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Becoming an equipment supplier to the largest U.S.
communications service providers and the RBOCs is
a challenge that can deliver significant rewards. We
recently overcame the challenges of extensive RBOC
certifications, lengthy sales cycles, and demanding
product requirements. We believe that the acceptance of
our products by these service providers is a result of
delivering exceptional product quality and reliability, both
fundamental strengths of Carrier Access. o We have
crossed the bridge to an RBOC customer base, which we
believe holds significant potential for Carrier Access.
RBOCs account for approximately 40% of total U.S.
wireline capital spending. Qur Wide Bank® products
are deployed primarily into the RBOC, Independent
Operating Carrier (I0C), and InterExchange Carrier (IXC)
central offices. Last year, a significant portion of our

revenue came from products used in central office
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In 2001, Carrier Access targeted wireless infrastructure
as a new market to increase sales. Our products deliver
capabilities to reduce transport costs for our mobile
service provider customers, from cell sites to switching
offices, while integrating new data capabilities into their
networks. The majority of national wireless carriers are
now Carrier Access customers. With over 130,000 cell
sites in the U.S., and analyst projections of annual
growth estimated at approximately 20% for the next
three years, we anticipate that the wireless market holds
a large growth opportunity for Carrier Access in 2002
and beyond. ©o We believe that our acceptance in this
market has come from product solutions that allow our

customers to more effectively utilize their networks. The
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We believe that enterprise service delivery — the
integrated delivery of voice and broadband data services
to business customers — provides a growth opportunity
for Carrier Access. Service provider capital spending
has shifted from core network spending to access
spending. Access spending is predicted to remain strong
as service providers focus on increasing their revenues
through a combination of voice and data service
offerings, while simultaneously implementing ways to
lower operating expenses. Our converged broadband
access equipment enables service providers to generate
new revenue from their existing network infrastructure.
o The Adit™ 600 is a market leader in providing

bundled, converged service delivery to enterprises. The
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Our mission to grow builds on our strengths: the
strengths of our products, our diverse customers, and
our employees. We are focused on increasing market
share in areas of major investment by service providers
in 2002 and beyond — broadband central office,
wireless infrastructure, and enterprise service delivery.
We believe that our successful transition into these
growth areas has wus well positioned for the
future. o Despite changes in the financial markets,
user demand for more efficient communications
services, delivered by both wireline and wireless
providers, continues to grow. Innovations in both access
equipment and service management are needed to
satisfy the demand for cost-effective broadband
services. Carrier Access continues our mission of
innovation and value creation, focused on delivering
both existing and new services at improved efficiencies

and profitability.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

NOTICE CONCERNING FORWARD-LOOKING STATEMENTS

This Management’s Discussion and Analysis contains forward-looking
statements that are based on current expectations, estimates and
projections about our industry, management’s beliefs, and assumptions
made by management. The information in this report contains certain
forward-looking statements, including forward-looking statements
regarding future customer sales of our products, inventory levels, our
anticipated product offerings, expectations regarding selling, general
and administraiive expenses over the next few quarters, customer
revenue mix, gross margins and operating costs and expenses. In some
cases, forward-looking statements can be identified by the use of
terminology such as “may,” “wi “expects,” “intends,” “plans,”
“anticipates,” “estimates,” “potential,” or “continue,” or the negative
thereof or other comparable terminology. These statements are based on
current expectations and projections about our industry and
assumptions made by the management and are not guarantees of future
performance. Although we believe that the expectations reflected in the
forward-looking statements contained herein are reasonable, these
expectations or any of the forward-looking statements could prove to be
incorrect, and actual results could differ materially from those projected
or assumed in the forward-looking statements. Factors that could cause
or contribute to material differences include the factors set forth in the
“Risk Factors” section in this report, as well as our other periodic reports
on Form 10-Q filed with the Securities and Exchange Commission. We
undertake no obligation to update any forward-looking statements or
reasons why actual results may differ in this Report on Form 10-K.

”

Overview

We manufacture high-performance equipment for telecommunications
carriers. Qur products have delivered more than 2.5 million voice and
data lines for customers, including many incumbent carriers and top
wireless service providers. We focus on broadband access from the CO
to the customer premise; voice and data service creation at end-user
locations; and next-generation wireless infrastructure. Our products
meet the industry’s highest reliability and interoperability standards,
including Telcordia® TIRKS/OSMINE, NEBS Level 3, and ISC 9001.

Our Access Bank®, Access Navigator®, Adit, and Broadmore™ products
are connected to T1, digital subscriber line, digital radio, T3, and optical
access networks to provide enhanced communications for businesses.
Our NetworkValet™ product, an element management system,
coordinates the provisioning, monitoring, and maintenance among the
products and interfaces with other network management systems.

Qur digital equipment provides a “last mile” solution for the distribution
and management of high bandwidth services from service providers
throughout the United States. Reaching large numbers of consumers
using voice and high-speed Internet access requires connectivity from
service providers to end-users. Installation of our CO communications
and customer-located voice and data communications equipment
enables this connectivity. We believe our products allow service
providers to cost-effectively connect end-users to their network products
and decrease ongoing transmission equipment and maintenance
expenses, while enabling new service delivery, such as integrated voice,
video, data, and high-speed Internet access. Our products enable high
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We have limited knowledge of the financial condition of certain of our
customers. However, we are aware that some of our customers have
limited financial and other resources, which could impair their ability to
pay us. XO and Adelphia are currently restructuring their operations and
experiencing financial difficulty, and they may not be in a position in the
future to continue their current purchase levels. While we believe we
have adequately provided for uncollectable accounts, we cannot assure
you that any bad debts that we incur will not exceed our reserves or that
the financial instability of one or more of our customers will not harm our
business, financial condition or results of operations. For example, it is
unclear whether XO or Adelphia will be able to fully pay the outstanding
amounts owed to us.

Any reduction in planned purchases by our customers in the future could
harm our business. In addition, we grant certain of our customers “most
favored customer” terms, pursuant to which we have agreed to not
knowingly provide another customer with similar terms and conditions or
a better price than those provided to the existing customer, without
offering the more favorable prices to the existing customer. It is possible
that these price protection and “most favored customer” clauses could
cause a material decrease in the average selling prices and gross margins
of our products, which could, in turn, have a material adverse effect on
our business, financial condition, or results of operations.

Our customers do not have any obligation to purchase additional
products, and accordingly, they may terminate their purchasing
arrangements with us, or significantly reduce or delay the amount of our
products that they order. Any such termination, change, reduction or
delay in orders could have a material adverse effect on our business.

In addition to being dependent on a small number of distributors and
direct customers for a majority of our net revenue, we believe that the
end-users of our products consist of a limited number of service provider
customers. We believe that in 2000, 35 service provider customers,
indirectly accounted for 74% of our net revenue and that in 2001,
approximately 33 service provider customers, indirectly accounted for
81% of our net revenue. In particular, we believe that two of these
service provider customers accounted for more than 10% of our net
revenue in 2001. See Note 9 of Notes to Consolidated Financial
Statements. None of these customers has any obligation to purchase
additional products or services. Accordingly, there can be no assurance
that present or future customers will not terminate their purchasing
arrangements with us or our distributors or significantly reduce or delay
the amount of our products that they order. Any such termination,
change, reduction or delay in orders could have a material adverse effect
on our business. We generally provide our distributors with limited stock
rotation and price protection rights, and we have granted certain of our
distributors “most favored customer” terms. There can be no assurance
that these stock rotation rights, price protection rights or most favored
customer provisions will not have a material adverse effect on our
business, operating results or financial condition.

We believe that average selling prices and gross margins for our
products will decline as such products mature, and as competition
intensifies, among other factors. In 2001, we reduced the price of our
Wide Bank, Adit, and Access Bank products, and we expect to make
further price reductions in 2002 with respect to certain Wide Bank, Adit,
and Access Bank products. In addition, discounts to distributors and
direct customers vary among product lines and are based on volume
shipments, which affect gross margins. We believe our gross margins are
likely to fluctuate based on product and channel mix. Gross margins will
also likely be reduced from time to time by new product introductions.
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margins. Our gross margin was 46%, 55%, and 58% for the years ended
December 31, 2001, 2000, and 1999, respectively. For the year ended
2001, operating expenses increased as employees were hired to
develop, market, and sell new and existing products. Operating
expenses also increased as a percentage of net revenue due primarily to
the decrease in net revenues, and due to amortization of goodwill and
other intangibles related to the acquisitions of Millennia and LNAS. For
the year ended 2000, operating expenses increased due to amortization
of goodwill and other intangibles related to the acquisition of Millennia
and LNAS.

After conducting a thorough business plan review, we resized our
company on July 19, 2001, January 15, 2002, and March 21,2002 to
focus on the largest opportunities in Incumbent Local Exchange Carriers
(“ILECs”), wireless, and global service provider markets. This process
included reducing our work force by approximately 80 employees in July
2001, 26 employees in January 2002, and 75 employees in March
2002. Severance costs relating to the July 19, 2001 resizing of $381,000
were recorded in the third quarter of 2001. In addition, severance costs
relating to the January 15, 2002 and March 21, 2002 resizing totalling
$136,000 and $404,000, respectively, were recorded in the first quarter
of 2002. As a result of the July 2001 reduction and other cost control
measures, our operating expenses, excluding goodwill amortization and
amortization of deferred stock compensation, decreased by
approximately $3.4 million from the second quarter of 2001 to the fourth
quarter of 2001.

Net Revenue and Gost of Sales

(In thousands) Year Ended December 31,

1999 2000 2001
Net revenue $108,815 $ 148,050 $ 100,706
Cost of sales 45,499 66,679 54,090

Net revenue for the year ended 2001 was $100.7 million. This
represented a decrease of $47.3 million from $148.1 million of net
revenue in 2000. The decrease was attributable to a decrease in the sale
of existing products due to capital expenditure reductions by competitive
carrier customers and a downturn in the economy in 2001. Net revenue
increased to $148.1 million in 2000 from $108.8 million in 1999,
representing an increase of $39.2 million. This increase was due to the
introduction of the Adit product line along with increases in the volume
of sales of existing products to distributors and other direct customers.
The timing and quantities of orders for our products may vary from
quarter to quarter in the future, as they have in the past, due to factors
such as demand for our products, economic conditions, and ordering
patterns of distributors and other direct customers. We believe that this
trend will continue in the future, especially if the percentage of direct
sales to end-users increases. The timing of customer orders and our
ability to fulfill them can cause material fluctuations in our operating
results and we anticipate that such fluctuations will occur in the future.

During 2001, approximately half of our revenue from the sales of our
products was made through distributors. Our success depends in part
on the continued sales and customer support efforts of our network of
distributors and increased sales to our direct customers. In 2001, Walker
accounted for 23% of net revenue. We expect that the sale of our
products will continue to be made to a small number of distributors.
Accordingly, the loss of, or a reduction in sales to, any of our key
distributors could have a material adverse effect on our business. In
addition to being dependent on a small number of distributors for a
maijority of our net revenue, we believe that our products are distributed
to a limited number of service provider customers. In 2001, two of these
competitive carrier end-user customers accounted for more than 10% of
our revenue. XO and Adelphia accounted for 23%, and 12%,
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Research and development expenses increased to $33.2 million for
2001 from $28.7 million for 2000. This increase of $4.5 million was
primarily due to an increase in personnel engaged in new product
development and enhancement of existing products, and the creation of
three research and development facilities in late 2000 and early 2001.
Expenditures for prototyping and regulatory compliance also contributed
to the increase, although to a much lesser extent. Research and
development expenses increased from $13.6 million in 1999 to $28.7
million for 2000. This increase of $15.1 million was primarily attributable
to an increase in the number of personnel engaged in the development
of new products, specifically the Adit 600 and Adit 105 products, the
acquisition of two research and development facilities in Roanoke,
Virginia and personnel added for enhancing our existing products. We
expect the amount of research and development expenses to decrease
in 2002 as a result of our first quarter restructuring.

Selling, General and Adminisirative Expenses

(In thousands) Year Ended December 31,

1999 2000 2001

Sales and

marketing expenses $11,154 $ 20,035 $ 23,299
General and

administrative expenses 4,637 7,877 9,034
Goodwill amortization

expense — 906 3,460
Asset impairment charge — _ 4,220

Total selling, general and

administrative expenses  $ 15,791 $ 28,818 $ 40,013
As a percentage of
net revenue 14.5% 19.5% 39.7%

Selling, general and administrative expenses increased to $40.0 million
in 2001 from $28.8 million in 2000, which represented an increase of
$11.2 million. Sales and marketing expense increases reflect increased
hiring and marketing activity to increase sales in target markets which
include ILECs, wireless, cable, and international customers. In addition,
there was increased marketing activity in customer support, advertising,
and trade shows. The increases in sales and marketing expenses were
the result of our expanded sales and marketing activities, an increase in
the size of the sale force, and a corresponding increase in sales salaries,
bonuses, and commissions. General and administrative expenses
increased, in part, due to additional headcount, primarily in information
systems, and increased expenses for bad debt reserves and goodwill
amortization. Also, during the third quarter of 2001, a noncash asset
impairment charge of $4.2 million related to the goodwill associated with
the LNAS acquisition was recorded. We instituted cost control measures
during the third quarter of 2001, including reductions in staff, and
anticipate that as a result, selling, general and administrative expenses
will remain flat or slightly decrease over the next few quarters. These cost
control measures resulted in a decrease in selling, general and
administrative expenses excluding goodwill amortization and asset
impairment charge from $9.1 million in the second quarter of 2001
compared to $7.5 million in the fourth quarter of 2001. Selling, general
and administrative expenses excluding goodwill amortization and asset
impairment charge increased to 32% of revenue in 2001 from 20% of
revenue in 2000 in part due to less than anticipated revenue in 2001.
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Cash Flows

Net cash used by operating activities for 2001 totaled approximately
$10.8 million, while operating activities in 2000 generated approximately
$2.9 million of net cash. This increase in cash used by operating
activities was primarily due to increases in inventory, decreases in
accounts payable, an increase in income tax receivable, and a net loss.
Cash provided by operating activities in 2000 was mainly due lo net
income and increases in accounts payable and accrued compensation
and was offset by increases in inventory, accounts receivable, and a
decrease in income taxes payable. We anticipate that increased sales to
direct customers could increase days sales outstanding and therefore
accounts receivable balances could increase in the future.

Our inventory levels increased to approximately $36.5 million at
December 31, 2001 from approximately $30.7 million at December 31,
2000. The increase was due to obligations to receive shipments for non-
cancelable orders placed in the third and fourth quarters of 2000. These
obligations were made when there were long lead times in the contract
manufacturing industry and our revenues were at higher levels. We
anticipate that inventory levels will decline due to decreased purchasing
since the fourth quarter of 2000. Inventory levels declined in the
fourth quarter of 2001, compared to the second quarter of 2001 by
$4.4 million. We believe that our inventory reserves are appropriate.

Cash provided by investing activities was approximately $2.6 million for
the year ended December 31, 2001 compared to approximately $1.4
million for the year ended December 31, 2000. Cash provided by
investing activities in 2001 was primarily the result of the maturity of U.S.
Government agency and corporate bonds with maturities greater than
three months. Our capital expenditures for 2001 were $5.0 million for

additions to facilities and equipment to support our research,
development and manufacturing activities, compared to $9.5 million for
2000. In addition, in 2000 we used $9.5 million to acquire Millennia and
LNAS. We believe our current facilities and equipment are sufficient to
meet our current operating requirements.

Cash provided by financing activities was approximately $56,000 for
2001 and $3.1 million for 2000. Cash provided by financing activities in
2001 and 2000 was primarily due to the exercise of stock options.

Liquidity

At December 31, 2001, our principal sources of liquidity included
cash and cash equivalents and marketable securities available for
sale of approximately $36.6 million compared to $52.5 million at
December 31, 2000. At December 31, 2000, our working capital
was approximately $99.9 million and decreased to $91.6 million at
December 31, 2001. We have no significant capital spending or
purchase commitments other than facilities leases. See “Contractual
Obligations and Commercial Commitments” below and Note 11 of Notes
to Consolidated Financial Statements.

We believe that our existing cash and investment balances are adequate
to fund our projected working capital and capital expenditure
requirements for at least the next 12 months. We are currently
negotiating the renewal of our line of credit. Although operating activities
may provide cash in certain periods, to the extent we experience growth
in the future, we anticipate that our operating and investing activities
may use cash. Moreover, because our operating results fluctuate
significantly due to decreases in customer demand or decreases in the
acceptances of our future products, we may be unable to generate
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Allowance for Doubtful Accounts. We perform ongoing credit evaluations of our
customers and adjust open account status based upon payment history
and the customer’s current credit worthiness, as determined by our
review of current credit information. We continuously monitor collections
and payments from our customers and maintain a provision for estimated
credit losses based upon the age of outstanding invoices and any specific
customer collection issues that we have identified. While such credit
losses have historically been within our expectations and the provisions
established, we cannot guarantee that we will continue to experience the
same credit loss rates that we have in the past. Since our accounts
receivable are concentrated in a relatively few number of customers, a
significant change in the liquidity or financial position of any one of these
customers could have a material adverse impact on the collectability of
our accounts receivables and our future operating results.

Valuation of Intangible Assets, Under the guidance of SFAS No. 121
“Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets will be Disposed of” and under the guidance of SFAS No. 142
“Goodwill and Other Intangible Assets,” we regularly evaluate the
potential impairment of goodwill and other intangible assets from our
purchase business acquisitions. In assessing whether the value of our
goodwill and other intangibles has been impaired, we must make
assumptions regarding estimated future cash flows and other factors to
determine the fair value of these assets. If these estimates or their related
assumptions change in the future, we may be required to record
impairment charges not previously recorded for these assets.

Deferred Income Taxes. We account for our deferred tax assets pursuant to
SFAS No. 109 “Accounting for Income Taxes.” Under SFAS No. 109, a

deferred fax asset is recognized for temporary differences that will result
in tax deductions in future years and for tax credit carryforwards. For
example, a temporary difference is created when an estimated amount
is recorded as an expense for a financial reporting purpose that is not
deductible in the current year for income tax purposes (e.g. warranty
reserves, sales return reserves, inventory reserves, etc.). A deferred tax
asset is recognized in the current year for the reduction in taxes payable
in future years when the expenses are actually incurred. A deferred tax
asset valuation allowance was not established because we believe that
we will be able to use the tax benefit and carryback in future years.

Warranty Reserves. We Offer warranties of various lengths to our customers
depending on the specific product and the terms of our customer
purchase agreements. Our standard warranties require us to repair or
replace defective product returned to us during the warranty period at no
cost to the customer. We record an estimate for warranty related costs
based on our actual historical return rates and repair costs at the time of
sale. On an on-going basis, management reviews these estimates against
actual expenses and makes adjustments when necessary. While our
warranty costs have historically been within our expectations and the
provisions established, we cannot guarantee that we will continue to
experience the same warranty return rates or repair costs that we have
in the past. A significant increase in products return rates or the costs to
repair our products could have a material adverse impact on our
operating results.

O1f Balance Sheet Financing. We have no off balance sheet financing.
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CONSOLIDATED BALANCE SHEETS

December 31,

(In thousands) 2000 2001
Assets
Current assets:
Cash and cash equivalents $ 32812 $ 24,741
Marketable securities available for sale 16,648 11,873
Accounts receivable, net of allowance for doubtful accounts
of $653 and $1,332 in 2000 and 2001, respectively 23,856 17,808
Other receivables 5,331 1,704
Income tax receivable 4,383 8,468
Inventory, net (note 3) 30,711 36,500
Deferred income taxes (note 7) 3,417 3,958
Prepaid expenses and other 1,895 969
Total current assets 122,053 106,021
Property and equipment, net of accumulated depreciation and amartization (note 4) 13,942 14,140
Goodwill and other intangibles, net of amortization (note 2 and note 5) 16,879 9,354
Deferred income taxes (note 7) 1,894 3,361
Other assets 231 141
Total assets $ 154,999 $ 133,017

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payable $ 15,746 $ 8,864
Accrued compensation payable 4,340 3,856
Accrued warranty costs payable 907 599
Cooperative advertising 29 165
Deferred rent concessions (note 11) 579 782
Other liabilities 601 158
Total current liabilities 22,202 14 424

Stockholders’ equity (note 8):
Preferred stock, $0.001 par value, 5,000 shares authorized and no shares issued
or outstanding at December 31, 2000 and 2001 — —

o Common stock $0.001 par value, 60,000 authorized and 24,673 shares

= issued and outstanding at December 31, 2000, and 24,740 shares issued

° and outstanding at December 31, 2001 30 30
< Additional paid-in capital 86,135 85,968
< Deferred compensation (1,425) (466)
o Retained earnings 47,867 33,012
« Accumulated other comprehensive income 190 49
m Total stockholders’ equity 132,797 118,593
o Commitments and contingencies (note 11)

N Total liabilities and stockholders’ equity $ 154,999 $ 133,017
< See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS® EQUITY

Accumulated

Additional Deferred Other Total
Common Stock Paid-In Stock Option Retained Comprehensive Stockholders’
(In thousands) Shares Amount Capital Compensation Earnings Income Equity
Balances at December 31, 1998 23,630 $ 28 $ 59,955 $ (2,377) $ 5752 $ — $ 63,358
Exercise of stock options 549 1 1,469 — — — 1,470
Amortization of deferred stock compensation (note 8) — — — 818 — — 818
Tax benefit from exercise of stock options (note 7) — — 8,023 — — — 8,023
Comprehensive income — — — — — — —
Net income — - — — 23,565 — 23,565
Total comprehensive income — — — —, 23,565 — 23,565
Balances at December 31, 1999 24,179 29 69,447 (1,559) 29,317 — 97,234
Exercise of stock options 331 1 4,084 — — — 4,085
Amortization of deferred stock compensation (note 8) — — — 497 — — 497
Forfeitures of deferred stock compensation related to
stock options issued at less than fair value — — (514) 514 — — —
Issuance of common stock and stock options
in connection with acquisition 163 — 8,561 (877) — — 7,684
Tax benefit from exercise of stock options (note 7) — — 4,557 — — — 4,557
Comprehensive income — — — — — — —
Net income — — - — 18,550 — 18,550
Unrealized gain on investments, net of tax — — — — — 190 190
Total comprehensive income — — — — 18,550 190 18,740
Balances at December 31, 2000 24,673 30 86,135 (1,425) 47,867 190 132,797
Exercise of stock options 67 — 56 — — — b6
Amortization of deferred stock compensation (note 8) — — — 449 — — 449
Forfeitures of deferred stock compensation related to
stock options issued at less than fair value - — (510) 510 — — —
Tax benefit from exercise of stock options (note 7) — — 160 — — — 160
Stock options issued for services (note 8) — — 127 — — — 127
Comprehensive loss — — — — — — —
v Unrealized loss on investments, net of tax — — — — — (141) (141)
= Netloss — — — — (14,855) — (14,855)
o Total comprehensive loss — — — — {14,855) (141) (14,966)
° Balances at December 31, 2001 24,740 $ 30 $ 85,968 $ (466) $ 33,012 $ 49 $ 118,593
M See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1999, 2000 and 2001

1. Summary of Significant Accounting Policies

a. Business and Basis of Presentation. Carrier Access Corporation (“CAC” or the
“Company”) is a leading provider of broadband digital access equipment
to communications service providers, including competitive local
exchange carriers, ISPs, 10Cs, InterExchange Carriers (“IXCs”) and
wireless service providers, which is used for the provisioning of
enhanced voice and high-speed Internet services by service providers to
end-users such as small and medium-sized businesses and government
and educational institutions. The Company sells its products through
distributors and directly to end-user customers. The Company operates
in one business segment and substantially all of its sales and operations
are domestic.

The accompanying consolidated financial statements include the
accounts of the Company and its wholly owned subsidiaries. All
significant intercompany balances and transactions have been
eliminated in consolidation.

The preparation of consolidated financial statements in conformity with
auditing standards generally accepted in the United States of America
requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities at the date of the
consolidated financial statements and disclosures of contingent assets
and liabilities and the reported amounts of revenue and expenses during
the reporting period. Actual results could differ from those estimates.

b. Cash and Cash Equivalents and Marketable Securities Available-for-Sale. Cash and
cash equivalents include investments in highly liquid debt securities
with maturities or interest reset dates of three months or less at the time
of purchase.

Marketable securities available-for-sale represent U.S. Government
agency and corporate bonds with maturities of greater than three
months and are recorded at fair value. Securities available-for-sale, all of
which mature in 2002, consisted of the following as of December 31 (in
thousands, except percentages):

Amortized Cost and

Market Value 2001
2000 2001 Interest Rates
Corporate Notes $ 4682 % — —
Municipal Bonds 8,816 5923  3.01% to 4.85%
Other 6,150 5,950 1.70% to 2.90%

Total $19648 $11873

Short-term investments are classified as available-for-sale as defined by
Statement of Financial Accounting Standards No. 115, Accounting for
Certain Investments in Debt and Equity Securities, and accordingly
are recorded at fair value. Increases or decreases in the fair value
of investments classified as available-for-sale are recorded in
comprehensive income (loss), net of the related tax effect.

c. Other Receivables. Other receivables consist of amounts owed from third
party manufacturers for components delivered from the Company for
their manufacture in finished products.

d._Fair Value of Financial Instruments, Cash and cash equivalents, accounts
receivable and accounts payable are recorded at cost which
approximates fair value because of the short-term maturity of
these instruments.
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. Long-Lived Assets. L.ong-lived assets are comprised of intangible assets
and property, plant and equipment. Long-lived assets, including certain
identifiable intangibles and goodwill related to those assets to be held
and used, are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of the asset may not be
recoverable. An estimate of undiscounted future cash flows produced by
the asset, or the appropriate grouping of assets, is compared to the
carrying value to determine whether an impairment exists, pursuant 1o
the provisions of Statement of Financial Accounting Standards No. 121,

Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to be Disposed of. If an asset is determined to be impaired, the
loss is measured based on quoted market prices in active markets, if
available. If quoted market prices are not available, the estimate of fair
value is based on various valuation techniques, including a discounted
value of estimated future cash flows and fundamental analysis. The
Company reports an asset to be disposed of at the lower of its carrying
value or its estimated net realizable value.

A reconciliation of net income (loss) and basic to diluted share amounts is presented below.

(In thousands)

1999 2000 2001

Basic earnings (loss) per share computation
Net income (loss) available to shareholders
Average shares outstanding—basic
Basic earnings (loss) per share
Diluted earnings (loss) per share computation
Net income (loss)
Income impact of exercises of assumed stock options
Net income (loss) available to shareholders
plus assumed conversions
Weighted-average shares
Average shares outstanding-basic

Shares assumed issued through exercises of stock options

Average shares outstanding-diluted
Diluted earnings (loss) per share

$ 23,565 $ 18,550 $ (14,855)
23,939 24,428 24,695
$ 0.98 $ 076 $ (0.60)

23,565 18,550 (14,855)
(108) (69) —

$ 23457 $ 18481 $ (14,855)
23,939 24,428 24,695
1,284 547 —
25,223 24,975 24,695

$ 0.93 $ 0.74 $ (0.60)
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approximately $7.3 million and the exchange of vested employee stock
options valued at approximately $0.4 million, for total consideration of
approximately $9.8 million. Based on the purchase price allocation,
approximately $9.8 million of the purchase price was allocated to
goodwill and other intangible assets, which are being amortized on a
straight-line basis over periods ranging from three to five years. In
addition, unvested Millennia stock options were replaced with equivalent
unvested stock options of the Company. The excess of the fair value of
the Company’s common stock over the exercise prices of the stock
options, which totaled approximately $877,000, was recorded as
deferred stock option compensation and will be expensed over the
vesting period of the stock options.

In October of 2000, the Company acquired the ATM product lines
of LNAS, a division of Litton Systems, Inc., located in Roanoke, Virginia,
for cash of approximately $8.6 million. Based on the purchase price
allocation, approximately $8.0 million of the purchase price was
allocated to goodwill and other intangible assets, customer base and
core technology, which is being amortized on a straight-line basis over
periods ranging from three to five years.

Both of the acquisitions were accounted for using the purchase method
of accounting and accordingly, the accompanying consolidated financial
statements include the results of operations of the acquired businesses
since the dates of acquisition. The aggregate purchase prices of
the acquisitions were allocated based on fair values to current
assets, equipment, goodwill and other intangibles and current
liabilities in the amounts of $1.0 million, $0.5 million, $17.8 million and
$0.9 million, respectively.

The following unaudited pro forma information has been prepared
assuming that the acquisitions occurred on January 1, 2000 (in
thousands, except per share amounts).

Years Ended December 31,

1999 2000
Net revenue $111,128 $149,750
Net earnings $ 19,233 $ 15,355
Diluted earnings per share $ 0.76 $ 061

The pro forma information is based on historical results and does not
necessarily reflect the actual operating results that would have occurred
nor is it necessarily indicative of future results of operations of the
combined enterprises.

3. Inventory
The components of inventory as of December 31 are summarized as
follows (in thousands):

2000 2001
Raw materials $ 15,600 $ 22,416
Work-in-process 36 8
Finished goods 15,644 17,192
Reserve for obsolescence (569) (3,116)
$ 30,711 $ 36,500
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The tax effects of significant temporary differences that result in deferred
tax assets and liabilities at December 31 are as follows (in thousands):

2000 2001
Deferred tax assets:
Net operating loss carryforward $ — $ 376
Allowance for doubtful
accounts and returns 828 503
Inventory reserves 893 1,635
Accrued warranty and
cooperative advertising 302 289
Amortization of goodwill related
to acquisition 61 1976
Other accrued expenses 154 —
Compensation accruals 1,600 1,775
Research and experimentation credit 2,118 1,397
Other, net 224 375
Total deferred tax asset $ 6,180 $ 8326
Deferred tax liabilities:
Property and equipment (748) (912)
Other, net (121) (95)
Total deferred tax liabilities (869) (1,007)
Net deferred tax asset $ 5311 $ 7,319

The Company has analyzed the sources and expected reversal periods
of its deferred tax assets. At December 31, 2001 the Company has
a research and experimentation credit carryforward of approximately
$1.4 million which will expire in the year 2021 if not utilized. In addition,
the Company incurred approximately $13.8 million of net operating

losses for the period ending December 31, 2001. It is anticipated that
the federal net operating loss will be carried back to obtain a refund of
prior taxes paid. The net operating losses will expire in the year 2021 if
not utilized. The Company believes that the tax benefits attributable to
deductible temporary differences will be realized by recognition of future
taxable amounts.

For the years ended December 31, 1999, 2000, and 2001, the
Company recognized $8.0 million, $4.6 million, and $160,000 as a
direct increase to paid-in capital for the income tax benefit resulting from
the exercise of non-qualified stock options by employees.

8. Siock Options

Pursuant to the Company’s 1998 stock option plan (the “Plan”), a
committee appointed by the Company’s Board of Directors may grant
incentive and nonqualified options to employees, consultants and
directors. The Plan currently authorizes the grant of options to purchase
up to 6,967,014 shares of authorized common stock. Incentive stock
options have a ten-year term and non-qualified stock options have a five-
year term. A majority of the stock options vest 25% on the first
anniversary date of the grant and 6.25% each quarter thereafter, with
the remaining stock options vesting 100% four years from the grant date.
As of December 31, 2001, an aggregate of 9,483,014 options had been
granted under the Plan of which 1,234,120 were incentive stock options
and 8,248,844 were non-qualified stock options.
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The following summarizes information about outstanding options at December 31, 2001:

Options Outstanding

Options Exercisable

Weighted-average

Range of Number of remaining
exercise options contractual life Number of Weighted-average
prices outstanding (in years) options exercisable exercise price
$ 0.00-% 12.00 2,497 562 4.1 173,980 $ 430
$ 12.00-% 24.00 242,118 3.7 71,725 12.33
$ 24.00-% 36.00 55,950 2.4 35,666 30.47
$ 36.00-% 48.00 158,800 3.5 73,641 39.34
$ 48.00-% 60.00 36,450 3.1 10,727 52.09
2,990,880 4.0 365,739 17.00
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Although the Company generally uses standard parts and components
for its products, many key components are purchased from sole or single
source vendors for which alternative sources may not currently be
available. The identification and utilization of new suppliers for such
items could adversely effect the Company’s future operating results.

The Company is exposed to potential concentrations of credit risk from
its accounts receivable with its various customers and receivables are
concentrated in customers in the telecommunications industry. To
reduce this risk, the Company has a policy of assessing the
creditworthiness of its customers and monitors the aging of its accounts
receivable for potential uncollectable accounts.

10. Employee Benefit Plan

The Company has a defined contribution employee benefit plan (the
“401(k) Plan"} under Section 401(k) of the Internal Revenue Code
which is available to all employees who meet the 401(k) Plan’s eligibility
requirements. Employees may contribute up to the maximum limits
allowed by the Internal Revenue Code. At the beginning of 2001, the
Company began matching 50% of the employee’s pre-tax contributions,
up to 6% of each participating employee’s annual salary. In 2001, the
cost of this plan was $860,000. The Company made no contributions to
the 401(k) Plan in 1999 or 2000. ,

11. Commitments and Contingencies

The Company leases office space under various noncancelable-
operating leases that expire through 2009. Future obligations under
these leases are as follows (in thousands):

Year ending December 31:

2002 $ 2,044
2003 ‘ 2,120
2004 2,227
2005 1,988
2006 715
Thereafter 1,134

$ 10,228

The Company records rent expense under noncancelable-operating
leases using the straight-line method after consideration of increases in
rental payments over the lease term, and records the difference between
actual payments and rent expense as deferred rent concessions.

Rent expense for the years ended December 31, 1999, 2000, and 2001
totaled $978,000, $1.5 million, and $1.9 million, respectively.

On December 28, 2001, a contract manufacturer sued the Company in
Alabama Circuit Court for $4.5 million for breach of contract. The
Company intends to vigorously defend this lawsuit. Management
believes that it is not currently possible to estimate the impact, if any, that
the resolution of this lawsuit will have on the Company’s results of
operations, financial position or cash flows.
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13. Valuation and qualifying accounis

Allowance for doubtful accounts:
Year Ended:
December 31, 1999
December 31, 2000
December 31, 2001

Inventory Obsolescence Reserve:
Year Ended:
December 31, 1999
December 31, 2000
December 31, 2001

Balance at Additions Balance at
Beginning Charged to End

of Period Operations Write-offs of Period
$ 643 (47) (132) $ 464
$ 4064 211 (22) $ 653
$ 653 679 — $1,332
$ 576 794 (753) $ 617
$ 617 1,076 (1,124) $ 569
$ 569 5,662 (3,119) $3,116
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EXECUTIVE OFFIGERS AND DIRECTORS

ROGER L. KOENIG

President, Chief Executive Officer and Chairman of the Board

NANCY PIERCE

Corporate Development Officer, Treasurer, Secretary and Director

TIMOTHY R. ANDERSON

Chief Financial Officer and Vice President of Finance and Administration

MARK D. HERBST
Chief Operations Officer

BRUCE R. WILDMAN

Executive Vice President, Sales
JOSEPH GRAZIANQO — Director DAVID R. LAUBE — Director

JOHN W. BARNETT, JR. — Director MARK A. FLOYD — Director

CORPORAYE INFORMATION

STOCK INFORMATION ANNUAL MEETING FORM 10-K
Carrier Access is traded on the Nasdaq May 23, 2002, 10:00 a.m. A copy of the Form 10-K filed with the
National Market under the symbol CACS The Boulder Theater Securities and Exchange Commission is
2034 14th Street available upon request from the Company.
CORPORATE HEADQUARTERS Boulder, Colorado 80302
5395 Pearl Parkway (303) 786-7030 LEGAL COUNSEL
Boulder, Colorado 80301 Wilson Sonsini Goodrich & Rosati, P.C.
(303) 442-5455 AUDITORS Palo Alto, California
WWW.CarTieraccess.com KPMG LLP (650) 493-9300
Denver, Colorado
TRANSFER AGENT (303) 296-2323 FOR MORE INFORMATION
Computershare Investor Service For more information, please contact:
12039 West Alameda Parkway Investor Relations
Suite Z2 (303) 218-5700
Lakewood, Colorado 80228 investor_relations@carrieraccess.com

(303) 986-5400
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