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PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
NETWORK EQUIPMENT TECHNOLOGIES, INC.

Condensed Consolidated Balance Sheets
(Unaudited — in thousands, except par value)

June 29, March 30,
2007 2007
Current assets:
Cash and cash equivalents $ 11,680 $ 10,479
Short-term investments 84,931 79,653
Accounts receivable, net of allowances of $31 at June 29, 2007
and $39 at March 30, 2007 11,392 14,822
Inventories 13,503 10,452
Prepaid expenses and other assets 4,205 3,242
Total current assets 125,711 118,648
Property and equipment, net 11,275 10,581
Other assets 7,158 4,790
Total assets $ 144,144  $ 134,019
Current liabilities:
Accounts payable $ 11,713 $ 8,569
Accrued liabilities 12,584 15,274
Total current liabilities 24,297 23,843
Long-term liabilities:
7 Y4% redeemable convertible subordinated debentures 24,706 24,706
Other long-term liabilities 4,230 3,886
Total long-term liabilities 28,936 28,592
Stockholders’ equity:
Preferred stock ($0.01 par value; 5,000 shares authorized; none
outstanding) — —
Common stock ($0.01 par value; 50,000 shares authorized;
26,714 and 25,727 shares outstanding at June 29, 2007 and
March 30, 2007) 267 257
Additional paid-in capital 212,588 204,439
Treasury stock (7,462) (7,326)
Accumulated other comprehensive income 583 542
Accumulated deficit (115,065) (116,328)
Total stockholders’ equity 90,911 81,584
Total liabilities and stockholders’ equity $ 144,144  $ 134,019

See accompanying notes to condensed consolidated financial statements




NETWORK EQUIPMENT TECHNOLOGIES, INC.

Condensed Consolidated Statements of Operations and Comprehensive Income (Loss)

(Unaudited — in thousands, except per share amounts)

Three Months Ended
June 29, June 30,
2007 2006
Revenue:
Product $ 22,991 $ 14,830
Service and other 3,350 2,614
Total revenue 26,341 17,444
Costs of revenue:
Cost of product revenue 9,508 5,818
Cost of service and other revenue 2,905 2,373
Total cost of revenue 12,413 8,191
Gross margin 13,928 9,253
Operating expenses:
Sales and marketing 4,536 4,634
Research and development 6,050 5,401
General and administrative 2,691 3,265
Restructure and other costs (benefit) 1 2)
Total operating expenses 13,278 13,298
Income (loss) from operations 650 (4,045)
Interest income 1,148 807
Interest expense (456) (463)
Other expense, net 21) (1)
Income (loss) before taxes 1,321 (3,702)
Income tax provision 58 2
Net income (loss) $ 1,263 $ (3,704)
Basic and diluted net income (loss) per share $ 0.05 $ (0.15)
Common and common equivalent shares:
Basic 26,270 24,831
Diluted 27,338 24,831
Consolidated Statements of
Comprehensive Income (Loss):
Net income (loss) $ 1,263 $ (3,704)
Other comprehensive income (loss), net of
taxes:
Cumulative translation adjustments 212 256
Net unrealized gain (loss) on securities (171) 64
Comprehensive income (loss) $ 1,304 $ (3,384)

See accompanying notes to condensed consolidated financial statements




NETWORK EQUIPMENT TECHNOLOGIES, INC.
Condensed Consolidated Statements of Cash Flows
(Unaudited — in thousands)

Three Months Ended
June 29, June 30,
2007 2006
Cash and cash equivalents at beginning of period $ 10,479 $ 6,928
Cash flows from operating activities:
Net income (loss) 1,263 (3,704)
Adjustments required to reconcile net income (loss) to net
cash provided by (used in) operating activities:
Depreciation, amortization, and accretion 1,394 1,855
Loss on disposition of property and equipment 62 —
Stock-based compensation expense 457 261
Changes in assets and liabilities:
Accounts receivable 3,430 940
Inventories (3,432) 1,943
Prepaid expenses and other assets (1,208) 400
Accounts payable 1,894 (1,208)
Accrued liabilities (2,428) (1,661)
Net cash provided by (used in) operating activities 1,432 (1,174)
Cash flows from investing activities:
Purchases of short-term investments (20,898) (13,836)
Proceeds from sales and maturities of short-term investments 15,449 17,185
Payment for license and development (1,250) —
Purchases of property and equipment (1,310) (514)
Other, net — (119)
Net cash provided by (used in)investing activities (8,009) 2,716
Cash flows from financing activities:
Issuance of common stock 7,651 71
Repurchase of common stock (136) —
Excess tax benefit from stock-based compensation 51 —
Net cash provided by financing activities 7,566 71
Effect of exchange rate changes on cash 212 257
Net increase in cash and cash equivalents 1,201 1,870
Cash and cash equivalents at end of period $ 11,680 $ 8,798
Other cash flow information:
Cash paid during the period for:
Interest $ 896 $ 897
Non-cash investing activities:
Unrealized gain (loss) on available-for-sale securities $ 171) $ 64
Investment in license and development 1,250 —
Taxes paid for income, net of excess tax benefit from
stock-based compensation of $51 at June 29, 2007 and $0
at June 30, 2006 2 6

See accompanying notes to the condensed consolidated financial statements




NETWORK EQUIPMENT TECHNOLOGIES, INC.
Notes to Condensed Consolidated Financial Statements

Note 1. Description of Business

Nature of Business: Network Equipment Technologies, Inc. (the Company or N.E.T.) is a global provider of
voice and data telecommunications equipment for multi-service networks requiring high degrees of versatility,
interoperability, security and performance. N.E.T. offers an array of products purpose-built for mixed-service, multi-
protocol networks; bandwidth-sensitive site communications; high performance, security-sensitive transmissions;
and converged communications. N.E.T. delivers solutions that enable seamless integration and migration of existing
networks to secure internet protocol (IP)-based voice and data communications. N.E.T. was founded in 1983.

Note 2. Summary of Significant Accounting Policies

Principles of Consolidation:  The consolidated financial statements include the accounts of the Company and its
wholly owned subsidiaries. All significant intercompany balances and transactions have been eliminated.

Segments:  The Company’s management uses consolidated financial information in determining how to allocate
resources and assess performance. For this reason, the Company has determined that it is engaged in a single
reportable segment.

Basis of Presentation: 'The Company’s fiscal year ends on the last Friday in March. In most years, the fiscal year
is 52 weeks, with each quarter comprised of thirteen weeks, which allows comparability of quarter over quarter
results. In the opinion of management, the accompanying condensed consolidated financial statements contain all
adjustments (consisting only of normal recurring adjustments) considered necessary to present fairly the financial
position as of June 29, 2007 and the results of operations and cash flows for the three month periods ended June 29,
2007 and June 30, 2006. These financial statements should be read in conjunction with the March 30, 2007 audited
consolidated financial statements and notes thereto. The results of operations for the three months ended June 29,
2007 are not necessarily indicative of the results to be expected for the fiscal year ending March 28, 2008.

Revenue Recognition: The Company recognizes product revenue when all four of the following criteria are met:

1) the Company has a contract with its customer,

2) the product has been shipped as required by the contract and risk of loss has passed to the customer,
3) the price is fixed or determinable, and

4) collection of payment is reasonably assured.

If the customer has a right of acceptance and the Company has not yet obtained acceptance, revenue is deferred until
the terms of acceptance are satisfied. When product revenue is deferred, the Company also defers the associated cost
of goods until the revenue is recognized. The Company recognizes service revenue upon completion of the service
or, for ongoing services such as maintenance, ratably over the period of the contract. For sales arrangements that
involve multiple elements to be delivered at different times, such as a sale of equipment together with post-contract
support services, the Company assigns revenue to each element based on its fair value and recognizes revenue for
each element as the criteria for recognition are met. Fair value for each element is determined by vendor-specific
objective evidence, if available, such as the sales price charged when the same element is sold separately or
otherwise by the residual method, whereby the value of delivered elements is determined by subtracting the fair
value of the undelivered elements from the total value of the arrangement. If vendor-specific objective evidence of
fair value of one or more undelivered elements does not exist, revenue on the entire arrangement is deferred and is
recognized only upon delivery of those elements or when fair value has been established.

Financial Statement Estimates: The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenue and expenses during the reporting period. Such
management estimates and assumptions include, but are not limited to: assumptions related to contracts that have
multiple elements, the allowances for sales returns and potentially uncollectible accounts receivable, the valuation of
inventory, warranty costs, the valuation allowance on deferred tax assets, certain reserves and accruals, and
assumptions related to stock-based compensation. Actual results could differ from those estimates.

Credit Risks: The Company’s credit evaluation process and the reasonably short collection terms help mitigate
credit risk. The Company typically does not require collateral or other security to support accounts receivable. The
Company performs ongoing credit evaluations of its customers’ financial condition and limits the amount of credit
extended when deemed necessary. The Company maintains reserves for known recourse obligations and estimated
bad debts.
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Income Taxes: Effective the beginning of fiscal 2008, the Company adopted the provisions of FASB
Interpretation No. 48, Accounting for Uncertainty in Income Taxes-an interpretation of FASB Statement No. 109
(FIN 48), which clarifies the accounting for uncertainty in tax positions. FIN 48 prescribes a recognition threshold
and measurement attribute for the financial statement recognition and measurement of a tax position taken or
expected to be taken in a tax return. See Note 8.

Recently Issued Accounting Standards: In February 2007, the Financial Accounting Standards Board (FASB)
issued Statement of Financial Accounting Standard (SFAS) No. 159, The Fair Value Option for Financial Assets
and Financial Liabilities (SFAS 159), which allows entities to choose to measure certain financial instruments and
certain other items at fair value (the “fair value option”). The election is made on an instrument-by-instrument basis
and is irrevocable. If the fair value option is elected for an instrument, SFAS 159 specifies that all subsequent
changes in fair value for that instrument shall be reported in earnings. SFAS 159 is effective for fiscal years
beginning after November 15, 2007, which is the Company’s fiscal 2009. The Company will evaluate the effect on
its consolidated financial statements of adopting SFAS 159.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (SFAS 157), which clarifies that fair
value is the amount that would be exchanged to sell an asset or transfer a liability in an orderly transaction between
market participants. Further, the standard establishes a framework for measuring fair value in generally accepted
accounting principles and expands certain disclosures about fair value measurements. SFAS 157 is effective for
fiscal years beginning after November 15, 2007, which is the Company’s fiscal 2009, and is also effective for
interim periods within the fiscal year. The Company will evaluate the effect on its consolidated financial statements
of adopting SFAS 157.

Note 3. Inventories

Inventories are stated at the lower of cost (first-in, first-out) or market and include material, labor and manufacturing
overhead costs. Inventories consisted of the following:

June 29, March 30,
(in thousands) 2007 2007
Purchased components $ 5,095 $ 4,082
Work-in-process 7,691 5,401
Finished goods 717 969
$ 13,503 $ 10,452

Note 4. Income (Loss) Per Share

The following table sets forth the computation of the numerator and denominator used in the computation of basic
and diluted net income (loss) per share:

Three Months Ended
. June 29, June 30,
(in thousands, except per share amounts) 2007 2006
Numerator:
Net income (loss) $ 1,263 $ (3,704)

Denominator-weighted average shares of
common stock outstanding:
For basic income (loss) per share 26,270 24,831
Effect of dilutive common stock
equivalents from stock-based

compensation 1,068 —
For diluted income (loss) per share 27,338 24,831
Net income (loss) per share, basic and diluted $ 0.05 $ (0.15)

The denominator for basic net income (loss) per share is the weighted average number of unrestricted common
shares outstanding for the periods presented. In periods of net income, the denominator for diluted net income per
share also includes potentially dilutive shares, which consist of shares issuable upon the exercise of dilutive stock
options and contingently issuable shares. These shares, which are excluded from the computations of diluted net loss
per share as they are anti-dilutive and reduce the loss per share, totaled 32,000 for the first quarter of fiscal 2007.




There are 784,000 shares of common stock issuable upon conversion of debentures. These shares and the related
effect of the accrued interest on the debentures are excluded from the calculation of diluted income (loss) per share
for each period presented, as their inclusion would have been anti-dilutive.

Note 5. Restructure and Other Costs (Benefit)

The net restructure cost of $1,000 for the three months ended June 29, 2007 relates primarily to adjustments to prior
restructurings. The benefit of $2,000 for the three months ended June 30, 2006, relates primarily to the reversal of
accruals upon expiration of employee benefits that were accrued in prior restructurings.

The liability for restructuring was $4.5 million at June 29, 2007, as shown in the table below. Components of
accrued restructure costs and changes in accrued amounts related to restructuring during fiscal 2008 are as follows:

Lease
Employee Write-offs,
(in thousands) Separation Office Closure
Costs & Other Costs & Other Total

Balance at March 30, 2007 $ 564 $ 4,664 $ 5,228

Provision 16 — 16

Benefit — (15) (15)

Payments (231) (633) (864)

Other (1) — 85 85
Balance at June 29, 2007 $ 349 $ 4,101 $ 4,450

(1) Consists primarily of accretion of implied interest on the remaining liability for lease and other exit costs
associated with the Company’s former manufacturing facility, which the Company vacated at the end of fiscal
2007. The Company executed a sublease for a portion of the facility early in the second quarter of fiscal 2008
on financial terms consistent with prior estimates.

The balance at June 29, 2007 includes $1.9 million included in other long term liabilities for lease and other exit
costs for the vacated facility for periods beyond a year, net of sublease income.

Note 6. License and Development Agreement

In October 2005, the Company entered into a license and development agreement with a third-party technology
supplier, under which the Company acquired a license to manufacture and distribute the supplier’s high-speed
networking platform. In June 2007, the agreement was amended to include an additional, more advanced, platform.
Under the 2005 agreement and the 2007 amendment, each party agreed to perform development and other activities
to bring new products to market and the Company obtained certain rights to market these products. Under the 2005
agreement, the Company paid $3.0 million in license and development fees and capitalized the amount in other
assets in the accompanying condensed consolidated balance sheets. The Company began amortizing this amount in
the second half of fiscal 2007 concurrent with the sale of the initial platform. Amortization of $337,000 was
recorded for the three months ended June 29, 2007.

Under the 2007 amendment, the Company has agreed to pay an additional $5.0 million in four equal installments to
the supplier for the advanced platform and an extended exclusive right to market. The first installment was paid in
June 2007, the second is due in September 2007, and the remaining two will be due at separate future dates
dependent upon the supplier’s delivery of future enhancements of the advanced platform. The Company has
determined that the right to market, as amended, has a value separate from the prepaid license fee, and has allocated
the $5.0 million between the two components, based on their fair value, with $1.7 million allocated to the right to
market, and $3.3 million allocated to prepaid license fees. These amounts will be amortized over the estimable life
of each component. At June 29, 2007, of the $2.5 million representing the first two installments, $800,000 for the
right to market and $1.7 million for the prepaid license fee have been capitalized in other assets on the
accompanying condensed consolidated balance sheets, with no amortization to date.

In addition to these payments, the Company owes royalties on sales of the products, which began in the second half
of fiscal 2007. These royalties totaled $217,000 and $0 for the three months ended June 29, 2007 and June 30, 2006,
respectively.

The supplier also serves as a reseller of the platform and the parties have made occasional purchases and sales to
each other of inventory components and pre-production units. In connection with these arrangements, the Company




invoiced the supplier $163,000 for the three months ended June 30, 2006. No such transactions occurred during the
three months ended June 29, 2007. At June 29, 2007, the Company owed $217,000 for royalties to the supplier.

The Company’s President and CEO served as a member of the board of directors of the supplier through March
2007.

Note 7. Warranty Accruals

The Company generally warrants hardware product and software for twelve months. The software warranty entitles
the customer to bug fixes but not software upgrades during the warranty period. The Company’s methodology is to
accrue warranty expense based on historical expense trends calculated as a percentage of product sales. Actual
expenses are charged against the accrual in the period they are incurred. On a quarterly basis, the warranty accrual is
analyzed for adequacy based on actual trends and subsequent adjustments are made as necessary.

Components of the warranty accrual, which is included in accrued liabilities in the accompanying condensed
consolidated balance sheets, were as follows:

Three Months Ended
. June 29, June 30,

(in thousands) 2007 2006
Balance at beginning of period $ 62 $ 84
Charges to cost of goods sold 30 31
Charges to warranty accrual (13) 43)
Other adjustments (1) 47) 3
Balance at end of period $ 32 $ 75

(1) Adjustments result from changes in warranty cost estimates related to labor costs to repair products and
frequency of warranty claims.

Note 8. Income Taxes

The Company recorded tax provisions of $58,000 and $2,000 for the three months ended June 29, 2007 and June 30,
2006, respectively. The income tax provision for the three months ended June 29, 2007 was primarily for U.S.
federal alternative minimum tax as well as other minimum taxes in various jurisdictions. The provision for the three
months ended June 30, 2006 was primarily for minimum taxes in various jurisdictions. The Company’s effective tax
rate of 4.4% for the three months ended June 29, 2007 is the best current estimate, although relatively small changes
in forecasted profitability for the remainder of the current year could significantly affect the projected annual
effective rate. Accordingly, the Company’s effective tax rate for the remainder of the current fiscal year may
fluctuate significantly.

Effective the beginning of fiscal 2008, the Company adopted the provisions of FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes-an interpretation of FASB Statement No. 109 (FIN 48), which clarifies
the accounting for uncertainty in tax positions. FIN 48 contains a two-step approach to recognizing and measuring
uncertain tax positions. The first step is to evaluate the tax positions for recognition by determining if the available
evidence indicates that it is more likely than not that the position will be sustained on audit, including resolution of
related appeals or litigation processes if any. The second step is to measure the tax benefit as the largest amount that
is more than 50% likely to be reached upon ultimate settlement. As a result of adoption, the Company recognized no
change in income tax liabilities. As of the adoption date, the Company had gross unrecognized tax benefits of

$8.8 million. The total amount of tax benefits, if recognized, that would affect the effective tax rate was $412,000.
Consistent with the provisions of FIN 48, the Company reclassified $412,000 of current income tax liabilities
resulting in a $412,000 increase to non-current income taxes payable.

The Company’s continuing practice is to recognize interest and penalties related to income tax matters in income tax
expense. As of the date of adoption of FIN 48, the Company had accrued $74,000 for interest and penalties related
to uncertain tax positions.

As of the date of adoption of FIN 48, tax years from 2001 in the U.S. and the Company’s primary foreign
jurisdictions remain open for examination. Although the timing of resolution and closure of audits is highly
uncertain, the Company does not believe it is reasonably possible that the unrecognized tax benefits would
materially change in the next twelve months.

The Company has incurred tax losses in the last several fiscal years and, as of the date FIN 48 was adopted, had
approximately $126.1 million of federal net operating loss carryforwards and $36.2 million of state operating loss
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carryforwards available expiring in the years 2013 through 2027. Currently, the Company believes that it is more
likely than not that the net deferred tax asset will not be realized and therefore has recorded a valuation allowance
for the entire balance. In future years, these benefits are available to reduce or eliminate taxes on future taxable
income.

As of the date FIN 48 was adopted, the Company had available federal research and development tax credit
carryforwards of approximately $2.4 million expiring in the years 2008 through 2027 and alternative minimum tax
credit carryforwards of approximately $2.5 million available indefinitely. California research and development tax
credit carryforwards of approximately $9.7 million are also available indefinitely.

Note 9. Financing Arrangements

The Company has a Business Loan Agreement and Security Agreement (Receivables) with Bank of America which
provides for a $7.0 million line of credit. The line is available both for cash advances and for standby letters of credit
and bears interest at the bank’s prime rate for cash advances and at prime minus 1% for letters of credit (7.25% at
June 29, 2007). The line matures in October 2007 and is secured by the Company’s accounts receivable. The
agreement requires immediate repayment of all amounts outstanding if the Company’s cash balance, defined as the
sum of unrestricted cash and short and long term investments, declines more than $10.0 million during a quarter or
$30.0 million during the preceding twelve months. As of June 29, 2007, $415,000 in letters of credit were
outstanding.

Note 10. Stock-based Compensation

Stock Option and Award Plans: The Company grants options to purchase shares of its common stock and is
authorized to award restricted shares of common stock pursuant to the terms of its 1993 Stock Option Plan and 1997
Stock Option Program (collectively “option plans”). Stock options generally become exercisable ratably over a four-
year period and expire after seven to ten years. Options may be granted to officers, employees, directors and
independent contractors to purchase common stock at a price not less than 100% of the fair market value at the date
of grant.

Restricted stock awards granted under the stock option plans are independent of option grants and are subject to
restrictions. Awards issued during fiscal 2007 and 2008 are subject to forfeiture if employment or services are
terminated prior to the release of restrictions, which occurs on a ratable basis over two years from the date of grant.
Until the restriction is released, the shares cannot be transferred. These shares have the same cash dividend and
voting rights as other common stock and are considered as issued and outstanding. The cost of the awards,
determined to be the fair market value of the shares at the date of grant, is expensed ratably over the period the
restrictions lapse.

Employee Stock Purchase Plan (ESPP): Under the employee stock purchase plan, the Company’s employees,
subject to certain restrictions, could purchase shares of common stock at a price equal to at least 85% of the lower of
the fair market value of the Company’s common stock at the beginning of the offering period or the end of each
purchase period. The Company elected to suspend indefinitely its employee stock purchase plan in fiscal 2006. The
final purchase occurred on December 30, 2005.

Stock Compensation Expense: Effective the beginning of fiscal 2007, the Company adopted the fair value
recognition provisions of SFAS 123R, requiring recognition of the cost of employee services received in exchange
for awards of equity instruments based on the grant-date fair value of the award rather than apply intrinsic value
measurement provisions of APB 25. Under SFAS 123R, the ESPP is considered a compensatory plan and the
Company is required to recognize compensation cost for grants made under the ESPP. However, since the ESPP was
indefinitely suspended in fiscal 2006, no significant compensation expense has been recognized at or since the
adoption of SFAS 123R. The Company recognizes compensation expense for all share-based payment awards
granted subsequent to fiscal 2006 on a straight-line basis over the respective requisite service period of the awards.
Compensation expense for share-based payment awards granted on or prior to March 31, 2006 but not vested as of
March 31, 2006, is recognized on an accelerated basis.
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The following table shows total stock-based compensation expense included in the Condensed Consolidated
Statements of Operations as a result of adopting SFAS 123R:

Three Months Ended
. June 29, June 30,

(in thousands) 2007 2006
Cost of revenue $ 56 $ 34
Sales and marketing 117 57
Research and development 76 78
General and administrative 208 89

$ 457 $ 258

There was no stock-based compensation cost capitalized as part of inventory during the three months ended June 29,
2007. As required by SFAS 123R, management made an estimate of expected forfeitures and is recognizing
compensation costs only for those equity awards expected to vest.

Determining Fair Value:

Valuation and amortization method: The Company estimates the fair value of stock options granted using the
Black-Scholes option-pricing formula and a single option award approach. The fair value is being amortized on a
straight-line basis over the requisite service periods of the awards, which is generally the vesting period.

Expected Term: During the year ended March 30, 2007, the Company derived the expected term of options from
the midpoint between the vesting and contractual term, as described in the SEC’s Staff Accounting Bulletin No. 107
(SAB 107). The use of the SAB 107 method expires in December 2007. As a result, the Company revised its method
of estimating the expected term of options in fiscal 2008, using vesting periods of awards and historical data such as
past experience and post vesting cancellations.

Expected Volatility: The Company’s computation of expected volatility for the quarter ended June 29, 2007 is
based on historical volatility commensurate with the expected term of the options.

Risk-Free Interest Rate: The risk-free interest rate used in the Black-Scholes valuation method is based on the
implied yield currently available on U.S. Treasury securities with an equivalent remaining term commensurate with
the expected term of the options.

Expected Dividend: The expected dividend assumption is based on the Company’s current expectations about
future dividends. The Company does not expect to pay out cash dividends in the foreseeable future.

The fair value of the Company’s stock option awards granted to employees was estimated using the following
weighted-average assumptions:

Three Months Ended
June 29, June 30,
2007 2006

Expected term, in years 5.24 6.08
Expected volatility 55.6% 66.0%
Risk-free interest rate 4.92% 5.11%

Expected dividends — —

Weighted average fair value $ 5.80 $ 214

At June 29, 2007, the total compensation cost related to unvested stock-based awards not yet recognized, net of
estimated forfeitures, was approximately $5.2 million. The weighted-average period during which the cost will be
amortized, which will be adjusted for subsequent changes in estimated forfeitures, was approximately 2.7 years.
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Stock Options & Awards Activity: Activity in the Company’s option plans is summarized below:

Weighted Aggregate
Weighted Average Intrinsic
Average Remaining Value
Exercise Contractual (in
Options: Shares Price Term in Years thousands)
Outstanding at March 30, 2007 5,556,940 $ 6.91 5.90 $ 16,480
Granted 677,000 10.72
Exercised (987,955) 7.74
Forfeited and expired (132,836) 11.21
Outstanding at June 29, 2007 5,113,149 $ 7.14 6.74 $ 13,923
Vested and expected to vest at June 29, 2007 4,622,873 $ 7.13 6.46 $ 12,585
Exercisable at June 29, 2007 3,163,525 $ 7.20 5.16 $ 8,242

The aggregate intrinsic value is calculated as the difference between the exercise price of the underlying awards and
the quoted price of the Company’s common stock at June 29, 2007, for options outstanding as of that date.

Weighted
Average
Grant Date
Restricted stock awards: Shares Fair Value
Nonvested stock at March 30, 2007 167,535 $ 3.28
Granted 16,000 10.75
Vested (33,060) 3.26
Forfeited (4,150) 6.85
Nonvested stock at June 29, 2007 146,325 $ 3.99

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

This discussion and analysis should be read in conjunction with the condensed consolidated financial statements
included in this 10Q and Part II of our Form 10-K for the fiscal year ended March 30, 2007. Statements contained in
this Form 10-Q that are not historical facts are forward-looking statements within the meaning of the federal
securities laws that relate to future events or our future financial performance. A forward-looking statement may
contain words such as “plans,” “hopes,” “believes,” “estimates,” “will,” “continue to,” “expect to,” “anticipate that,”
“to be,” or “can affect.” Forward-looking statements are based upon management expectations, forecasts and
assumptions that involve risks and uncertainties that may cause actual results to differ materially from those
expressed or implied in the forward-looking statements. Many factors may cause actual results to vary including, but
not limited to, the factors discussed in this Form 10-Q and our most recently filed Form 10-K. The Company
expressly disclaims any obligation or undertaking to revise or publicly release any updates or revisions to any
forward-looking statement contained in this Form 10-Q except as required by law. Investors should carefully review
the risk factors described in this Form 10-Q and our most recently filed Form 10-K, along with other documents the
Company files from time to time with the Securities and Exchange Commission (SEC).

2 < 99 <

Significant Accounting Policy Judgments and Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires that we make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the reporting period. Such estimates and assumptions, which we evaluate
on an on-going basis, include, but are not limited to: assumptions related to contracts that have multiple elements,
the allowances for sales returns and potentially uncollectible accounts receivable, the valuation of inventory,
warranty costs, the valuation allowance on deferred tax assets, certain reserves and accruals, estimated lives of
depreciable assets, and assumptions related to stock-based compensation. We base our estimates on historical
experience and other assumptions that we believe are reasonable under the circumstances. Actual results could differ
from those estimates.
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Management has discussed the development and selection of these critical accounting estimates with the Audit
Committee of our Board of Directors and the Audit Committee has reviewed the foregoing disclosure. Changes in
estimates used in these and other items could have a material effect on our financial statements.

We believe the following critical accounting policies affect the more significant judgments and estimates used in the
preparation of our financial statements:

Revenue Recognition: We recognize product revenue when all four of the following criteria are met:

1) we have a contract with our customer,

2) the product has been shipped as required by the contract and risk of loss has passed to the customer,
3) the price is fixed or determinable, and

4) collection of payment is reasonably assured.

If the customer has a right of acceptance and we have not yet obtained acceptance, revenue is deferred until the
terms of acceptance are satisfied. When product revenue is deferred, we also defer the associated cost of goods until
the revenue is recognized. We recognize service revenue upon completion of the service or, for ongoing services
such as maintenance, ratably over the period of the contract. For sales arrangements that involve multiple elements
to be delivered at different times, such as a sale of equipment together with post-contract support services, we assign
revenue to each element based on its fair value and recognize revenue for each element as the criteria for recognition
are met. Fair value for each element is determined by vendor-specific objective evidence, if available, such as the
sales price charged when the same element is sold separately, or otherwise by the residual method, whereby the
value of delivered elements is determined by subtracting the fair value of the undelivered elements from the total
value of the arrangement. If vendor-specific objective evidence of fair value of one or more undelivered elements
does not exist, revenue on the entire arrangement is deferred and is recognized only upon delivery of those elements
or when fair value has been established.

Vacated Facilities: 1In the fourth quarter of fiscal 2007, we took a charge of $10.1 million for the estimated future
net costs of our former manufacturing facility. In determining the amount of this charge, we made certain estimates,
including future sublease rents to be received, future rent increases to be paid to our current landlord, allocation of
original construction costs, and future operating costs. We executed a sublease for a portion of the facility early in
the second quarter of fiscal 2008, on financial terms consistent with the estimates. This liability will be adjusted over
the remaining term of the lease for future changes in terms, estimates used, or actual costs incurred and sublease
revenues received.

Deferred Taxes: Effective the beginning of fiscal 2008, we adopted the provisions of FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes-an interpretation of FASB Statement No. 109 (FIN 48), which clarifies
the accounting for uncertainty in tax positions. FIN 48 prescribes a recognition threshold and measurement attribute
for the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax
return. In accordance with our accounting policy, we recognize interest and penalties related to income tax matters
in income tax expense. This policy did not change as a result of our adoption of FIN 48.

As of the date of adoption, tax years from 2001 in the U.S. and our primary foreign jurisdictions remain open for
examination. Although the timing of resolution and closure of audits is highly uncertain, we do not believe it is
reasonably possible that the unrecognized tax benefits would materially change in the next twelve months.

We have incurred tax losses in prior fiscal years and, at March 30, 2007, had an estimated $126.1 million of federal
net operating loss carryforwards and $36.2 million of state operating loss carryforwards available expiring in the
years 2013 through 2027. Currently, we believe that it is more likely than not that the net deferred tax asset will not
be realized and therefore we have recorded a valuation allowance for the entire balance. In future years, these
benefits are available to reduce or eliminate taxes on future taxable income.
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Results of Operations

The following table sets forth selected data derived from our condensed consolidated statements of operations
expressed as a percentage of revenue for the periods presented:

Three Months Ended
June 29, June 30,
2007 2006
Percent of revenue
Product 87.3 % 85.0 %
Service and other 12.7 15.0
Total revenue 100.0 100.0
Product gross margin 58.6 60.8
Service and other gross margin 13.3 9.2
Total gross margin 52.9 53.0
Sales and marketing 17.2 26.6
Research and development 23.0 30.9
General and administrative 10.2 18.7
Restructure and other costs (benefit) 0.0 0.0
Total operating expenses 50.4 76.2
Income (loss) from operations 2.5 (23.2)
Other income (expense), net 0.1) 0.0
Interest income, net 2.6 2.0
Income (loss) before taxes 5.0 (21.2)
Income tax provision 0.2 0.0
Net income (loss) 4.8 % 21.2)%

Overview and Highlights

e We achieved a profit in the current quarter after incurring losses in the previous ten quarters. Improvement
in revenue on stable operating expenses produced income from operations of $650,000 in the current quarter
compared to a loss from operations of $4.0 million in the first quarter of fiscal 2007. Operating expenses in
the current quarter benefited from eliminating the expense of an under-utilized facility, on which we took a
restructure charge in the fourth quarter of fiscal 2007.

e Total revenue of $26.3 million increased 51.0% from the prior year comparable quarter. Product revenue
was at its highest level in the most recent quarter as compared to the past nine quarters primarily due to
increased business from the government sector, both domestic and international, particularly of IP-based
products.

® Sales of the new VX Series platform contributed approximately 27% to product revenue in the current
quarter. The VX Series, our voice exchange platform, leverages features of our former SHOUT product to
provide a voice-over-IP (VoIP) enablement solution with advanced network control and security features. In
the first quarter of fiscal 2008, we achieved a number of significant sales to systems integrators fulfilling
program requirements for various government agencies. In addition to secure voice applications for the
government, the VX Series platform provides enterprise customers with telephony integration for unified
communications and unified messaging.

® QOur Promina product sales and sales to the government sector continue to account for the substantial
majority of our revenue. As a percent of total revenue, our sales to the government sector have increased in
recent years and represented more than 90% of total revenue in the current quarter. As a percent of product
revenue, our Promina sales have declined in recent years, but still account for the majority of our product
revenue. We expect our mix of product sales and our sector mix to fluctuate quarter to quarter, as our
customers continue to move to IP-based communications. Spending by government customers is dependent
upon the size of budget allocations and, particularly in our fiscal third quarter, the timely passage of the
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annual federal budget. The following table shows product revenue from our Promina product and revenue
from our government customers:

Three Months Ended
(in thousands) June 29, June 30,
2007 2006
Promina product revenue $13,245 $12,186
% of product revenue 57.6 % 82.2 %
Revenue from government customers $24,596 $15,527
% of total revenue 93.4 % 89.0 %

e We are progressing on our new product initiatives. Our NX Series network exchange products are targeted to
high speed communications among geographically distributed storage area networks (SANs) and secure grid
computing clusters, as well as tactical military and disaster preparedness applications. During the third quarter
of fiscal 2007, we began shipping our NX5010 high-speed network exchange platform. Our NX1000 Series
multi-service wide area network (WAN) switch was released for general availability in the first quarter of
fiscal 2008, and we expanded our existing relationship with Bay Microsystems at the end of the first quarter
of fiscal 2008 for advanced products in this series.

® QOur cash position remains strong. Total cash, which includes cash equivalents and short-term investments,
was $96.6 million at June 29, 2007. This compares to $90.1 million at March 30, 2007.

Revenue
Three Months Ended
(in thousands) June 29, June 30,
2007 2006 Change
Product $ 22991 $ 14,830 55.0%
Service and other 3,350 2,614 28.2
Total revenue $ 26,341  $ 17,444 51.0%

Total revenue in the three months ended June 29, 2007 was higher than the comparable prior year period due
primarily to an increase in our government business, both domestic and international. Revenue from government
customers increased $9.1 million or 58.4% compared to the prior-year first quarter, even though the prior year
period included recognition of $1.5 million in previously deferred revenue from our contract with NATO, on which
we achieved final acceptance later in fiscal 2007. The increase in revenue from our government business is due to
increased demand by government customers for tactical and mobile applications, including an increase of $5.9
million in product revenue from sales of our VX and NX5010 products. EDO Corporation, a government systems
integrator, accounted for $10.4 million, or approximately 40%, of total revenue in the three months ended June 29,
2007, purchasing products in both our Promina and VX series products. Sales to the government sector may
continue to fluctuate as the government balances its communications infrastructure needs and budget constraints. A
substantial portion of the revenue generated from our government customers is based on our contract with the
General Services Administration (GSA). Our current GSA contract is up for renewal for a multi-year period,
pending agreement on new pricing and other terms, and in the interim has been extended through September 30,
2007. Assuming the contract is renewed by the GSA, we expect some of the discounts provided to the government
to be higher than those in the current contract, which could have an adverse effect on the amount of future
government revenue.

Product revenue increased primarily due to the growth in government sales.

Service revenue increased primarily as a result of our expanded relationship with CACI International, which began
in the fourth quarter of fiscal 2007 and provided $1.1 million of revenue in the three months ended June 29, 2007.
Through a contractual arrangement, CACI has had certain rights to provide maintenance and other services to our
Federal customers. Under the new arrangement, both NET and CACI sell services for NET’s product lines, and each
company is responsible for various aspects of service delivery. Revenue from maintenance and training services is
shared between the companies, with the percentage determined based upon revenue levels. The first quarter of fiscal
2007 included a retention and service payment of approximately $500,000 from our contract with NATO, on which
we achieved final acceptance later in fiscal 2007.

Significant fluctuations in our service revenue can occur as a result of factors affecting the timing of the recognition
of revenue, including customer deployment schedules and contractual acceptance provisions.
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Gross Margin

Three Months Ended
June 29, June 30,
2007 2006
Product gross margin 58.6% 60.8%
Service and other gross margin 13.3 9.2
Total gross margin 52.9% 53.0.%

Total gross margin was essentially unchanged from the prior year period though product gross margin decreased
approximately 2% and service and other gross margin increased approximately 4%.

The decrease in product gross margin is due primarily to the fact that product gross margins in the prior-year period
were aided by the recognition of the $1.5 million of previously deferred revenue from the NATO contract, which
had no associated product cost. The current period also included early sales of our new NX5010 product, which had
lower margin than our established products. Product gross margin can be significantly affected by the mix of
products sold, including the extent of third-party products sold, which typically carry lower margins than other
products. Revenue from sales of third-party products increased approximately $570,000 in the three month period
ended June 29, 2007 as compared to the comparable prior year period. The introduction of new products, which
typically have lower gross margins as a result of customary discounting for early customers and higher per-unit costs
associated with low purchase volumes of components, will affect margins as we transition from our established
Promina product to newer products.

The increase in service and other gross margin in three months ended June 29, 2007, compared to the prior year
comparative period, primarily relates to revenue from the CACI revenue sharing agreement, offset by additional
costs from CACI and slightly higher fixed costs for our service department. Service and other gross margin is
affected primarily by the number of customers on maintenance contracts, our contractual relationships with service
partners, and the mix of services provided. Until the Company expanded its relationship with CACI in the fourth
quarter of fiscal 2007, our government customers primarily received service from CACI. CACI received a majority
of the revenue even where we had the contractual relationship with the customer, which adversely affected our
service margin. Service gross margin will typically vary over time due to the timing of service contract initiations
and renewals, customer training schedules, and changes in the mix of services between fixed-cost or time and
materials based services.

Operating Expenses

Three Months Ended
(in thousands) June 29, June 30,
2007 2006 Change

Sales and marketing $ 4,536 $ 4,634 2.1)%
Research and development 6,050 5,401 12.0
General and administrative 2,691 3,265 (17.6)
Restructure and other costs

(benefit) 1 ) 150.0
Total operating expenses $ 13,278 $ 13,298 (0.2)%

Total operating expenses were essentially unchanged in the three months ended June 29, 2007 as compared to the
same period in the prior year, though research and development costs increased $649,000 while sales and marketing
expense decreased $98,000 and general and administrative expense decreased $574,000. Overall depreciation costs
included in operating expenses decreased in all areas of the company as we reduced capital spending and more fixed
assets became fully depreciated. This included a reduction of approximately $380,000 related to our old ERP
system, which was fully depreciated at the end of fiscal 2007 and is expected to be replaced in the second half of the
current fiscal year.

The primary factors affecting specific operating expenses were:

e Sales and marketing expense decreased as a result of reductions in sales personnel in our international and
carrier sales forces.

e Research and development spending increased approximately $780,000 as a result of new product initiatives,
offset by a reduction in depreciation of approximately $130,000.
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¢ General and administrative expense decreased primarily as a result of the elimination of quarterly expense of
$770,000 associated with our former manufacturing facility. In the fourth quarter of fiscal 2007 we vacated
the facility and took a related restructure charge of $10.1 million, of which $5.4 million related to the write
off of leasehold improvements. The write off eliminated quarterly operating expense of $850,000, offset by
implied interest on the remaining portion of the liability, which was $80,000 in the first quarter of fiscal 2008.
Also contributing to the reduction was a decrease in legal fees of $160,000. Offsetting these savings,
compensation related expense increased $330,000 as a result of an accrual of $187,000 for contingent
compensation, a $119,000 increase in stock-based compensation expense, and additional amounts for
associated employer-paid benefit costs.

Non-Operating Items

Three Months Ended
(in thousands) June 29, June 30,
2007 2006 Change _
Interest income $ 1,148 $ 807 423 %
Interest expense (456) (463) (1.5)
Other expense, net 21) (1) 2000.0 %

Interest income increased in the first three months of fiscal 2008 from the prior year comparative period primarily
due to increased cash balances, as well as higher yields on our short-term investments. Total cash was $96.6 million,
and $84.8 million, at June 29, 2007 and June 30, 2006, respectively.

Interest expense in both periods consisted primarily of the interest on our 7 1/4% convertible subordinated
debentures.

Other expense, net, was comprised of:

Three Months Ended
(in thousands) June 29, June 30,
2007 2006
Gain (loss) on foreign exchange $ (2 $ 16
Realized gain (loss) on
investments 2 (10)
Other (1) (7)

$ (21 $ @

Income Tax Provision

Income tax provision was $58,000 and $2,000 for the three months ended June 29, 2007 and June 30, 2006,
respectively. The income tax provision for the three months ended June 29, 2007 was primarily for federal
alternative minimum taxes. The provision for the three months ended June 30, 2006 was primarily for minimum
taxes in various jurisdictions. Our effective tax rate of 4.4% for the three months ended June 29, 2007 is our best
current estimate, although relatively small changes in forecasted profitability for the remainder of the current year
could significantly affect the projected annual effective rate. Accordingly, our effective tax rate for the remainder of
the current fiscal year may fluctuate significantly.

Effective the beginning of fiscal 2008, the Company adopted the provisions of FASB Interpretation No. 48,
Accounting for Uncertainty in Income Taxes, which clarifies the accounting for uncertainty in tax positions. FIN 48
prescribes a recognition threshold and measurement attribute for the financial statement recognition and
measurement of a tax position taken or expected to be taken in a tax return. We recognized no change in income tax
liabilities as a result of adoption. As of the date of adoption, tax years from 2001 in the U.S. and our primary foreign
jurisdictions remain open for examination. Although the timing of resolution and closure of audits is highly
uncertain, we do not believe it is reasonably possible that our unrecognized tax benefits would materially change in
the next twelve months.

Liquidity and Capital Resources

Typically, our primary sources of liquidity and capital resources are our cash balances, cash provided by operating
activities, and committed credit lines:

Cash Balances:  As of June 29, 2007, we had cash balances of $96.6 million, including cash equivalents and short-
term investments, as compared to $ 90.1 million as of March 30, 2007.
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Net Cash Provided by (Used in) Operating Activities: The improvement in net cash provided by operating
activities for the three months ended June 29, 2007 as compared to the comparable period in fiscal 2007 is the result
of increased revenue with lower accounts receivable, coupled with an increase in accounts payable resulting
primarily from increasing inventory. We built inventory in anticipation of our transition to our new contract
manufacturer. We also used cash of $795,000 to settle a liability to the GSA accrued at March 30, 2007 related to
the GSA’s review of compliance with our contract. Days sales outstanding (DSO) was 39 days and 46 days at June
29, 2007 and June 30, 2006, respectively. We typically expect our DSO to be between 60 and 70 days. The lower
DSO of 39 at June 29, 2007 resulted from more linear sales in the first quarter of fiscal 2008, allowing more
receivables to be collected by the end of the quarter.

Non-cash adjustments to reconcile net income to net cash provided by (used in) operating activities in the three
months ended June 29, 2007 primarily relate to depreciation, amortization, and accretion of $1.4 million and costs of
stock-based compensation of $457,000. The costs of stock-based compensation increased as compared to the prior
year as a result of increases in grants of stock-based compensation and fair value of the awards since the second half
of the prior fiscal year as our stock price has increased.

Net Cash Provided by (Used in) Investing Activities: The increase in net cash used in investing activities in the
three months ended June 29, 2007 as compared to the comparable period in fiscal 2007 was made possible as we
generated more cash from financing activities in the current period from exercises of stock-based awards, reducing
the need to liquidate short-term investments. Purchases of short-term investments exceeded sales and maturities by
$5.4 million in the three months ended June 29, 2007, whereas proceeds from sales and maturities exceeded
purchases by $3.3 million in the three months ended June 30, 2006. We also paid $1.3 million under our expanded
agreement with a third-party technology supplier in the first quarter of fiscal 2008, as well as increased spending by
$796,000 for property and equipment. We will make an additional payment of $1.3 million to the supplier in
September 2007, and additional amounts totaling $2.5 million in later periods, dependent upon deliverables by the
supplier. We expect future investments in technology projects and property and equipment to be greater than the
amount invested during fiscal 2007 as we anticipate increased investment in product development activities.

Net Cash Provided by Financing Activities: ~Net cash provided by financing activities in the first three months of
fiscal 2008 was $7.6 million from issuance of common stock under stock-based compensation plans, as compared to
$71,000 in the comparable prior year period. We received $5.6 million of proceeds from exercises of stock-based
awards by the former CEO, who now has no remaining stock options. Future proceeds to us from the issuance of
common stock under employee stock plans will be affected primarily by fluctuations in our stock price. During the
three months ended June 29, 2007, we repurchased restricted stock from employees for payment of withholding tax
obligations arising from the vesting of restricted stock awards; these awards did not have a vesting date during the
three months ended June 30, 2006.

Non cash Investing Activities: The primary non-cash investing activity in the first quarter of fiscal 2008 was the
accrual of the second payment of $1.3 million to the third-party technology supplier due September 2007.

Credit Lines: 'We maintain a $7.0 million line of credit that is available both for cash advances and for standby
letters of credit. It bears interest at the bank’s prime rate for cash advances and at prime minus 1% for letters of
credit (7.25% at June 29, 2007). The line, which expires in October 2007, is secured by our accounts receivable. The
agreement requires immediate repayment of all amounts outstanding if our cash balance, defined as the sum of
unrestricted cash and short and long-term investments, declines more than $10.0 million from the previous quarter
or $30.0 million during the preceding twelve months. As of June 29, 2007, $415,000 in letters of credit were
outstanding.

Contractual Obligations and Commercial Commitments: Our contractual obligations consist of facilities leases
with noncancellable terms in excess of one year, principal and interest on our 7 %% redeemable convertible
subordinated debentures, and a license and development agreement with a third party to develop new products. We
executed a sublease for a portion of our vacated former manufacturing facility early in the second quarter of fiscal
2008 on financial terms consistent with prior estimates.

Included in the operating lease amounts are payments on our vacated facilities in Fremont and Canada, of which
$3.5 million, representing the discounted value of the lease payments, net of sublease income, is accrued in our
restructure liability at June 29, 2007.

In the normal course of business, we enter into contractual commitments to purchase materials and components from
suppliers in exchange for favorable pricing or more beneficial terms. As of June 29, 2007, there were no such
outstanding commitments.
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We believe that our existing cash, cash equivalents and short-term investments will be sufficient to fund operations
through at least the next twelve months. We believe the most strategic uses of our cash resources in the near term
include strategic investments to gain access to new technologies, acquisitions, and working capital.

Off-Balance Sheet Arrangements

There are no transactions, arrangements, or other relationships with unconsolidated entities or other persons that are
reasonably likely to materially affect liquidity or the availability of our capital resources.

Recently Issued Accounting Standards

In February 2007, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standard (SFAS) No. 159, The Fair Value Option for Financial Assets and Financial Liabilities (SFAS 159), which
allows entities to choose to measure certain financial instruments and certain other items at fair value (the “fair value
option”). The election is made on an instrument-by-instrument basis and is irrevocable. If the fair value option is
elected for an instrument, SFAS 159 specifies that all subsequent changes in fair value for that instrument shall be
reported in earnings. SFAS 159 is effective for fiscal years beginning after November 15, 2007, which is our fiscal
2009. We will be evaluating the effect on our consolidated financial statements of adopting SFAS 159.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (SFAS 157), which clarifies that fair
value is the amount that would be exchanged to sell an asset or transfer a liability in an orderly transaction between
market participants. Further, the standard establishes a framework for measuring fair value in generally accepted
accounting principles and expands certain disclosures about fair value measurements. SFAS 157 is effective for
fiscal years beginning after November 15, 2007, which is our fiscal 2009, and interim periods within the fiscal year.
We will be evaluating the impact on our consolidated financial statements of adopting SFAS 157.

Effective the beginning of fiscal 2008, we adopted the provisions of FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes-an interpretation of FASB Statement No. 109 (FIN 48), which clarifies the accounting
for uncertainty in tax positions. FIN 48 prescribes a recognition threshold and measurement attribute for the
financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return. As a
result of adoption, we recognized no change in income tax liabilities. The total amount of tax benefits, if recognized,
that would affect the effective tax rate was $412,000. At this time, we cannot estimate the possible change in
unrecognized tax benefits.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There is no material change in the information reported under Part II, Item 7A of our 10-K for the fiscal year ended
March 30, 2007 other than a 10% adverse change in market interest rates would decrease the fair value of our
investment portfolio by approximately $450,000, as compared to a decrease of approximately $400,000 as of March
30, 2007. Also, a 10% adverse change in the foreign currency rates affecting our foreign exchange contracts as of
their June 29, 2007 levels would decrease the fair value of the contracts by approximately $600,000, as compared to
a decrease of approximately $700,000 for the contracts as of March 30, 2007.

ITEM 4. CONTROLS AND PROCEDURES

In accordance with Section 302 of the Sarbanes-Oxley Act of 2002 and the Securities Exchange Act of 1934 Section
13(a) or Section 15(d), management, under the supervision and with the participation of the chief executive officer
(CEO) and chief financial officer (CFO), evaluated the effectiveness of our disclosure controls and procedures at the
end of the period covered by this report as well as any changes in disclosure controls and procedures that occurred
during the period covered by this report. Our management, including our CEO and CFO, has concluded that our
disclosure controls and procedures are effective as of June 29, 2007.

No changes in our internal control over financial reporting occurred during the quarter ended June 29, 2007 that
have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

We intend to review and evaluate the design and effectiveness of our disclosure controls and procedures on an
ongoing basis and correct any deficiencies that we may discover in the future. Our goal is to ensure that our senior
management has timely access to all material financial and non-financial information concerning our business.
While we believe the present design of our disclosure controls and procedures is effective to achieve our goal, future
events affecting our business may cause us to significantly modify our disclosure controls and procedures.
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PART II - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS
Not applicable.

ITEM 1A. RISK FACTORS

Our business is subject to the risks and uncertainties described in our most recent annual report on Form 10-K, as
updated and supplemented below. There may be additional risks that have not yet been identified and risks that are
not material now but could become material. Any one of these risks could hurt our business, results of operations or
financial condition. The following risk factors update and replace the risk factors of the same headings in our annual
report on Form 10-K.

We have incurred losses in the past and may continue to incur losses in the future.

For each of the last several fiscal years, we have incurred net losses. Although we reported net income in the first
quarter of fiscal 2008, we will need continued revenue growth in order to sustain profitability. Our circuit-switched
product line, Promina, currently provides the majority of our revenue, but revenue from that product line has
declined in recent years and our newer IP-based products have not yet achieved broad market acceptance. If our
newer product lines do not achieve commercial success that outpaces the anticipated decline of our Promina product
line, our revenue will decline. Any shortfall in revenue compared to our annual financial plan would likely require
that we reduce our research and development spending, though many of those costs, as well as other operating
expenses, are fixed in the short term making it difficult to reduce expenses rapidly. Reductions in research and
development spending will impede the development of new products and product enhancements, which would in
turn negatively affect future revenue.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
(c) Issuer Purchases of Equity Securities:

Issuer Purchases of Equity Securities during the quarter ended June 29, 2007:

Total Number of Approximate
Shares Dollar Value of
Purchased as Shares That May
Total Average Part of Publicly Yet Be Purchased
Number of Price Announced Under the Publicly
Shares Paid Per Plans or Announced Plans
Fiscal Period Purchased Share Programs or Programs

March 31-April 27, 2007 — — —
April 28-May 25, 2007 12,650 $10.72 —
May 26-June 29, 2007 — — _

12,650 $10.72 —

All shares purchased during the quarter ended June 29, 2007, were acquired in connection with awards previously
made under the Company’s stock-based compensation plans. In accordance with the provisions of the plans, the
Company repurchases shares surrendered for payment of tax withholding obligations upon vesting of restricted
stock awards.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
Not applicable.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable.

ITEM 5. OTHER INFORMATION

On August 6, 2007, the Company established a performance-based incentive compensation plan for fiscal 2008 for
Gary L. Lau, Senior Vice President, Federal Sales. The plan provides for a quarterly incentive payment based on the
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level of product bookings and revenue for the Federal Government business, determined on a cumulative basis, with
a target quarterly payment of $50,000 for 100% achievement of specified sales goals. If product bookings for the
Federal Government business exceed the annual plan for product bookings, then an additional bonus of $50,000 will
be paid. The actual bonuses payable to Mr. Lau will vary depending on the extent to which actual performance
meets, exceeds, or falls short of the specified goals.

ITEM 6. EXHIBITS

(a) Exhibits
10.42 * Fiscal 2008 Compensation Plan for Gary L. Lau, Senior Vice President, Federal Sales.

31.1 Rule 13a-14(a) Certification (CEO).
31.2 Rule 13a-14(a) Certification (CFO).
32.1 Section 1350 Certification (CEO).
32.2 Section 1350 Certification (CFO).

* Compensation plan or arrangement for executive officer.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this Report to be
signed on its behalf by the undersigned thereunto duly authorized.

Dated: August 7, 2007 NETWORK EQUIPMENT
TECHNOLOGIES, INC.

/s/ C. NICHOLAS KEATING, JR.
C. Nicholas Keating, Jr.
President and Chief Executive Officer

/s/ JOHN F. MCGRATH, JR.

John F. McGrath, Jr.

Vice President and Chief Financial Officer
(Principal Financial and Accounting Officer)
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