resulegjtibal recession, which hit customer purchasattems in the more established regions of
our business particularly in the second quart&080 and from increased competition in certain rgkwhich is Africa and Latin America.
During the three months ended June 30, 2009, regeware 15% from North America and 85% internatiasecompared to 21% from North
America and 79% international during the three memnded June 30, 2008. Our geographic mix of tegewill vary significantly on a
quarterly basis, dependant on the timing of thepetion of projects.

Cost of Revenues and Gross Profit (amount in thodsa

Three Months Ended June 30,

2009 2008
Percentagt Percentagt
Period-to-Period Change
of Total of Total
Amount Revenue Amount Revenue Amount Percentage
Cost of Revenues
IP Products $4,517 45%  $4,77¢ 49% $ (25 (5)%
DCME Products 24F 35 49t 40 (250 (52)
Services 2,961 48 3,89¢ 73 (939 (24)
Total cost of revenue $7,72% 46%  $9,16¢ 56% $(1,449) (16)%
Gross Profit:
IP Products $5,43¢ 55% $4,921 51% $ 517 11%
DCME Products 465 65 744 60 (279 (38)
Services 3,194 52 1,43¢ 27 1,75¢ 122
Total gross profi $9,097 54%  $7,101 44% $ 1,99¢ 28%

Cost of RevenuesThe total cost of revenues decreased by $1.4omiliom the combined effect of higher marginsdor products and
services, as well as, lower allocated overheadsast result of our restructuring activities ie third quarter of 2008.
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While services revenues increased 15%, the casrgfces revenues decreased 24% compared to tleepsaiad in 2008. The decrease
was a result of lower salaries and related cosgd* million due to lower headcount from the nesturing activities in the third quarter of
2008, decreased outside consulting and professsemaices of $0.4 million, reduced travel relatedts of $0.2 million and a benefit of $0.2
million from lower overhead allocations. The cofservices revenues will vary from period to perapending on the timing of projects be
implemented, which may not be in the same periaghiith the corresponding revenue is recognized.

Gross Margin.Gross margin, which is gross profit as a percentdgevenue, increased to 54% from 44% for theghmenths ended
June 30, 2009 and 2008, respectively. This incrisagemarily attributable to the higher margintaated in services revenues in the current
quarter, which increased from 27% in the three im®ended June 30, 2008 to 52% in the three monttedeJune 30, 2009.

Overall IP product gross margin may fluctuate @equential quarter over quarter basis due to clsaingbe IP product mix and the
timing of the recognition of revenue and the assted costs. Typically, IP product revenues fromamgon sales will have higher gross
margins than revenues from initial VolP solutiompldyments.

DCME product gross margins have remained relatiflatyin the second quarter of 2009 over the saereog last year because our
hardware costs are a fixed percentage of our ciestonder amounts, and we anticipate this trenditicue.

The increase in services gross margin in the seqaader of 2009 compared to the same period o8 2085 attributable to higher service
revenue mainly from maintenance support due tdraueased customer installation base, our reduastistructure in 2009 over 2008, and the
normal recognition timing differences that occutw@Een services expenses and services revenues.

We expect services expenses to remain fairly cahgtahe following quarters, with margins contingito improve as a result of growing
services and maintenance revenue throughout thaimeer of the year.

Operating Expenses (amount in thousands).

Three Months Ended June 30

2009 2008
Percentagt Percentagt
Period-to-Period Change
of Total of Total
Amount Revenue Amount Revenue Amount Percentage

Operating Expenses:
Research and development, $ 4,34: 26% $ 7,26 45%  $(2,919 (40)%
Sales and marketir 5,637 34 6,99: 43 (2,356 (29
General and administrati 2,96 18 5,69( 35 (2,729 (48)

Total operating expens $12,941 7%  $19,94¢ 125%  $(6,999) (35)%

Research and development expensesRaestearch and development expenses consist prirodsBlaries and related compensation for
our engineering personnel responsible for designeldpment, testing and certification of our pradu©ur research and development efforts
have been partially financed through grants froen@ffice of the Chief Scientist of the Israel Mimysof Industry and Trade, or OCS. We
record grants received from the OCS as a reduofioesearch and development expenses. Grants egciom the OCS were $0.7 million in
each of the three months ended June 30, 2009 @& 20 the $2.9 million decrease in research amgldpment expenses, $1.5 million is
attributed to decreased employee and related ezpeasd $1.0 million pertains to a decrease indeifsrofessional services, allocated
overhead costs, facilities and travel costs. Tlragny driver of the employee related cost decreaselted from headcount reductions as pa
our restructuring activities in the third quarté2608. Headcount associated with research andafawent activities decreased 48% as of
June 30, 2009 as compared to the same period 8f 20@ddition, a $0.3 million reduction was realizin the second quarter of 2009 in
research and development expenses from purchasiagtiuipment supplies and a decline in depregiatipense from a reduction in capital
equipment purchases.

We expect research and development expenses tinrapgoximately at the current expenditure lewelsaan absolute basis during the
remaining quarters of 2009, and to decrease ascamage of total revenues as revenues increasegifwut the last half of the year.
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Sales and marketing expensBales and marketing expenses consist primarilalafies and related compensation for our persoasel,
well as marketing expenses, including attendant®dé shows, participation in trade associationtsromotional activities. The $1.4 million
decrease in sales and marketing expenses wasliaofdswer employee related expenses due to theueturing that occurred in the third
quarter of 2008, including reduction in salaried henefits of $0.3 million and travel expenses@#$nillion. Spending on outside services
was reduced by $0.4 million as we reduced our datsales and marketing support services, includéntain ECI Telecom’s sales and
marketing support services. Expenses were $0.®milbwer due to fewer deals that involved salesnggy particularly in Russia. Also,
spending on marketing programs was reduced byr$i0lidn. These expense reductions were partialfgeifby an increase of $0.2 million for
customer equipment testing.

We expect sales and marketing expenses to inctiegmseghout the year as sales personnel meet theiinmum annual commission tiers.
However, sales and marketing expenses will alsmpacted by the nature of sales arrangements whashinclude agent commissions and
related expenses that will increase or decreasensgs based on the usage of third party agents.

General and administrative expenségneral and administrative expenses consist prynafrsalaries and related compensation costs for
our executive management, finance personnel, Baghprofessional services, travel and related esggrnnsurance and other overhead costs.
Of the $2.7 million decrease in general and adrrative expenses, $2.1 million of the differenceswaaresult of SEC Investigation expenses
that were incurred in the second quarter of 20@Bramsuch SEC Inquiry expense in the second quafr2009. The SEC investigation costs in
2008 related to legal fees, costs for our independeditors as well as other consultants. Otheredses in general and administrative expe
were $0.3 million in salaries, benefits and relagatployee costs and $0.2 million in facilities. \eenot anticipate incurring expenses from the
ongoing SEC investigation in 2009 to be at the sartent that we did in 2008.

We expect expenses and costs associated with naragend administrative functions to remain flatam absolute basis, and to decrease
as a percentage of total revenues as revenuesisrectieroughout remainder of the year.

Other income, neDther income, net consists primarily of interesiime earned on cash, cash equivalents and shortrteestments,
foreign currency exchange gains (losses) and ¢mletees offset by interest expense and bank esa@ther income, net remained flat at $0.7
million in each of the three months ended June&2809 and 2008. The other income, net was primdrily to a $0.3 million increase in foreign
currency exchange gains on certain balance steees ithat are denominated in foreign currency, dsasdess $0.2 million interest income
resulting from lower interest rates, and lower ¢asish equivalents and short term investment batanc

Income taxes benefilncome taxes provided a benefit of $0.2 million &0.6 million for the three months ended June2809 and 200
respectively. During the three months ended Jun@@9 the tax benefit attributable to our losopearations in Israel of $0.6 million was
partially offset by a provision of $0.4 million fawur other foreign operations which were profitafilee tax benefit during the three months
ended June 30, 2008 was primarily attributableutolass on operations in Israel. We have perforaredssessment of the realizability of our
deferred tax assets and believe it is more like#yntnot that these operations will generate sefiitcfuture taxable income to support the
realization of our deferred tax assets.

Net lossNet loss was $2.9 million and $11.6 million for tieee months ended June 30, 2009 and 2008, resggct he net loss
improved in the three months ended June 30, 206fhaced to the same period of 2008, primarily frown teduction of operating expenses of
$7.0 million from expense control monitoring and testructuring actions taken in 2008.
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Comparison of Six Months Ended June 30, 2009 and30
Revenues (amount in thousant

Six Months Ended June 30,

2009 2008
Percentagt Percentagt
Period-to-Period Change
of Total of Total
Amount Revenue Amount Revenue Amount Percentage

Revenues:

IP Products $23,00¢ 61%  $30,44( 69% $(7,435 (29)%

DCME Products 1,90¢ 5 2,81¢ 6 (907) (32

Services 12,85¢ 34 10,89¢ 25 1,96: 18
Total revenue $37,77 10C%  $44,15( 10C% $(6,379 (14)%
Revenue by Geography

Europe, Middle East and Afric $16,26 43%  $23,31: 53% $(7,049 (30)%

North America 5,71¢ 15 7,95¢ 18 (2,247) (28)

Asia Pacific and Indi 7,931 21 7,15% 16 77¢ 11

Caribbean and Latin Americ 7,86% 21 5,72¢ 13 2,13¢ 37
Total revenue $37,77: 10C%  $44,15( 100% $(6,379 (14)%

IP product revenues decreased 24% on lower bookmihe first half of 2009, as compared with thensgperiod of 2008. The decreasi
IP product bookings was a result of the slowdowthefglobal economy. In addition, less revenue reaegnized from prior yeas’bookings o
VOIP solutions in the first half of 2009, as cormgmhto 2008. The IP revenues were also impacteevesr forojects were completed and
accepted in the first half of 2009 than in the sgmeod of 2008. The timing and amount of bookirgyaffected by a number of factors,
including the slowdown in capital spending in somgions that have placed orders in the past andased competition in some regions,
particularly in the North America region and therépe, Middle East and Africa region, and specificBlussia. As the market continues to
demand more sophisticated communications prodwetg€xpect that IP revenues as a percentage offéatahue will continue to increase wi
concurrently DCME product revenues will continuedeline.

DCME product revenues decreased 32% in the filsohi2009 over the same period last year and Wwagésult of the expected
continuing decline in the size of the overall DCMtiarket as customers migrate from traditional voiegvorks utilizing DCME products over
to those increasingly using IP products. At thts ktage of the product life cycle of this legacyduct, the rate of decline of DCME product
revenues will vary from quarter to quarter. Wel stipect our DCME product sales to continue to ideabver time, while there will be some
periods where the DCME sales could be higher oefdan our expectations.

Services revenues increased 18% in the secondequ&2009 over the same period last year. OuelRices revenues increased to $11.2
million in the first half of 2009 from $8.4 milliom the first half of 2008 due to recognition ofeaues from large deals on completed and
accepted projects for professional services, acigased support and maintenance from a largerd®mer installation base. This increase in
IP services revenue was offset by a decrease in B€&ivices revenues of $0.8 million, from $2.5 imillto $1.7 million in the six months
ended June 30, 2008 and 2009, respectively. Owey, fas with the DCME product revenues, we expedIBEGervices revenues to decrease as
new DCME implementations continue to decrease astbmers migrate to next generation networks.

Revenue by Geograpt

The decrease in total revenues of $6.4 million prity resulted from a decrease in sales in the girdiddle East and Africa region,
particularly in Russia as it declined 66% for theader ended June 30, 2009 compared to the sanogl @é2008. The other decrease in North
America region was due to the economic downturrer&lwas a $0.8 million increase in the Asia Paeifid India region as a result of
continuing market penetration with new and existtagtomers which occurred mainly in the secondtquaf 2009. The Caribbean and Latin
America region experienced a significant increase td the expansion of our products into new céesmin the region, particularly Brazil
which increased total revenues by 298% in the ffiedt of 2009 over the same period last year. Qtive six months ended June 30, 2009,
revenues were 15% from North America and 85% imtiional as compared to 18% from North America a2% 8nternational during the six
months ended June 30, 2008. The geographic mievehues will vary significantly on a quarterly lsaglependant on the timing of the
completion of projects.
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Cost of Revenues and Gross Profit (amount in thodsa

Six Months Ended June 30

2009 2008
Percentagt Percentagt
Period-to-Period Change
of Total of Total
Amount Revenue Amount Revenue Amount Percentage

Cost of Revenues

IP Product: $ 9,951 43%  $13,18¢ 43%  $(3,237) (25)%

DCME Products 732 38 1,08( 38 (34€) (32)

Services 5,84¢ 45 7,83¢ 72 (1,98 (25
Total revenue $16,53: 44%  $22,09; 50% $(5,56¢ (25)%
Gross Profit:

IP Products $13,05¢ 57%  $17,25] 57%  $(4,209 (24)%

DCME Product: 1,17¢ 62 1,73¢ 62 (55¢ (32

Services 7,00¢ 55 3,061 28 3,94¢ 12¢
Total gross profi $21,23¢ 56%  $22,05! 500 $ (819 (4%

Cost of RevenuesThe decrease in sales of IP and DCME productstegkin a corresponding decrease in cost of prodivenues,
combined also with higher direct margins on revenédthough overall cost of revenues decreasedariiynas a result of the decrease in total
revenues, we continue to incur the fixed overhemisc The overall decrease in cost of revenueadesl the benefit from a correction of an
error of $0.2 million that was corrected in the signths ended June 30, 2009 but related to the yeiEr. We do not believe that correcting the
error in first quarter of 2009 is material to thmstfhalf or the expected results for the year 2009

Although services revenues increased 18%, theod@strvices revenues decreased 25% compared sauthe period in 2008. The
decrease was a result of lower salaries and retatsts of $0.5 million due to lower headcount fritva restructuring activities in the third
quarter of 2008, decreased outside professionaicesrof $0.7 million, reduced travel related caxt$0.4 million and a benefit from lower
overhead allocations of $0.3 million. The costefvices revenues will vary from period to periogheieding on the timing of projects being
implemented, which may not be in the same periaghith the corresponding revenue is recognizedeWyect cost of service revenues to
slightly increase as services revenue increasesaghout the year.

Gross Margin.Gross margin, which is gross profit as a percentdgevenue, increased to 56% from 50% for thensixths ended
June 30, 2009 and 2008, respectively. This incrisagemarily attributable to the higher margintaated on services revenues in the first half
of the year, which increased from 28% in the siithe ended June 30, 2008 to 55% in the six momttisdeJune 30, 2009.

Overall IP product gross margin may fluctuate @equential quarter over quarter basis due to clsaingbe IP product mix and the
timing of the recognition of revenue and the assted costs. Typically, IP product revenues fromagsgion sales will have higher gross
margins than revenues from initial VolP solutiompldgments.

DCME product gross margins have remained relatiflatyin the first half of 2009 over the same pdriast year because our hardware
costs are a fixed percentage of our customer @meunts, and we anticipate this trend to continue.

The increase in services gross margin in the tiiaftof 2009 compared with to the same period &f&®as attributable to higher services
revenue mainly from maintenance support due tdraweased customer installation base, the timingeofices expenses, which may not be in
the same period as when the services revenues@gnized and our reduced cost structure in 2089 2808. We expect our services margins
to improve during the second half of 2009 overdbeesponding periods in 2008 due to expected dgrawbur services revenue in the second
half of 2009 as compared to the same period in 2008
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Operating Expenses (amount in thousands).

Six Months Ended June 30

2009 2008
Percentagt Percentagt
Period-to-Period Change
of Total of Total
Amount Revenue Amount Revenue Amount Percentag¢
Operating Expenses:

Research and development, $ 9,551 25%  $15,13¢ 34% $ (5,589 (37)%
Sales and marketir 12,167 32 14,79¢ 34 (2,6372) (18)%
General and administrati\ 5,77¢ 15 8,62¢ 20 (2,85)) (33)%
Total operating expens $27,49: 72%  $38,56( 88%  $(11,067) (29)%

Research and development expensesRaestearch and development expenses consist prinoésilaries and related compensation for
our engineering personnel responsible for desigmeldpment, testing and certification of our pradu©ur research and development efforts
have been partially financed through grants from@CS. We record grants received from the OCSradution of research and development
expenses. Grants received from the OCS was $1l®miih the six months ended June 30, 2008 compiaxr&d.1 million for the six months
ended June 30, 2009. The decrease in expenseioedfatOCS grant monies received was offset bgaehse in employee and related
expenses of $3.0 million and consulting expens&&l& million. The primary driver of the employesated cost decrease resulted from
headcount reductions as part of our restructuratiities in the third quarter of 2008. Headcoussa@ciated with research and development
activities decreased 48% as of June 30, 2009 apaeu to the same period of 2008. Decreases intditgiipment supplies and depreciation
expenses, facilities and lower allocated overhestisccontributed an additional $1.3 million in enpe reductions.

We expect research and development expenses tinrapgaoximately at the current expenditure lewssan absolute basis during the
remaining quarters of 2009, and to decrease ascamage of total revenues as revenues increasegiout the year.

Sales and marketing expensBales and marketing expenses consist primarilplefies and related compensation for our persoasel,
well as marketing expenses, including attendant@dé shows, participation in trade associatiortsggomotional activities. The $2.6 million
decrease in sales and marketing expenses was {yiama result of $0.8 million of travel, $0.6 tioh due to less deals agent commissions
particularly in Russia, which has higher agent fbes other regions. Other decreases in sales ankkting expenses were $0.6 million in
outside consulting expenses as a result of cosaitonent measures, $0.4 million of marketing pragga$0.2 million of recruiting, and $0.1
million of facilities and telecommunications. Thesgenses decreases were partially offset by arase in equipment testing costs of $0.2
million.

We expect sales and marketing expenses to inctiegmseghout the year as sales personnel meet tiggiehannual commission tiers.
However, sales and marketing expenses will alsmpacted by nature of sales arrangements whichintdyde agent commissions and rele
expenses that will increase or decrease expensed ba the usage of third party agents.

General and administrative expenségneral and administrative expenses consist prynafrsalaries and related compensation costs for
our executive management, finance personnel, Baghprofessional services, travel and related esggnnsurance and other overhead costs.
The general and administrative expenses decre@s@drillion from $8.6 million in the six months ezdl June 30, 2008 to $5.8 million in the
six months ended June 30, 2009. Of the $2.9 mitliecrease in general and administrative expengekpdillion was a result of no SEC
investigation costs in the first half of 2009. TBEC investigation costs in 2008 related to legasfeosts for our independent auditors as well
as other consultants. Other decreases in genatadministrative expenses were a reduction in @lwes for doubtful accounts of $0.7
million, and a decrease of $0.2 million in salaaesl benefits. We do not anticipate the expenses fhe ongoing SEC investigation in 200¢
the same extent that we experienced in 2008.

We expect expenses and costs associated with narajeand administrative functions to remain flatam absolute basis, and to decrease
as a percentage of total revenues as revenuegsectieroughout the year.

Other income, neDther income, net consists primarily of interesiime earned on cash, cash equivalents and shortrteestments,
foreign currency exchange gains (losses) and damlleéees offset by interest expense and bank esa@ther income, net, was $0.1 million in
the six months ended June 30, 2009, as comparbadttier income, net of $1.3 million in the six musended June 30, 2008. The decrease
was primarily due to lower foreign currency exchawggins of $0.6 million in the first six months209, on certain balance sheet items that
are denominated in foreign currency, as well asaehse of $0.6 million in interest income resglfiom lower interest rates, and lower cash,
cash equivalents and short term investment balathee$o significant use of cash for normal opetp#ntivities.
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Income taxes benefilncome taxes provided a benefit of $0.2 milliod 0.5 million in the six months ended June 3@%28&nd 2008,
respectively. During the six months ended June€2809 the tax benefit attributable to our loss oarapions in Israel of $0.6 million was
partially offset by a provision of $0.5 million faur other foreign operations which were profitafilee tax benefit during the six months en
June 30, 2008 were primarily attributable to thenpany’s loss on operations in Israel. We have perédl an assessment of the realizability of
our deferred tax assets and believe it is moréyliten not that these foreign operations will gee sufficient future taxable income to sup
the realization of our deferred tax assets.

Net lossNet loss was $5.9 million and $14.7 million for i months ended June 30, 2009 and 2008, respictivhe net loss
decreased in the six months ended June 30, 2088gsared to the six months ended June 30, 200&odiecrease in operating expenses of
$11.1 million from expense control monitoring aheé testructuring actions taken in 2008.

Liquidity and Capital Resources

At June 30, 2009, we had unrestricted cash, casivagnts and short-term investments of $35.9 anillia decrease from $38.0 million
from December 31, 2008.

We anticipate our cash and related balances teaserin aggregate for the next 12 months as regencaease and operating expenses
decrease moderately from savings due to the reésting completed in 2008. As a result, we belidvat bur existing cash, cash equivalents
short-term investments will meet our normal opaigtind capital expenditure needs for at least éxé twelve months.

Operating Activities

Net cash used in our operating activities was #iilBon and $17.5 million during the six months exadJune 30, 2009 and 2008,
respectively.

Net cash used in our operating activities in tixensdbnths ended June 30, 2009 was primarily attailetto our net loss of $5.9 million.
The amount of cash used related to a decreasdarrelt revenues of $1.2 million and decreasesénugel payroll and expenses of $1.5
million, offset by a decreases in inventories of78aillion, accounts receivable of $2.7 milliongpaid expenses and other current assets of
$0.7 million and related party, net, by $3.7 mitlid-urther, we incurred non-cash costs of $1.4dienilfor depreciation and $2.2 million of
stock-based compensation. Our working capital desge to $44.7 million as of June 30, 2009, from. $4illion as of December 31, 2008.

Net cash used in our operating activities in tikensdbnths ended June 30, 2008 was primarily attailetto our net loss of $14.7 million.
We also had an increase in inventories of $3.0anilknd decreases in accounts payable, accruedlpayd expenses in the aggregate amount
of $7.5 million. The amount of cash used was offgea decrease in accounts receivable of $2.6anjllbrepaid expenses and other current
assets of $1.0 million and an increase in defergdnue of $1.0 million. The net cash used in garating activities were related to our
decrease in revenues and the increase in opemtpenses. Further, we incurred non-cash expensgt dmillion and $2.3 million of
depreciation and stock-based compensation, respictOur working capital decreased to $49.3 millas of June 30, 2008, from $60.7
million as of December 31, 2007.

Investing Activities
Net cash used in our investing activities was $Hillion and $2.0 million during the six months eatdJune 30, 2009 and 2008.

Investing activities in the six months ended Jude2®09 consisted primarily of net purchases oftstesm investments of $13.5 million,
as well as purchases of property and equipmen® & Sillion.

Investing activities in the six months ended Jude2B08 consisted primarily of net purchases oftstesm investments of $1.0 million
well as purchases of property and equipment of §liton.

Financing Activities

Net cash provided by our financing activities wé&8 $00 for the six months ended June 30, 2009rfzgeds received from the exercise
of stock options.

Net cash used in our financing activities in therabnths ended June 30, 2008 of $1.3 million wastduepayments of a loan in the
amount of $1.8 million offset by proceeds receifredn the exercise of stock options in the amourg&@b million.
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Off-Balance Sheet Arrangements

At June 30, 2009, we did not have any relationshiitis unconsolidated entities or financial parttdps, such as entities often referred to
as structured finance or special purpose entitibg&;h would have been established for the purpés$acditating off-balance sheet
arrangements or other contractually narrow or Behjppurposes.

ITEM 3.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK
Foreign Currency Risk

The majority of our revenues, costs of sales ampeeses, including subcontractor manufacturing esggrare denominated in U.S.
dollars. However, we do maintain sales and busiopsgations in foreign countries, and part of @awenue is derived from customers in
foreign countries. As such, we have exposure tegvchanges in exchange rates associated withtimgeexpenses, including personnel,
facilities and other expenses, of our foreign op@na and sales to our customers. If the exchaaigehetween the U.S. dollar and the New
Israeli Shekel and Brazilian Real would have flatéd by 10%, in the six months ended June 30, 28@8%ffect of our local currency
expenses, excluding the impact of any foreign cunydorward contracts, would have increased orefesad by $0.9 million.

We are also impacted by assets or liabilities éinatdenominated in a currency other than a subgigitunctional currency. Our
intercompany short-term loan with our Brazilian sigliary is denominated in U.S. dollars, while tha8lian subsidiary’s functional currency
is the Brazilian Real. The impact of a change anftireign exchange rate between the U.S. dollatla@razilian Real during the six months
ended June 30, 2009 resulted in the decrease amtbents payable in Brazilian Real from December2BD8, therefore a gain of $0.3 million
at June 30, 2009 is recorded in other income. \&e lad foreign currency risk related to cash, amoants receivable that are denominated in
local currency for subsidiaries with U.S. dollanétional currencies. At June 30, 2009, we had #h@nd accounts receivable amounts in
Russian Rubles, Euros, Indian Rupees and New iShekel. Due to the impact of changes in foreigrrency exchange rates between the
U.S. Dollar and these other currencies, we recomlether income (expense) a net amount of $(0itjiom

Interest Rate Sensitivit

We had cash, cash equivalents, restricted cashstartiterm investments totaling $36.5 million anhd 30, 2009. These amounts were
invested primarily in money market funds and tregsecurities. The unrestricted cash and cash atgprits are held for working capital
purposes. We do not enter into investments foirigadr speculative purposes. Due to the short-teature of these investments, we do not
believe that a 10% change in interest rates woale la material impact on our financial position aeslits of operations. However, decline
interest rates and cash balances will reduce furwestment income.

Forward Contracts

In general, we have operating expenses in foraigrencies and the changes in exchange rates, gaitinular a strengthening or
weakening of the U.S. dollar will affect our opéngtexpenses as it is expressed in U.S. dollarswitere has been significant volatility in
foreign currency exchange rates.

We may enter into foreign currency forward contsagith financial institutions to protect againstdign exchange risks associated with
certain expenses in New Israeli Shekels. Generadiypractice is to hedge a majority of our matdaeeign exchange exposures, typically for
thirty days. A majority of our revenue, expense] aapital purchasing activities are transacted.®. ldollars. However, we may choose not to
hedge certain foreign exchange exposures for atyasf reasons, including but not limited to imnr&tkty, accounting considerations, and the
prohibitive economic cost of hedging particular espres. Our forward contracts reduce, but do wedys entirely eliminate, the impact of
currency exchange rate movements. During the segoader of 2009, we purchased forward foreign arge contracts to mitigate the risk of
changes in foreign exchange rates on 75% of thsifael New Israeli Shekel expenses. During themsonths ended June 30, 2009, the benefit
of the forward contracts recorded in other inconet,was $0.1 million, respectively.

ITEM 4T. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedur

We maintain disclosure controls and proceduresléfiaed in Rules 13a-15(e) and 158(e) under the Exchange Act) that are design
provide reasonable assurance that the informagiquired to be disclosed in the reports we fileutimsit under the Exchange Act is recorded,
processed, summarized, and reported within the pien@ds specified in the Securities and Exchangmi@ission rules and forms, and that
such information is accumulated and communicateddanagement, including our Chief Executive Offiaad Chief Financial Officer, as
appropriate to allow timely decisions regardinguiegd disclosure.
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Our management evaluated (with the participatioauwfChief Executive Officer and Chief Financialfioér) our disclosure controls and
procedures, and concluded that our disclosure aisrdnd procedures were effective as of June 319,Xlbject to the limitations described
below, to provide reasonable assurance that tleenration required to be disclosed by us in repibws we file or submit under the Exchange
Act, is recorded, processed, summarized, and regavithin the time periods specified in Securigesl Exchange Commission rules and
forms, and that such information is accumulated@rdmunicated to management, including our Chiefdttive Officer and Chief Financial
Officer, as appropriate to allow timely decisioegarding required disclosure.

Limitations of Disclosure Controls and Procedures@ Internal Control Over Financial Reporting

Our management, including our Chief Executive @ffiand Chief Financial Officer, does not expect tha disclosure controls and
procedures or our internal control over financegarting will prevent all errors and all fraud. Ardrol system, no matter how well conceived
and operated, can provide only reasonable, nofalesassurance that the objectives of the cosyrsiem are met. Further, the design of a
control system must reflect the fact that thereraseurce constraints, and the benefits of contmist be considered relative to their costs.
Because of the inherent limitations in all consgstems, no evaluation of controls can provide las@ssurance that all control issues and
instances of fraud, if any, within the Company hbeen detected.

Changes in Internal Control Over Financial Reportin

There have been no changes in our internal cootre financial reporting during the quarter endedel30, 2009 that have materially
affected, or are reasonably likely to materiallieaf, our internal control over financial reporting

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

From time to time we are involved in legal procegdi arising in the ordinary course of our businéés.believe there is no litigation
pending that could have, individually or in the ezgate, a material adverse effect on our resultgefations or financial condition.

ITEM 1A. RISK FACTORS

The risk factors set forth below include any matechanges to, and supersede the descriptioneofjgk factors disclosed in Item 1A of
our Annual Report on Form 10-K. Our business faigsificant risks, and the risks described belovy mat be the only risks we face. It is not
possible to predict or identify all such factorglatherefore, you should not consider the followiisls to be a complete statement of all the
potential risks or uncertainties that we facenly af these risks occur, our business, resultpefations or financial condition could suffer, the
market price of our common stock could decline ymal could lose all or part of your investment ir cammon stock.

Difficult conditions in the domestic and internata economies generally may materially adversdigcaour business and results of operations
and we do not expect these conditions to improveeémear future.

Declining business and consumer confidence aneé&sed unemployment have resulted in an economiclslen and a global recessic
Continuing market upheavals, including specificalig lack of credit currently available in the mettknay have an adverse affect on us
because we are dependent on capital budgets afiderare of our customers, and some of our custoarerslependant on obtaining credit to
finance purchases of our products. Our revenuebkatg to decline in such circumstances. Factaichsas business investment, and the
volatility and strength of the capital markets affthe business and economic environment and, atiéilyy, the amount and profitability of our
business. In an economic slowdown characterizetidlyer unemployment, lower family income, lowermmate earnings, lower business
investment, more volatile capital markets, fewetiays to obtain credit and lower consumer spendimg demand for our products could be
adversely affected. Adverse changes in the ecoradycontinuing recession, particularly in Russid doamestically, could affect earnings
negatively and could have a material adverse effedur business, results of operations, and fim&oondition.
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We received a letter regarding a confidential infael inquiry by the SEC, or SEC Inquiry, and in Jarary 2009 received a subpoena from
the SEC as well. Cooperation with such governmerdations has and will continue to cost significaamounts of money and management
resources and may result in charges filed againstand in fines or penalties.

On April 3, 2008, we received a letter from the SBforming us that the SEC is conducting a conftégginformal inquiry into the
Company. In response to the inquiry, our Board iné€ors appointed a special investigation committemposed of independent directors to
cooperate with the SEC in connection with such iipgand to perform our own investigation of the teet surrounding the inquiry. The spe
investigation committee, in turn, retained indepartdegal counsel to perform an internal investagatWe have incurred, and continue to
incur, significant costs related to the SEC Inguirhich had a material adverse effect on our firereondition and results of operations in
2008 and may, in future quarters, also have a mahteiverse effect on our financial condition aadults of operations. Further, the SEC
Inquiry has caused and may continue to cause,asion of our management’s time and attention whalld also have a material adverse
effect on our financial condition and results oemgtions.

Further, on January 27, 2009, we received a sulgpfvtem the SEC requesting the production of cedaicuments relating to the
Company’s business practices in Vietnam. We atberprocess of responding to this subpoena.

As a result of the SEC Inquiry and the subpoenmical or civil charges could be filed against mslave could be required to pay
significant fines or penalties in connection witke tSEC Inquiry or other governmental investigatigxisy criminal or civil charges by the SEC
or other governmental agency or any fines or pasalinposed by the SEC could materially harm owirss, results of operations, financial
position and cash flows.

If we fail to comply with the listing requirementsf NASDAQ, the price of our common stock and ourilitly to access the capital marke
could be negatively impacted, and our business w#lharmed.

Our common stock is currently listed on The NASD&@bal Market, or NASDAQ. Our stock has traded le%1.00 per share over the
last twelve months. The NASDAQ listing standardsvimte, among other things, that a company may bstelé if the bid price of its stock
drops below $1.00 for a period of 30 consecutiveiess days. Announcements by us of potential mtlipg NASDAQ delisting actions could
further depress our stock price and market valakeoam stock price will need to trade above $1.0@G@ustained basis to remain listed. If our
stock price trades below $1.00 for a sustainedferve may seek to implement a reverse stock st#iverse stock splits frequently result in a
loss in stockholder value as the actual post-pplite is often lower than the pre-split price, &t for the split. If we fail to comply with the
listing standards, our common stock may be deliatetitraded on the over-the-counter bulletin beatsvork. Moving our listing off the
NASDAQ could adversely affect the liquidity of ocmmmon stock and the delisting of our common steckld significantly affect the abilit
of investors to trade our securities and couldifizantly negatively affect the value and liquidity our common stock. In addition, the
delisting of our common stock could adversely dffaa ability to raise capital on terms acceptdblas or at all. Delisting from NASDAQ
could also have other negative results, includiregdotential loss of confidence by suppliers anglegees, the loss of institutional investor
interest, and fewer business development oppoi#sniin addition, we would be subject to a numideestrictions regarding the registration
and qualification of our common stock under fedarad state securities laws.

The demand for our solutions depends in large part continued capital spending in the telecommuniicats equipment industry. A decline
in demand, or a decrease or delay in capital spewdby service providers, could have a material ageeeffect on our results of operations.
Recent turmoil in the worl’s credit markets may have an adverse impact ondhgital spending in the markets we serve and, assult,
could have a material adverse effect on our busim@snd our results of operations.

We are exposed to the risks associated with thatility of the U.S. and global economies. In OctoB@08, the global financial markets
experienced significant losses due to the faildn@many financial institutions. The governmentsiué tJnited States and several foreign
countries instituted bailout plans to assist mangrfcial institutions through the economic cridikis crisis results in decreased visibility
regarding whether or when there will be sustairneavth periods for sales of our products and ungastaegarding the amount of sales, since
our customers may rely on lending arrangementsoamade limited resources to finance capital tetdmpexpenditures. In addition, it is
expected that this crisis and economic uncertairityresult in decreased consumer spending, whithlikely reduce the need for our products
from customers. Slow or negative growth in the gladtonomy may continue to materially and adveraélct our business, financial
condition, and results of operations for the foeadde future. Our results of operations would biehkr adversely affected if we were to
experience lower-than-anticipated order levelsceliations of orders in backlog, extended custodedivery requirements, or pricing pressure
as a result of the slowdown.

In addition to the potential decline in capital sgmg resulting from the volatility in the capitalarkets, capital spending in the
telecommunications equipment industry has in the, and may in the future, fluctuate significartiBsed on numerous factors, including:

. capital spending levels of service provide

29



Table of Contents

. competition among service provide
. pricing pressures in the telecommunications equigmearket;
. end user demand for new servic

. service providers’ emphasis on generating revefroestraditional infrastructure instead of migratito emerging networks and
technologies

. lack of or evolving industry standarc
. consolidation in the telecommunications industng
. changes in the regulation of communications sesv

We cannot make assurances of the rate or extevtitd the telecommunications equipment industry gribw, if at all. Demand for our
solutions and our IP products in particular wilpded on the magnitude and timing of capital spembinservice providers as they extend and
migrate their networks. Furthermore, industry giowgtes may not be as forecast, resulting in spgnain product development well ahead of
market requirements. The telecommunications equipineustry from time to time has experienced, appgears to be currently experiencing,
a downturn. In response to the current downtunvice providers have slowed their capital expendigyand may also cancel or delay new
developments, reduce their workforces and inveesoaind take a cautious approach to acquiring neipment and technologies, which could
have a negative impact on our business. A contilagchturn in the telecommunications industry mayseaour operating results to fluctuate
from period to period, which also may increasewbiatility of the price of our common stock and imaour business.

Our success depends in large part on continued ratgyn to an IP network architecture for interactiveommunications. If the migration to
IP networks does not occur or if it occurs more slly than we expect, our operating results wouldhsrmed.

Our IP products are used by service providers livetepremium interactive communications over IRwarks. Our success depends on
the continued migration of service providers’ netkgoto a single IP network architecture, which defgeon a number of factors outside of our
control. For example, existing networks includetstvés and other equipment that may have remairgatullives of twenty or more years, ¢
therefore may continue to operate reliably forragthy period of time. Other factors that may dedagpeed the migration to IP networks
include service providers’ concerns regarding a@hitiapital outlay requirements, available capaaityegacy networks, competitive and
regulatory issues, and the implementation of araroéd services business model. As a result, sepuinéders may defer investing in products
such as ours that are designed to migrate inteeacmmunications to IP networks. If the migratiorilP networks does not occur for these or
other reasons, or if it occurs more slowly thanexpect, our operating results will be harmed.

Although we undertook a restructuring initiative i2008 to streamline our operations and to reduce owerall cash burn rate, we have n
had sustained profits and our losses could continue

In the six months ended June 30, 2009 and thegresed December 31, 2008, we used $1.8 million 45d38million, respectively to
fund our operating activities and we have neveregaed sufficient cash to fund our operations. Byithe third quarter of 2008, we undertook
a significant restructuring initiative involvingetelimination of approximately 160 positions thrbugyoffs from all departments throughout
our organization, but primarily in the research degielopment and services organizations, and inrmlia operations. The objective of the
restructuring was to reduce our overall cash bata and streamline our operations while maintaicioig research and development capab
There can be no assurance that we will be abledoae spending as planned or that unanticipated wdls not occur. Our restructuring efforts
to focus on key products may not prove successfeltd a variety of factors, including, without liaion, risks that a smaller workforce may
have difficulty successfully completing researcld development efforts and adequately monitoringdauelopment and commercialization
efforts. In addition, we may, in the future, dectdeestructure operations and further reduce esgeby taking such measures as additional
reductions in our workforce and reductions in ofigending. Any restructuring places a substantialrson remaining management and
employees and on operational resources, and thareisk that our business will be adversely affiédiy the diversion of management time to
the restructuring efforts. There can be no asser#mat following this restructuring we will haveficient cash resources to allow us to fund
our operations as planned.

We have not had sustained profits and our lossesldaontinue.

We have experienced significant losses in the grdtnever sustained profits. For the fiscal yeaded December 31, 2005 and 2006, we
recorded net losses of approximately $14.3 miliiod $13.7 million, respectively. For the year enBedember 31, 2007, we achieved net
income of approximately $3.4 million and for theayended December 31, 2008, we recorded net lo$sgrproximately $21.0 million. For tl
first half of 2009, we recorded a loss of $5.9 imill As of December 31, 2007 and 2008, our accuredldeficit was $56.2 million and $77.2
million, respectively. We have never generatedisieifit cash to fund our operations and can givassurance that we will generate net
income.
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We face intense competition from the leading telsguunications networking companies in the world aglas from emerging companies.
If we are unable to compete effectively, we miglot bbe able to achieve sufficient market penetratisavenue growth, or profitability

Competition in the market for our products, andeesgly our IP products is intense. This market higtorically been dominated by
established telephony equipment providers suchlestél-Lucent, Ericsson LM Telephone Co., and Ne&iamens Networks, all of which are
our direct competitors. We also face competitiamfrother telecommunications and networking compaimeluding Cisco Systems, Inc., and
Sonus Networks, Inc. While some of the establistadpetitors are exiting the market, we are see@ingeasingly intense competition from
Huawei, who leverages its broad product portfolid aignificant financial resources to compete wistfor our switching business.

Many of our current and potential competitors hsigmificantly greater selling and marketing, tecahi manufacturing, financial,
governmental, and other resources available to talowing them to offer a more diversified bundfeproducts and services. In some cases,
our competitors have undercut the pricing of owdpicts or provided more favorable financing terwisich has made us uncompetitive or
forced us to reduce our average selling pricesatinggy impacting our margins. Further, some of competitors sell significant amounts of
other products to our current and prospective coste. In addition, some potential customers whégcag equipment vendors to provide
fundamental infrastructure products prefer to pasehfrom larger, established vendors. Our compstibtwoad product portfolios, coupled wi
already existing relationships, may cause our ecaste or potential customers to buy our competitprstiucts or harm our ability to attract
new customers.

To compete effectively, we must deliver innovatpreducts that:

. provide extremely high reliability, compressionastand voice quality

. scale and deploy easily and efficien

. interoperate with existing network designs and otteador’ equipment

. support existing and emerging industry, nationad| enternational standarc

. provide effective network manageme

. are accompanied by comprehensive customer suppobiprafessional service
. provide a cos-effective and space efficient solution for seryiceviders; anc

. offer a broad array of service

If we are unable to compete successfully againstortrent and future competitors, we could expexereduced gross profit margins,
price reductions, order cancellations, and lossugftomers and revenues, each of which would adydmspact our business.

We currently conduct a significant amount of busisg with ECI Telecom Ltd., or ECI. If our relationsh with ECI is adversely affected for
any reason our business could be harmed and ouwutesof operations would likely be negatively affed.

At the time we entered into our agreements with, HCll was our affiliate. Additionally, the agreentewere negotiated in the overall
context of the 2002 acquisition of certain assatstausinesses from ECI. As a result, the termsiobgreements with ECI may be more or less
favorable to us than if they had been negotiatetl wnaffiliated third parties. Conflicts of intetemay arise between ECI and us with respect to
any number of matters, including indemnificatiodigétions we have to each other, labor, tax, emgoyenefit, and other matters arising from
the 2002 share acquisition transaction, intelldqiuaperty matters and overlapping business oppdrés. EClI may make strategic choices that
are not in the best interest of the company astaskholders. For example, other than restrictigitls respect to ECI’s exploitation of DCME
products, nothing prohibits ECI from competing within other matters or offering VolP products whimmpete with ours. We may not be
able to resolve any potential conflicts that mageabetween ECI and us, and even if we are alide &o, the resolution may be less favorable
than if we were dealing with an unaffiliated thipdrty.
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ECI also owns the technology underlying our DCMBdurct lines. Pursuant to the DCME Master Manufastuand Distribution
Agreement, or the DCME Agreement, we have securedight to act as exclusive worldwide distribubdiECI’'s DCME line of products.
Under the DCME Agreement, ECI provides certain sypgervice, and warranty obligations, and manufieeg or subcontracts the manufacture
of all DCME equipment sold by us. The DCME Agreetr@y only be terminated by ECI in the event wggnbDCME revenues of less than
$1 million in a calendar year, we breach a matgniavision of the DCME Agreement and fail to cuoels breach within 30 days, or we
become insolvent. Upon the occurrence of one cfetlevents and the election by ECI to terminatdB®E Agreement, ECI would be under
no obligation to continue to contract with us.Hétvalue of the shares held by ECI declines, eltlgatisposition of the shares or a decline in
stock price, ECI may be less likely to enter ingopegements with us on reasonable terms or at atloslingly, in the event of the occurrence of
one of these termination events, we cannot asaurehat the DCME Agreement will be extended or veeek at all or on reasonable
commercial terms. We do not currently have an iedepnt ability to produce DCME products and haveemtered into arrangements with
third party that would enable us to obtain DCMEsonilar products in the event that ECI ceases ¢oige us with DCME products. Should
ECI become unable or unwilling to fulfill its obl¢jons under the DCME Agreement for any reasoffi thiei DCME Agreement is terminated,
we will need to take remedial measures to manufaddCME or similar products, which could be expeasif such efforts fail, our business
would be materially harmed. In the event of theunence of one of these termination events, we @aassure you that the DCME Agreement
will be extended or renewed at all or on reasonabtemercial terms.

If the value of the shares held by ECI declinethegiby disposition of the shares or a declineunstock price, ECI may be less likely to
enter into agreements with us on reasonable terrasail.

In addition, our relationship with ECI could be adsely affected by divestment of its shares ofcauimmon stock or by declines in our
stock price.

ECI beneficially owns a significant percentage ofilocommon stock, which will allow ECI to significaty influence us and matter
requiring stockholder approval and could discouragetential acquisitions of our company.

ECI owns approximately 26% of our outstanding comrstock. As a result of its ownership in us, ECllide to exert significant
influence over actions requiring the approval of stockholders, including change of control tratises and any amendments to our certifit
of incorporation. Because of the nature of our thess relationship with ECI and the size and natfifeCl's ownership position in us, the
interests of ECI may be different than those ofather stockholders. In addition, the significamnership percentage of ECI could have the
effect of delaying or preventing a change in cdrifmour company or otherwise discouraging a pa&taicquirer from obtaining control of our
company. In 2007, ECI was acquired by affiliateshaf Swarth Group and certain other funds that lagyp®inted Ashmore Investment
Management Limited as their investment manager lwhiaintains dispositive and/or voting power. Iniddd, ECI is no longer traded on
NASDAQ. As a result of the change in ownership,ithestment objectives of ECI may have changedaspared to the investment objecti
when ECI was a publicly-traded company. The possiblinge in investment objectives may affect whietitefor how long, ECI will continue
to hold our shares and any sales may be diffiaudtraay depress the price of our stock.

Our revenue and operating results may be adverselgacted if sales of our IP products and other prarts are unstable, if revenue from
our DCME products continues to fluctuate and if thmix between new sales and expansion sales chasgbstantially.

Our DCME products incorporate mature technolodies we expect to be in lower demand by our custerimethe future. While we are
actively pursuing new customers for our DCME prddwand seeking to increase sales of our additiprmaluct offerings to these customers,
including our IP products, we believe that therefawer opportunities for new DCME sales, and weeex DCME sales to continue to decre
over the foreseeable future. If the decrease in BG&enues occurs more rapidly than we anticipatioa the sales of our other products,
including our IP products, do not make up for tieelohe in revenues, our business and results aftipas will be harmed. Additionally, we
believe that the mix between new IP product sabelsexpansion sales in any given quarter may fldetaad our gross margins could be
adversely impacted. Further, if our expected DCMIEsdecrease below $1 million in a calendar y&lrrgay terminate the DCME
Agreement.

The largest customers in the telecommunicationsustty have substantial negotiating leverage, whictay require that we agree to terms
and conditions that are less advantageous to ustiize terms and conditions of our existing custonretationships, or risk limiting our
ability to sell our products to these large servig®viders, thereby harming our operating results.

Large telecommunications service providers havestsmibial purchasing power and leverage negotiatomjractual terms and conditions
relating to their purchase of our products frormthés we seek to sell more products to these ligeommunications providers, we may be
required to agree to less favorable terms and tiondiin order to complete such sales, which mayltén lower margins, affect the timing of
the recognition of the revenue derived from thedess and the amount of deferred revenues, eaghioh may have an adverse effect on our
business and financial condition.
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In addition, our future success depends in paduwrebility to sell our products to large serviceypders operating complex networks 1
serve large numbers of subscribers and transpgintyalumes of traffic. The communications indudtrstorically has been dominated by a
relatively small number of service providers. Whikregulation and other market forces have ledhtimereasing number of service providers
in recent years, large service providers contiousohstitute a significant portion of the markaetédommunications equipment. If we fail to sell
additional IP products to our large customers @axpand our customer base to include additiondbousrs that deploy our products in large-
scale networks serving significant numbers of stibecs, our revenue growth will be limited.

Consolidation or downturns in the telecommunicatisindustry may affect demand for our products artetpricing of our products, which
could limit our growth and may harm our business.

The telecommunications industry, which includeso&lbur customers, has experienced increased ddatioh in recent years, and we
expect this trend to continue. Consolidation amougcustomers and prospective customers may calagsdor reductions in capital
expenditure plans and/or increased competitiver@ripressures as the number of available custodesitnes and their relative purchasing
power increases in relation to suppliers. The aerwe of any of these factors, separately or inkioation, may lead to decreased sales or
slower than expected growth in revenues and caarchlour business and operations.

The communications industry is cyclical and reactiy general economic conditions. In the recent, pasrldwide economic downturns,
pricing pressures, and deregulation have led tsaatations and reorganizations. These downtumsing pressures and restructurings have
been causing delays and reductions in capital aedating expenditures by many service providergeséhdelays and reductions, in turn, have
been reducing demand for communications produatsdurs. A continuation or subsequent recurrendbesfe industry patterns, as well as
general domestic and foreign economic conditiortsather factors that reduce spending by compani#sei communications industry, could
harm our operating results in the future.

If we fail to anticipate and meet specific customeguirements, or if our products fail to interopate with our customer existing networks
or with existing and emerging industry, nationalnd international standards, we may not be able &tain our current customers or attract
new customers.

We must effectively anticipate and adapt our bussnproducts and services in a timely manner td me#omer requirements. We must
also meet existing and emerging industry, natiamal international standards in order to meet chmngistomer demands. Prospective
customers may require product features and capabithat are not included in our current proddfgrings. The introduction of new or
enhanced products also requires that we carefudiyage the transition from our older products ireotd minimize disruption in customer
ordering patterns and ensure that adequate supplees new products can be delivered to meet goatied customer demand. If we fail to
develop products and offer services that satis§taaer requirements, or if we fail to effectivelanage the transition from our older products
to our new or enhanced products, our ability t@a@er increase demand for our products would bewssy harmed and we may lose current
and prospective customers, thereby harming ounbasi

Many of our customers will require that our produise designed to interface with their existing reeks or with existing or emerging
industry, national, and international standardshex which may have different and unique spediiises. Issues caused by a failure to achieve
homologation to certain standards or an unantiegb&tck of interoperability between our productd #rese existing networks may result in
significant warranty, support, and repair costgedithe attention of our engineering personnehfiaur hardware and software development
efforts, and cause significant customer relatioblems. If our products do not interoperate witin customers’ respective networks or
applicable standards, installations could be delayeorders for our products could be cancelledchlvivould seriously harm our gross marg
and result in the loss of revenues and/or custamers

We expect that a majority of the revenues generdted our products, especially our IP products, ilncling our ControlSwitch, will be
generated from a limited number of customers. If vose customers or are unable to grow and diversify customer base, our revenu
may fluctuate and our growth likely would be limite

To date, we have sold our IP products to approxindtl8 customers. We expect that for the forededabure, the majority of the
revenues from our IP products will be generatethfeolimited number of customers in sales transastibat are unpredictable in many key
respects, including, but not limited to, the timimfgwhen these transactions close relative to vithemelated revenue will be recognized, when
cash will be received, the mix of hardware andvsaife, the gross margins related to these transactimd the total amount of payments to be
received. We do not expect to have regular, reegisales to a limited number of customers. Dudeditmited number of our customers and
the irregular sales cycle in the industry, if wedaustomers and/or fail to grow and diversify customer base, or if they do not purchase our
IP products at levels or at the times we anticipate ability to maintain and grow our revenued Wwd adversely affected. The growth of our
customer base could also be adversely affected by:

. consolidation in the telecommunications industfeeting our customer:
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. unwillingness of customers to implement our newdpiais or renew contracts as they exg.
. potential customer concerns about our status asnemging telecommunications equipment ven
. delays or difficulties that we may experience ia tlevelopment, introduction, and/or delivery ofdarcts or product enhancemer

. deterioration in the general financial conditiomc{fuding bankruptcy filings) of our customers ahd potential unavailability to our
customers of credit or financing for additional ghaises

. new product introductions by our competitc
. geopolitical risks and uncertainties in countridgeve our customers or our own facilities are |lodabe
. failure of our products to perform as expec

Our quarterly operating results have fluctuated sidicantly in the past and may continue to fluctuatin the future, which could lead to
volatility in the price of our common stock.

Our quarterly revenues and operating results Harcéufited significantly in the past and they magttwe to fluctuate in the future, due
to a number of factors, many of which are outsitleur control and any of which may cause our stadge to fluctuate. From our experience,
customer purchases of telecommunications equipirerg been unpredictable and irregular batch salesstomers build out their networks,
rather than regular, recurring sales. The primacydrs that may affect our quarterly revenues asdlts include the following:

. fluctuation in demand for our products and the tignand size of customer orde
. the length and variability of the sales cycle far products
. new product introductions and enhancements by amompetitors and u:

. our ability to develop, introduce, and ship newdarats and product enhancements that meet custegerements in a timel
manner;

. the mix of product configurations sold and the wiixsales to new customers and expansion salesdtingxcustomers
. our ability to obtain sufficient supplies of solelinited source component

. our ability to attain and maintain production volkesrand quality levels for our produc

. costs related to acquisitions of complementary pets] technologies, or business

. changes in our pricing policies, the pricing pagbf our competitors, and the prices of the coraptsof our product:
. the timing of revenue recognition, amount of defdrrevenues, and receivables collectit

. difficulties or delays in deployment of customem@&works that would delay anticipated customechpases of additional produc
and services

. general economic conditions, as well as those Bpdgithe telecommunications, networking, and tedaindustries
. consolidation within the telecommunications indusincluding acquisitions of or by our customensgl.
. the failure of certain of our customers to sucadstnd timely reorganize their operations, inéghglemerging from bankruptc

In addition, as a result of our accounting polici#e may be unable to recognize all of the reverassciated with certain customer
contracts in the same period as the costs assodcidiie those contracts are expensed, which couldeaur quarterly gross margins,
particularly of IP gross margins, to fluctuate sigaantly. Further, our accounting policies may weq that revenue related to certain customer
contracts be delayed for periods of a year or nibhés delay may cause spikes in our revenue intgrsawhen it is recognized and may result
in deferred revenue to revenue conversion takingdo than anticipated.

A significant portion of our operating expensesfated in the short term. If revenues for a pataciquarter are below expectations, we
may not be able to reduce operating expenses gropalty for that quarter. Therefore, any such rawe shortfall would likely have a direct
negative effect on our operating results for thegréer. For these and other reasons, we believetizater-to-quarter comparisons of our
operating results are not a good indication offature performance.
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We believe it likely that in some future quartersr operating results may be below the expectatidpsiblic market analysts and
investors, which may adversely affect our stockgriA decline in the market price of our commorckteould cause our stockholders to lose
some or all of their investment and may adversalyact our ability to attract and retain employeas mise capital. In addition, such a decline
in our stock price may cause stockholders to it@tsecurities class action lawsuits. Whether ommatitorious, litigation brought against us
could result in substantial costs and diversiotimé and attention of our management. Our insurémcever claims of this sort, if brought,
may not be adequate.

If we do not respond rapidly to technological chaggor to changes in industry standards, our prodaicbuld become obsolet

The market for IP infrastructure products and smwiis characterized by rapid technological chafigguent new product introductions
and evolving standards. We may be unable to respoittly or effectively to these developments. Waynexperience difficulties with
software development, hardware design, manufagunrarketing, or certification that could delaypoevent our development, introduction, or
marketing of new products and enhancements. Thedimttion of new products by our competitors, therkat acceptance of products base:
new or alternative technologies or the emergenceof industry standards could render our existinigitre products obsolete. If the stand:
adopted are different from those that we have ahtssupport, market acceptance of our products measignificantly reduced or delayed. If
our products become technologically obsolete, wg beaunable to sell our products in the marketplawt generate revenues, and our busi
could be adversely affected. Because our produetsaphisticated and designed to be deployed irptaenvironments and in multiple
locations, they may have errors or defects thatimeeonly after full deployment. If these errorswitbto customer dissatisfaction or we are
unable to establish and maintain a support infiatire and required support levels to service thesgplex environments, our business ma
seriously harmed.

Our products are sophisticated and are designkd tieployed in large and complex networks. Becabifiee nature of our products, they
can only be fully tested when substantially deptbirevery large networks with high volumes of tiaffSome of our customers have only
recently begun to commercially deploy our produstgeploy our products in larger configurations émely may discover errors or defects in
the software or hardware, the products may notaipers expected, or our products may not be alflextion in the larger configurations
required by certain customers. If we are unableotoect errors or other performance problems treat be identified after full deployment of
our products, we could experience:

. cancellation of orders or other losses of or delaysvenues

. loss of customers and market shi

. harm to our reputatiot

. a failure to attract new customers or achieve nma&eeptance for our produc

. increased service, support, and warranty costaalidersion of development resourc

. increased insurance costs and losses to our basinesservice provider customers;

. costly and tim-consuming legal actions by our custom

If we experience warranty failure that indicatebei manufacturing or design deficiencies, we maydguired to recall units in the field
and/or stop producing and shipping such produdiit thie deficiency is identified and corrected.the event of such warranty failures, our
business could be adversely affected resultingdiuced revenue, increased costs and decreasetheust@atisfaction. Because customers often
delay deployment of a full system until they haestéd the products and any defects have been tamirege expect these revisions may cause
delays in orders by our customers for our syst@asause our strategy is to introduce more compleduzts in the future, this risk will

intensify over time. Service provider customersehdiscovered errors in our products. If the costemediating problems experienced by our
customers exceed our expected expenses, whichitédlp have not been significant, these costs amwersely affect our operating results.

In addition, because our products are deployedrigel and complex networks around the world, outotosrs expect us to establish a
support infrastructure and maintain demanding sttpgtandards to ensure that their networks mairtagh levels of availability and
performance. To support the continued growth oftusiness, our support organization will need tw/jate service and support at a high level
throughout the world. This will include hiring atrdining customer support engineers both at oumg@ry corporate locations as well as our
smaller offices in new geographies, such as CeatrdlSouth America and Russia. If we are unabpedvide the expected level of support and
service to our customers, we could experience:

. loss of customers and market shi

. a failure to attract new customers in new geoges

. increased service, support, and warranty costaatidersion of development resources;
. network performance penaltie
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The long and variable sales and deployment cyctasdur products may cause our operating resultsviary materially, which could result in
a significant unexpected revenue shortfall in anywgn quarter.

Our products, particularly IP switching productayé lengthy sales cycles, which typically exterarfrthree to 12 months and may take
up to two years. A customer’s decision to purchlageproducts often involves a significant commitinefthe customer’s resources and a
product evaluation and qualification process thaatt eary significantly in length. The length of aales cycles also varies depending on the
of customer to which we are selling, the produéhdpsold and the type of network in which our proowill be utilized. We may incur
substantial sales and marketing expenses and esgamiticant management effort during this timegamdless of whether we make a sale.

Even after making the decision to purchase ourymrtsd our customers may deploy our products slowilping of deployment can vary
widely among customers and among product typeslérath of a customer’s deployment period will imapaur ability to recognize revenue
related to such customer’s purchase and may aleotlyi affect the timing of any subsequent purchaEssdditional products by that customer.
As a result of these lengthy and uncertain saldsdaployment cycles for our products, it is diffidior us to predict the quarter in which our
customers may purchase additional products orfesifilom us, and our operating results may vamyiegntly from quarter to quarter, which
may negatively affect our operating results for given quarter.

We rely on channel partners for a significant pootn of our revenue. Our failure to effectively dewgl and manage these third party
distributors, systems integrators, and resellergaifically and our indirect sales channel generallgr disruptions to the processes and
procedures that support, our indirect sales chansietould adversely affect our ability to generatvenues from the sale of our produc

We rely on third party distributors, systems intgrs, and resellers for a significant portion of ;evenue. Our revenues depend in large
part on the performance of these indirect chanaghprs. Although many aspects of our partnerigeiahips are contractual in nature, our
arrangements with our indirect channel partnersiatexclusive. Accordingly, important aspectshefde relationships depend on the contir
cooperation between the parties.

In particular, we historically utilized ECI as ageat for selling our IP and DCME products in Russid an affiliate of ECI provided
services for us in Russia. During the six montrdeeinJune 30, 2009, and fiscal years ended Dece3db@008, 2007, and 2006, $1.7 million,
$13.2 million, $23.9 million and $28.7 million, yEsctively, of our revenues were derived from saldRussia, which required, in some cases,
payment of an agent fee to ECI or an affiliate 61 BNe have terminated our relationship with ECRinssia and are endeavoring to establish a
direct sales and services team in the region. Wemoaisuccessfully develop that direct sales andices team and our sales and revenue i
region could continue to weaken and our businedsesults of operations could be adversely effected

Many factors out of our control could interfere vgur ability to market, license, implement or sopur products with any of our
partners, which in turn could harm our busines®sEtfactors include, but are not limited to, a dgeain the business strategy of one of our
partners, the introduction of competitive produiéengs by other companies that are sold througg af our partners, potential contract
defaults by one of our partners, or changes in ostriie or management of one of our distribution pers. Some of our competitors may have
stronger relationships with our distribution parsthan we do, and we have limited control, if sasyto whether those partners implement our
products rather than our competitors’ products bether they devote resources to market and suppodompetitors’ products rather than our
offerings. In addition, we recognize a portion af cevenue based on a sell-through model usingnmdton provided by our partners. If those
partners provide us with inaccurate or untimelpinfation, the amount or timing of our revenues ddag adversely impacted and our
operating results may be harmed.

Moreover, if we are unable to leverage our salessapport resources through our distribution pantekationships, we may need to hire
and train additional qualified sales and enginggpaersonnel. We cannot assure you, however, thatillvbe able to hire additional qualified
sales and engineering personnel in these circueestaand our failure to do so may restrict ourityttib generate revenue or implement our
products on a timely basis. Even if we are sucaksshiring additional qualified sales and engirieg personnel, we will incur additional co
and our operating results, including our gross margay be adversely affected. The loss of or rédndn sales by these resellers could rec
our revenues. If we fail to maintain relationshigth these third party resellers, fail to devel@wrelationships with third party resellers in
new markets, fail to manage, train, or provide imies to existing third party resellers effectiver if these third party resellers are not
successful in their sales efforts, sales of oudpets may decrease and our operating results veuter.
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We may face risks associated with our internatiorsalles that could impair our ability to grow our venues.

For the six months ended June 30, 2009, and fiszak ended December 31, 2008, 2007, and 2006uesdrom outside North America
were approximately $32.1 million, $77.6 million,32 million, and $81.8 million, respectively. Weend to continue selling into our existing
international markets and expand into additionedrimational markets where we currently do not dsiess. If we are unable to continue to
products effectively in these existing internatiomarkets and expand into additional new intermetionarkets, our ability to grow our busin
will be adversely affected. Some factors that nrmagact our ability to maintain our international cgt@ns and sales and/or cause our results
from operations in these international marketsitieidfrom expectations include:

. difficulty enforcing contracts and collecting acotsireceivable in foreign jurisdictions, leadingdager collection period
. certification and qualification requirements refgtito our products

. the impact of recessions in economies outside thitet) States

. unexpected changes in foreign regulatory requiréspémcluding import and export regulations, and-ency exchange rate
. certification and qualification requirements forimp business in foreign jurisdiction

. inadequate protection for intellectual propertyhtggin certain countrie:

. less stringent adherence to ethical and legal atdsdy prospective customers in certain foreigmtries, including compliance
with the Foreign Corrupt Practices A

. potentially adverse tax or duty consequen

. unfavorable foreign exchange movements, partiouthe continued devaluation of the U.S. dollar, ebhcould result in decreas
revenues and/or increased expenses

. political and economic instabilit

Maintaining and improving our financial controls ad the requirements of being a public company manast our resources, diver
management’s attention and affect our ability totegtct and retain qualified board members

As a public company, we are subject to the repgntaguirements of the Securities Exchange Act 841 9r the Exchange Act, the
Sarbanes-Oxley Act of 2002, or the Sarbanes-Oxley #nd the NASDAQ Stock Market Rules, or Nasddgsiurhe requirements of these
rules and regulations will increase our legal andricial compliance costs, make some activitiesendifficult, time-consuming or costly and
may also place undue strain on our personnel, mgséad resources. The Exchange Act will requirggragrother things, that we file annual,
quarterly and current reports with respect to awgiess and financial condition. The Sarbanes-O&teywill require, among other things, that
we maintain effective disclosure controls and pdates and internal control over financial reportiAg a public company, our systems of
internal controls over financial reporting will bequired to be periodically assessed and reponidad/ananagement and will be subject to
annual audits by our independent auditors. We aseptly evaluating our internal controls for cormpte and will be required to comply with
the Sarbanes-Oxley guidelines beginning with oun#al Report on Form 10-K for the year ending Decendi, 2009, to be filed in early
2010. During the course of our evaluation, we nuntify areas requiring improvement, and may beired to design enhanced processes anc
controls to address issues identified throughriwgew. This could result in significant delays amubt to us and require us to divert substantial
resources, including management time, from othtvides. We have commenced a review of our exgstitternal control structure. Although
our review is not complete, we have taken stepsipwove our internal control structure by hiringtansferring dedicated, internal Sarbanes-
Oxley Act compliance personnel to analyze and im@raur internal controls, to be supplemented p&#@ly with outside consultants as
needed. However, we cannot be certain regardingnwigewill be able to successfully complete the pthaes, certification, and attestation
requirements of Section 404 of the Sarbanes-Oxlay IAwe fail to maintain the adequacy of our & controls, we may not be able to
conclude that we have effective internal contrelsrdinancial reporting in accordance with the Sads-Oxley Act. Moreover, effective
internal controls are necessary for us to prodetiahie financial reports and are important to igvent fraud. As a result, our failure to
satisfy the requirements of Section 404 on a tinbelsis could result in the loss of investor coniicein the reliability of our financial
statements, which in turn could harm the markatealf our common stock. Any failure to maintaineetfve internal controls also could img
our ability to manage our business and harm oanfifal results.

Under the Sarbanes-Oxley Act and Nasdag rulesreveeguired to maintain an independent board. & @kpect these rules and
regulations will make it more difficult and morepensive for us to maintain directors’ and officdiability insurance, and we may be required
to accept reduced coverage or incur substanti@lyen costs to maintain coverage. If we are unableaintain adequate directors’ and
officers’ insurance, our ability to recruit andaiet qualified directors, especially those directwh® may be deemed independent for purposes
of Nasdagq rules, and officers will be significantlyrtailed.
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If we lose the services of one or more memberswfa@urrent executive management team or other keypdoyees, or if we are unable
attract additional executives or key employees,may not be able to execute on our business strategy

Our future success depends in large part uponahtnecied service of our executive management teairother key employees. In
particular, Douglas Sabella, our president andfehiecutive officer, is critical to the overall megement of our company as well as to the
development of our culture and our strategic dioactin order to be successful, we must also hétin and motivate key employees, incluc
those in managerial, technical, marketing, andssadsitions. In particular, our product generatffiorts depend on hiring and retaining
qualified engineers. Experienced management atahitead, sales, marketing and support personnéiertelecommunications and networking
industries are in high demand and competitionHeirttalents is intense. This is particularly tlasein Silicon Valley, where our headquarters
and significant operations are located.

The loss of services of any of our executives, anmore other members of our executive managenresdles team or other key
employees, none of whom are bound by employmemeagents for any specific term, could seriously haumbusiness.

We have no internal hardware manufacturing capabiéis and we depend exclusively upon contract marutfi@ers to manufacture our
hardware products. Our failure to successfully mag@our relationships with Flextronics, ECI or othaeplacement contract manufacture
would impair our ability to deliver our products ia manner consistent with required volumes or deliy schedules, which would likely
cause us to fail to meet the demands of our custmsrend damage our customer relationships.

We outsource the manufacturing of all of our handwaroducts. Our I-Gate 4000 media gateways areigi¥ely manufactured for us by
Flextronics. We buy our DCME products from ECI, athsubcontracts the manufacturing to FlextronitesE contract manufacturers provide
comprehensive manufacturing services, includingragdy of our products and procurement of matedald components. Each of our contract
manufacturers also builds products for other corggaand may not always have sufficient quantitféswentory available or may not allocate
their internal resources to fill these orders dgimeely basis. Further, our contract manufactureay whoose to limit the amount of credit
available to us which will impact our ability tartely order and procure products.

We do not have long-term supply contracts with ¢he@ntract manufacturers and they are not reqtir@shnufacture products for any
specified period at any specified price. We dohwote internal manufacturing capabilities to meetaustomers’ demands and cannot assure
you that we will be able to develop or contractddditional manufacturing capacity on acceptalbi@seon a timely basis if it is needed.
inability to manufacture our products at a cost pamable to our historical costs could impact owsgrmargins or force us to raise prices,
affecting customer relationships and our competiposition.

Qualifying a new contract manufacturer and commenciommercial scale production is expensive and tionsuming and could result
in a significant interruption in the supply of quroducts. We are in the process of qualifying asdananufacturing facility for Flextronics a
there will be additional costs and complexity agsed with manufacturing at multiple sites. If aamtract manufacturers are not able to
maintain our high standards of quality, increaggacéy as needed, or are forced to shut down arfgodur ability to deliver quality products
our customers on a timely basis may decline, whiohld damage our relationships with customers,ebes our revenues and negatively
impact our growth.

We and our contract manufacturers rely on single lbmited sources for the supply of some componesiteur products and if we fail to
adequately predict our manufacturing requirementsibour supply of any of these components is diptad, we will be unable to ship our
products on a timely basis, which would likely causs to fail to meet the demands of our customeng damage our customer relationshig

We and our contract manufacturers currently purelsaseral key components of our products, includomgmercial digital signal
processors, from single or limited sources. We Ipase these components on a purchase order bagesolferestimate our component
requirements, we could have excess inventory, wivimhld increase our costs and result in write-dohersning our operating results. If we
underestimate our requirements, we may not haselaquate supply, which could interrupt manufactudghour products and result in delays
in shipments and revenues.
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We currently do not have lortgrm supply contracts with our component suppkerd they are not required to supply us with prosl éa
any specified periods, in any specified quantittesat any set price, except as may be specifiedgarticular purchase order. Because the key
components and assemblies of our products are estylifficult to manufacture and require long ldswes, in the event of a disruption or
delay in supply, or inability to obtain productsg way not be able to develop an alternate souradiinely manner, at favorable prices, or at
all. In addition, during periods of capacity coastt, we are disadvantaged compared to betterataeil companies, as suppliers may in the
future choose not to do business with us or mayiredpigher prices or less advantageous termsiléréato find acceptable alternative sources
could hurt our ability to deliver high-quality procts to our customers and negatively affect ouratpey margins. In addition, reliance on our
suppliers exposes us to potential supplier prodadifficulties or quality variations. Our custoraeely upon our ability to meet committed
delivery dates, and any disruption in the supplite&yf components would seriously adversely affectadnility to meet these dates and could
result in legal action by our customers, loss aftemers, or harm our ability to attract new custanany of which could decrease our revet
and negatively impact our growth.

Failure to manage expenses and inventory risks asated with meeting the demands of our customersyradversely affect our business or
results of operations.

To ensure that we are able to meet customer defoadr products, we place orders with our contraahufacturers and suppliers ba
on our estimates of future sales. If actual saisrdnaterially from these estimates because afdurate forecasting or as a result of
unforeseen events or otherwise, our inventory feaat expenses may be adversely affected and eunelss and results of operations could
suffer. In addition, in order to remain competitivee must continue to introduce new products andgsses into our manufacturing
environment. There cannot be any assurance, howtatithe introduction of new products will noeate obsolete inventories related to older
products.

If we are not able to obtain necessary licenseshifd party technology at acceptable prices, oradlt our products could become obsole

We have incorporated third-party licensed technpiogp our current products. From time to time, mvay be required to license
additional technology from third parties to develgw products or product enhancements. Third pagpses may not be available or conti
to be available to us on commercially reasonabifageor at all. The inability to maintain or re-lice any third party licenses required in our
current products, or to obtain any new third-péidgnses to develop new products and product emments, could require us to obtain
substitute technology of lower quality or perforroarstandards or at greater cost, and delay or pregefrom making these products or
enhancements, any of which could seriously harnctimepetitiveness of our products.

Failures by our strategic partners or by us in irgeating our products with those provided by our ategic partners could seriously harm o
business.

Our solutions include the integration of produatp@ied by strategic partners, who offer compleragnproducts and services. We
expect to further integrate our IP Products witbhspartner products and services in the futurer&lieon these strategic partners in the timely
and successful deployment of our solutions to estamers. If the products provided by these pasthave defects or do not operate as
expected, if we do not effectively integrate angmart products supplied by these strategic partoen$ these strategic partners fail to be able
to support products, we may have difficulty witle theployment of our solutions, which may result in:

. a loss of or delay in recognizing revent
. increased service, support, and warranty costaatidersion of development resources;
. network performance penaltie

In addition to cooperating with our strategic parson specific customer projects, we also may e&tenjp some areas with these same
partners. If these strategic partners fail to penfor choose not to cooperate with us on certadjepts, in addition to the effects described
above, we could experience:

. a loss of customers and market share;
. a failure to attract new customers or achieve maakeeptance for our produc
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Our ability to compete and our business could begardized if we are unable to protect our intellaat property.

We rely on a combination of patent, copyright, &naidrk, and trade secret laws and restrictions sciadiure to protect our intellectual
property rights. However, these legal means aftoig limited protection and may not adequately @cobur rights or permit us to gain or ke
any competitive advantage. Our patent applicatinag not issue as patents at all or they may noeias patents in a form that will be
advantageous to us. Our issued patents and thatse#ly issue in the future may be challenged, idatdd, or circumvented, which could limit
our ability to stop competitors from marketing tethproducts. Although we have taken steps to prater intellectual property and propriet:
technology, there is no assurance that third gawi# not be able to invalidate or design around jpatents. Furthermore, although we have
entered into confidentiality agreements and int#llal property assignment agreements with our eyael®, consultants, and advisors, such
agreements may not be enforceable or may not peoviebningful protection for our trade secrets bepproprietary information in the event
of unauthorized use or disclosure or other breaoh#fse agreements.

Additionally, despite our efforts to protect ouoprietary rights, unauthorized parties may attetomiopy or otherwise obtain and use our
products or technology. Monitoring unauthorized aBeur products is difficult and we cannot be agrthat the steps we have taken to do so
will prevent unauthorized use of our technologytipalarly in foreign countries where the laws nret protect our proprietary rights as
comprehensively as in the United States. If conatiare able to use our technology or develop temped proprietary technology similar to
ours or competing technologies, our ability to cetepeffectively could be harmed.

Possible third party claims of infringement of projptary rights against us could have a material axtge effect on our business, results
operation or financial condition.

The telecommunications industry generally and tlaeket for IP telephony products in particular anaracterized by a relatively high
level of litigation based on allegations of infrergent of proprietary rights. We have received enghst and may receive in the future receive
inquiries from other patent holders and may becsuigect to claims that we infringe their intellegitproperty rights. We cannot assure you
that we are not in infringement of third party page Any parties claiming that our products inféngpon their proprietary rights, regardless of
its merits, could force us to license their patéatsubstantial royalty payments or to defend elwess, and possibly our customers or contract
manufacturers, in litigation. We may also be reggiito indemnify our customers and contract manufacs for damages they suffer as a result
of such infringement. These claims and any resylitensing arrangement or lawsuit, if succesgfolld subject us to significant royalty
payments or liability for damages and invalidatidrour proprietary rights. Any potential intelleafyproperty litigation also could force us to
do one or more of the following:

. stop selling, incorporating, or using our produbtst use the challenged intellectual prope

. obtain from the owner of the infringed intellectypabperty right a license to sell or use the reté¢tachnology, which license may
not be available on reasonable terms, or at a

. redesign those products that use any allegedlingifrg technology

Any lawsuits regarding intellectual property rightsgardless of their success, would be time coiggrexpensive to resolve and would
divert our management’s time and attention.

Regulation of the telecommunications industry coubérm our operating results and future prospec

The telecommunications industry is highly regulaged our business and financial condition coulédbeersely affected by the changes
in the regulations relating to the telecommuniaaiodustry. Currently, there are few laws or ragahs that apply directly to access to, or
delivery of, voice services on IP networks. We ddog adversely affected by regulation of IP netwakd commerce in any country, includ
the United States, where we operate. Such regntatould include matters such as voice over therriet or using Internet protocol, encrypt
technology, and access charges for service prauidére adoption of such regulations could decrdasgand for our products, and at the same
time increase the cost of selling our productsciitiould have a material adverse effect on oumlessi operating result, and financial
condition.

Compliance with regulations and standards applicatib our products may be time consuming, difficalid costly, and if we fail to comply,
our product sales will decrease.

In order to achieve and maintain market acceptamaeproducts must continue to meet a significamhber of regulations and standards.
In the United States, our products must comply wéhous regulations defined by the Federal Comeatiins Commission and Underwriters
Laboratories, including particular standards ragato our DCME products and our enhanced accedstsng solution, also known as our ClI
5 solution.
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As these regulations and standards evolve, arglfregulations or standards are implemented, webeitequired to modify our
products or develop and support new versions opoaadlucts, and this will increase our costs. Thiera of our products to comply, or delays
in compliance, with the various existing and eviodvindustry regulations and standards could presedelay introduction of our products,
which could harm our business. User uncertaintangigg future policies may also affect demand fanmunications products, including our
products. Moreover, distribution partners or custgsrmay require us, or we may otherwise deem essary or advisable, to alter our prodt
to address actual or anticipated changes in thdatgy environment. Our inability to alter our pgrects to address these requirements and any
regulatory changes could have a material advefsetefn our business, financial condition, and apeg results.

Failure of our hardware products to comply with elwing industry standards and complex government uégions may prevent our
hardware products from gaining wide acceptance, athimay prevent us from growing our sales.

The market for network equipment products is char&ed by the need to support industry standasdfifferent standards emerge,
evolve, and achieve acceptance. We will not be @titive unless we continually introduce new produamtd product enhancements that meet
these emerging standards. Our products must cowitiiyvarious domestic regulations and standardmdeéfoy agencies such as the Federal
Communications Commission, in addition to standastablished by governmental authorities in varfousign countries and the
recommendations of the International Telecommuidoatnion. If we do not comply with existing or dvimg industry standards or if we fail
to obtain timely domestic or foreign regulatory epgals or certificates, we will not be able to smlif products where these standards or
regulations apply, which may harm our business.

Production and marketing of products in certaitestand countries may subject us to environmenthbther regulations including, in
some instances, the requirement to provide cuswtherability to return product at the end of geful life and make us responsible for
disposing or recycling products in an environméntsdfe manner. Additionally, certain states andntdes may pass regulations requiring our
products to meet certain requirements to use emviemtally friendly components, such as the Européaion Directive 2002/96/EC Waste
Electrical and Electronic Equipment, or WEEE, tonakate funding, collection, treatment, recyclingd aacovery of WEEE by producers of
electrical or electronic equipment into Europe amdilar rules and regulations in other countriesin@ is in the final approval stage of
compliance programs which will harmonize with the&ean Union WEEE and Recycling of Hazardous Sunosts directives. In the future,
Japan and other countries are expected to adopbamental compliance programs. If we fail to coynpith these regulations, we may not be
able to sell our products in jurisdictions wheresh regulations apply, which would have a matedakrse affect on our results of operations.

We have invested substantially in our enhanced ascswitching solution and we may be unable to agki@and maintain substantial sales.

We have spent considerable effort and time devetppir Class 5 solution, and have had limited saflélsis product line to date.
Although we have scaled back our development eff@ith respect to new features and functionalfilesour Class 5 solution, we continue to
spend effort and time on our solution. We anti@psgles of our access solution as part of our tipeed plan, but we may not achieve the
success rate we currently anticipate or we mayobieve any success at all. The market for oursacselution is new and it is unclear whether
there will be broad adoption of this solution by euisting and future potential customers. If therket for our Class 5 products does not
develop or if we are unable to further developrégpuired features, we may need to reduce or cancelevelopment efforts or conclude an
agreement with a third party to license the ClaselGtion.

Future interpretations of existing accounting staadds could adversely affect our operating results.

Generally accepted accounting principles in thetdéthBtates are subject to interpretation by theB;Alge American Institute of Certifie
Public Accountants, or AICPA, the SEC, and variotiger bodies formed to promulgate and interpret@mpate accounting principles. A
change in these principles or interpretations ctialde a significant effect on our reported finahmaults, and could affect the reporting of
transactions completed before the announcementiodiage.

For example, we recognize our product softwareBeerevenue in accordance with AICPA Statemenbsitién, or SOP 97-2, Software
Revenue Recognition, as amended by SOP 98-9, Seff@/enue Recognition with Respect to Certain Jaations, and related
interpretations. The AICPA or other accounting deads setters may continue to issue interpretafiodsguidance for applying the relevant
accounting standards to a wide range of salesaxrtgrms and business arrangements that are enéwalsoftware licensing arrangements.
Future interpretations of existing accounting stadd, including SOP 97-2 and SOP 98-9, or changeari business practices could result in
future changes in our revenue recognition accogrgiicies that have a material adverse effectuorresults of operations. We may be
required to delay revenue recognition into futueeiqds, which could adversely affect our operatiegults. In the past we have had to defer
recognition for license fees, and may have to dagson in the future. Such deferral may be asatre§several factors, including whether a
transaction involves:

. software arrangements that include undelivered efesnfor which we do not have vendor specific dofbjecevidence, or VSOE, of
fair value;
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. requirements that we deliver services for signifitcenhancements and modifications to customizesoftware for a particule
customer

. material acceptance criteria or other identifieddorc-related issues; ¢
. payment terms extending beyond our customary te

Because of these factors and other specific regpaingés under accounting principles generally acckipt¢he United States for software
revenue recognition, we must have very precisegénnour software arrangements in order to recagrézenue when we initially deliver
software or perform services. Negotiation of mutuatceptable terms and conditions can extend alesycle, and we sometimes accept
terms and conditions that do not permit revenuegeition at the time of delivery.

Increased political, economic and social instabyliin the Middle East may adversely affect our busss and operating result

The continued threat of terrorist activity and othets of war or hostility, including the war iraty, threats against Israel and the recent
Israeli conflict in Gaza, have created uncertathtpughout the Middle East and have significantigreased the political, economic, and social
instability in Israel, where substantially all afrgproducts are manufactured. Acts of terrorisiiezidomestically or abroad and particularly in
Israel, or a resumption of the confrontation altimg northern border of Israel, would likely crefigher uncertainties and instability. To the
extent terrorism, or the political, economic origbtstability results in a disruption of our opébns or delays in our manufacturing or
shipment of our products, then our business, ojpera¢sults and financial condition could be adebraffected.

Our I-Gate 4000 media gateways and our DCME pradaict exclusively manufactured for us by Flextrepigith the DCME products
being manufactured by Flextronics through our refethip with ECI. The Flextronics manufacturingifiég is located in Migdal-Haemek,
Israel, which is located in northern Israel. Whilextronics has other locations across the worldhdath our manufacturing requirements may
be fulfilled and we are in the process of divelisifyour manufacturing capabilities to locationsside of the Middle East, any disruption to its
Israeli manufacturing capabilities in Migdal-Haenvesuld likely cause a material delay in our mantfeog process. If we are forced or if we
decide to switch the manufacture of our products different Flextronics facility, the time and exyse of such switch along with the increased
costs, if any, of operating in another locationildoadversely affect our operations. In additiohjlerwe expect that Flextronics will have the
capacity to manufacture our products at facilibasside of Israel, there can be no assurance tichtGpacity will be available when we req
it or upon terms favorable or acceptable to usthBoextent terrorism or political, economic or sbanstability results in a disruption of
Flextronics’ manufacturing facilities in Israel BCI operations in Israel as they relate to ourtess, then our business, operating results and
financial condition could be adversely affected.

In addition, any hostilities involving Israel oretlinterruption or curtailment of trade betweenésend its present trading partners, or a
significant downturn in the economic or financiahdition of Israel, could adversely affect our ggems and product development, cause our
revenues to decrease, and adversely affect the giricur shares. Furthermore, several countriéscipally in the Middle East, still restrict
doing business with Israel, Israeli companies onganies with operations in Israel. Should additi@oaintries impose restrictions on doing
business with Israel, our business, operating t®anld financial condition could be adversely a#dc

Our operations may be disrupted by the obligatiafsour personnel to perform military service.

Many of our 155 employees in Israel, including airtkey employees, are obligated to perform upi® month (in some cases more) of
annual military reserve duty until they reach a§eadd, in emergency circumstances, could be ctiladtive duty. Recently, there have been
call-ups of military reservists, including sevesélour employees, and it is possible that therélveladditional call-ups in the future. Our
operations could be disrupted by the absence igh#fisant number of our employees due to militagrvice or the absence for extended
periods of one or more of our key employees foitamy} service. Such disruption could adverselyffaur business and results of operations.

The grants we have received from the Israeli gowaent for certain research and development expenditirestrict our ability to
manufacture products and transfer technologies oidis of Israel, and require us to satisfy specifiednditions. If we fail to satisfy these
conditions, we may be required to refund grants yiisly received together with interest and peneidti

Our research and development efforts have beendath in part, through grants that we have recdingd the Office of the Chief
Scientist of the Israeli Ministry of Industry, Tradand Labor, or the OCS. Therefore, we must comvly the requirements of the Israeli Law
for the Encouragement of Industrial Research anceldpment, 1984 and related regulations, or thee&es Law.
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Under the Research Law, the discretionary approfvah OCS committee is required for any transfeieohnology or manufacturing of
products developed with OCS funding. OCS appravabi required for the export of any products tsgllfrom the research or development.
There is no assurance that we would receive thénestjapprovals for any proposed transfer. Suchauats, if granted, may be subject to the
following additional restrictions:

. we could be required to pay the OCS a portion efdbnsideration we receive upon any transfer df $echnology or upon &
acquisition of our Israeli subsidiary by an entftgat is not Israeli. Among the factors that maytdde=n into account by the OCS in
calculating the payment amount are the scope dasupgort received, the royalties that were paiddfythe amount of time that
elapsed between the date on which the know-howtnaasferred and the date on which the grants vwereived, as well as the sale
price; anc

. the transfer of manufacturing rights could be ctaded upon an increase in the royalty rate andey of increased aggregate
royalties and payment of interest on the grant arh

These restrictions may impair our ability to selt gompany or technology assets or to outsourcesfaaturing outside of Israel. The
restrictions will continue to apply even after wavb repaid the full amount of royalties payabletfa grants.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Our annual meeting of stockholders was held on REy2009 for the purpose of: (1) electing two dioes for a three-year term and until
the election and qualification of their successars] (2) ratifying the selection of KPMG LLP as dntlependent registered public accounting
firm for the 2009 fiscal year.

Proxies for the meeting were solicited pursuar@eotion 14(a) of the Securities Exchange Act 04123 amended, and there was no
solicitation in opposition of managemengolicitations. Stockholders passed both the malsoThe final vote on the proposals was recoes
follows:

Proposal 1:

Electing the following two directors for a thrgear term and until the election and qualificatidrtheir successors was ratified by the follow
vote:

Director Votes For Withheld

Douglas A. Sabell 27,521,88 1,503,822

Pascal Levensor 27,529,83  1,495,87!
Proposal 2:

The selection of KPMG LLP as our independent regést public accounting firm for the 2009 fiscal yees ratified by the following vote:

For Against Abstain
28,835,69¢ 190,017 14,300,11¢

Our directors that hold office following our annumaéeting are Bob L. Corey, Promod Haque, Pascathsahn, Dror Nahumi, Douglas
A. Sabella and W. Michael West.

ITEM6. EXHIBITS
The following is an index of the exhibits includedthis report:

Exhibit Description of document
311 Certification of Chief Executive Officer, pursudntSecurities Exchange Act Rules -14(a) and 15-14(a), as adopted pursuant
Section 302 of the Sarbal-Oxley Act of 2002

31.2 Certification of Chief Financial Officer, pursuaotSecurities Exchange Act Rules 13a-14(a) and1¥gd), as adopted pursuant to
Section 302 of the Sarbal-Oxley Act of 2002

32.1 Certification of Chief Executive Officer and Chigihancial Officer pursuant to 18 U.S.C. Section(,3% adopted pursuant to
Section 906 of the Sarbal-Oxley Act of 2002
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SIGNATURE

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

Veraz Networks, Inc
Date: August 14, 200 By: /s/__AlbertJ. Wool
Name Albert J. Wooc
Title:  Chief Financial Office
(Principal Financial and Chief Accounting Offict
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Exhibit

EXHIBIT INDEX

Description of document

311

31.2

32.1

Certification of Chief Executive Officer, pursudntSecurities Exchange Act Rules -14(a) and 15-14(a), as adopted pursuant
Section 302 of the Sarbal-Oxley Act of 200z

Certification of Chief Financial Officer, pursuawotSecurities Exchange Act Rules -14(a) and 15-14(a), as adopted pursuani
Section 302 of the Sarbal-Oxley Act of 2002

Certification of Chief Executive Officer and Chigihancial Officer pursuant to 18 U.S.C. Section(,3% adopted pursuant to
Section 906 of the Sarbal-Oxley Act of 2002



Exhibit 31.1
I, Douglas A. Sabella, certify that:

1. | have reviewed this Quarterly Report on Forr-Q of Veraz Networks, Inc

2. Based on my knowledge, this report does notaioreny untrue statement of a material fact or améitate a material fact necessary to make
the statements made, in light of the circumstanoeker which such statements were made, not misigadith 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, results of operations aadh flows of the registrant as of, and for, thegas presented in this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (as definet
Exchange Act Rules 13a-15(e) and 15d-15(e)) amdriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and proceduresused such disclosure controls and proceduiies tiesigned under our
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) Designed such internal control over financial réipgr or caused such internal control over finahegorting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting attte preparation of financial statements
for external purposes in accordance with geneealepted accounting principles;

(c) Evaluated the effectiveness of the registrant’sld@ire controls and procedures and presentedsineport our conclusions about the
effectiveness of the disclosure controls and proces) as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in the regittsanternal control over financial reporting thatcurred during the registrant’s most
recent fiscal quarter (the registramtourth fiscal quarter in the case of an annuyadbm® that has materially affected, or is reasondikely
to materially affect, the registrant’s internal trmhover financial reporting; and

5. The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimternal control over financial reporting,
to the registrant’s auditors and the audit commitithe registrant’s board of directors (or pesspearforming the equivalent functions):

(a) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting which are
reasonably likely to adversely affect the regidfsaability to record, process, summarize and refioancial information; and

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

Veraz Networks, Inc

Date: August 14, 2009 By: /s/_Douglas A. Sabella
Name Douglas A. Sabell
Title: Chief Executive Office
(Principal Executive Officer




Exhibit 31.2
I, Albert J. Wood, certify that:

1. | have reviewed this Quarterly Report on Forr-Q of Veraz Networks, Inc

2. Based on my knowledge, this report does notaioreny untrue statement of a material fact or améitate a material fact necessary to make
the statements made, in light of the circumstanoeker which such statements were made, not misigadith 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, results of operations aadh flows of the registrant as of, and for, thegas presented in this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (as definet
Exchange Act Rules 13a-15(e) and 15d-15(e)) amdriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and proceduresused such disclosure controls and proceduiies tiesigned under our
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) Designed such internal control over financial réipgr or caused such internal control over finahegorting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting attte preparation of financial statements
for external purposes in accordance with geneealepted accounting principles;

(c) Evaluated the effectiveness of the registrant’sld@ire controls and procedures and presentedsineport our conclusions about the
effectiveness of the disclosure controls and proces) as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in the regittsanternal control over financial reporting thatcurred during the registrant’s most
recent fiscal quarter (the registramtourth fiscal quarter in the case of an annuyadbm® that has materially affected, or is reasondikely
to materially affect, the registrant’s internal trmhover financial reporting; and

5. The registrant’s other certifying officer antddve disclosed, based on our most recent evaluatimternal control over financial reporting,
to the registrant’s auditors and the audit commitithe registrant’s board of directors (or pesspearforming the equivalent functions):

(a) All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting which are
reasonably likely to adversely affect the regidfsaability to record, process, summarize and refioancial information; and

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

Veraz Networks, Inc

Date: August 14, 2009 By: /s/__AlbertJ. Wood
Name Albert J. Wooc
Title: Chief Financial Office
(Principal Financial and Chief Accounting Offict




Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER

The certification set forth below is being submdtte connection with the quarterly report on For@aQ of Veraz Networks, Inc. (the
“Company”) for the quarter ended June 30, 2009 ‘([®eport”) for the purpose of complying with Rul8a-14(b) or Rule 15d-14(b) of the
Securities Exchange Act of 1934 (the “Exchange Patid Section 1350 of Chapter 63 of Title 18 oftheted States Code (18 U.S.C. §1350).

Douglas A. Sabella, the Chief Executive Officerd &ibert J. Wood, the Chief Financial Officer of e Networks, Inc., each hereby
certifies that, to the best of his knowledge:
1. the Report fully complies with the requiremenit$Section 13(a) or 15(d) of the Exchange Act; and
2. the information contained in the Report fairhggents, in all material respects, the financialdétion and results of operations of
the Company.

IN WITNESS WHEREOF, the undersigned have set their hands hereto & df4th day of August, 2009.

Date: August 14, 200 By: /s/ _Douglas A. Sabel
Name Douglas A. Sabell
Title: Chief Executive Office
(Principal Executive Officer

By: /s/__AlbertJ. Wood
Name Albert J. Wooc
Title: Chief Financial Office!
(Principal Financial and Chief Accounting Offict

This certification accompanies the Form QGe which it relates, is not deemed filed with Securities and Exchange Commission and is r

be incorporated by reference into any filing of &eNetworks, Inc. under the Securities Act of 1383amended, or the Securities Exchange
Act of 1934, as amended (whether made before er tife date of the Form 10-Q), irrespective of gageral incorporation language contained
in such filing.



