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PART1

Item 1.  Business
General

RadiSys Corporation is a leading provider of advanced embedded solutions for the communications
networking and commercial systems markets. Through innovative product planning, intimate customer
collaboration, and the combination of innovative technologies and industry leading architecture, we help original
equipment manufacturers (‘OEMs”), systems integrators and solution providers bring better products to market
faster and more economically. Our products include embedded boards, application enabling platforms and
application-ready systems, which are used in today’s complex computing, processing and network intensive
applications. Unless context otherwise requires, or as otherwise indicated, “we,” “us,” “our”” and similar terms, as
well as references to the “Company” and “RadiSys” refer to RadiSys Corporation and include all of our

consolidated subsidiaries.

Our Markets
We provide application enabling solutions to the following two distinct markets:

» Communications Networking—The communications networking market consists primarily of
networking infrastructure and applications for deployment within the wireless and IP networking and
messaging markets. Applications in these markets include 2, 2.5, 3, and 4G wireless infrastructure
products, IP media server platforms, packet-based switches, unified messaging solutions, voice
messaging, multimedia messaging, video distribution, network access, security and switching
applications.

+ Commercial Systems—The commercial systems market consists primarily of embedded solutions for
the medical imaging, test and measurement, industrial automation and military submarkets. Specific
applications include:

+ Medical Imaging: X-Ray machines, MRI scanners, CT scan imaging equipment and ultrasound
equipment;

¢ Test and Measurement: network and logic analyzers, network and production test equipment;

» Industrial Automation: distribution automation, electronics assembly and semiconductor
manufacturing equipment.

Market Drivers

We believe there are a number of fundamental drivers for growth in the embedded solutions market,
including:

» Increasing desire by OEMs to utilize standards-based, merchant-supplied modular building blocks and
platforms to develop their new systems. We believe OEMs are combining their internal development
efforts with merchant-supplied building blocks and platforms, from partners like RadiSys, to deliver a
larger number of more valuable new products to market faster at a lower total cost.

« Increasing usage levels of general purpose technologies, such as Ethernet, IP, Linux, media processing
and central processing units (“CPUs”), graphics processing units and network processing units
(“NPUs™), to provide programmable, intelligent and networked functionality to a wide variety of
applications, including wireless, wireline and data communications, network security, image
processing, transaction and monitoring and control.

» Increasing demand for standards-based solutions, such as Advanced Telecommunications Computing
Architecture (“ATCA”), IP Multimedia Subsystem (“IMS”), Computer-on-Module Express (“*COM
Express™), and Session Initiation Protocol, which motivates system makers to take advantage of proven
and validated standards-based products.



* Continued emergence, growth and evolution of applications utilizing long term evolution (“LTE”) and
worldwide inter-operability for microwave access (“WiMAX"™), both of which are supported by ATCA.

Our Solutions

We provide our customers with standards-based and custom advanced embedded solutions that enable them
to focus their resources and development efforts on their key areas of differentiation and allow them to provide
higher value systems with a time-to-market advantage and a lower total cost.

Key benefits of our solutions include:

Leading, high-performance technology. We have been the first to market with many technological
advancements such as the industry’s first 10-Gigabit common managed platform, and we are a leader in areas
such as IP conferencing and COM Express new product development. Our design capabilities extend to CPUs,
NPUs, digital signal processing and integrated software managed platforms, such as media and application
servers, as well as many other areas.

Deep pool of technical resources. Our research and development staff has extensive experience in designing
embedded hardware and software solutions. Our customers benefit from the broad array of standards-based
solutions that our research and development staff continues to develop and support, as well as our staff’s
experience in designing perfect fit solutions for our customers.

Reduced time to market. We offer standards-based, ready-made solutions such as ATCA-based solutions for
the communications networking market and COM Express sotutions for the commercial market. These
standards-based solutions combined with our strong technical resources provide our OEM customers with more
flexibility and reduced time-to-market than if they developed these solutions internally.

Broad portfolio of embedded solution products. Our product lines include a large portfolio of embedded
solutions, integrated platforms and application-ready systems. Our product portfolio allows us to address a range
of customer requirements and applications. We believe that over time many of our customers will increasingly
rely on a smaller set of vendors who can address a broader set of their embedded solution needs.

Our Strategy

Build market leadership in standards-based advanced embedded solutions in our target markets. We
believe this strategy enables our customers to focus their resources and development efforts on their key areas of
competency allowing them to provide higher value systems with a time-to-market advantage and a lower total
cost. We are currently one of the leading vendors in ATCA, IP Media Servers as well as COM Express
embedded solutions. We intend to continue to invest significant research and development and sales and
marketing resources to build our presence in these market segments.

Develop our offering of higher value platform solutions. Historically, the majority of our revenues have
been from the sale of stand-alone boards or blades. While we will continue to focus on these products, we have
spent considerable resources developing application-ready platform solutions that incorporate complete hardware
systems as well as embedded software developed by us or third parties. These platforms provide an additional
revenue opportunity for us, and we believe revenues from these products have the potential to generate higher
average selling prices and higher gross margins than those provided from the sale of boards or blades alone.

Expand our global customer base. We continue to expand the number of customers that we work with,
particularly as more customers become aware of the benefits of standards-based embedded solutions. Qur global
reach allows us to market our solutions to most leading system vendors in our target markets. In addition, our
acquisitions of Convedia Corporation (“Convedia™) and certain assets of the Modular Communications Platform
Division (“MCPD”) business from Intel Corporation (“Intel”) provide us access to additional customers to whom
we intend to market our full product line.



Explore new partnerships and strategic acquisitions as a means to build leadership in our target markets.
We continue to investigate partnerships and strategic relationships which can expand the number of solutions we
offer and increase our market reach. We also continue to evaluate potential acquisition opportunities to acquire
new capabilities, which can help us achieve our strategic goals. For example, in the last two years, we acquired
Convedia®, a closely-held vendor of IP media servers, and certain assets of the Intel MCPD business, which
included ATCA and compact peripheral component interconnect (“PCI”) product lines.

Products
We design and manufacture a broad range of products at different levels of integration:

» complete application-ready platforms for communications networking such as 10G (Gigabit) ATCA
platforms and carrier grade media servers (“Media Servers”);

« embedded subsystems and functional platforms using ATCA, COM Express and customer-specific
proprietary platforms;

» compute, input/output (“I/O”), storage, inter-networking media processing and packet processing
solutions; and

» software and firmware specific to the aforementioned hardware that includes intelligent platform
management interface (“IPMI”) and hardware platform interface (“HPI”) for platform management.
We also make all the necessary modifications to 3rd party software, including basic input output
system (“BIOS™), embedded operating systems, protocol stacks and other requisite software, to provide
a platform for our customer’s use.

We have specific technical expertise in the following areas:

« gystem architecture, design and integration;

» software, hardware and platform development;

* embedded operating systems;

* microprocessor-based design;

* network processor-based design;

* media processing;

» fault-tolerant design;

« digital signal processor-based design; and

* signaling protocols.
Our products fall into two different categories: standards-based solutions and perfect fit (custom) solutions.

Standards-based Solutions. As a Premier Member of the Intel® Embedded and Communications Alliance,
and as a long-time member of the PCI Industrial Computer Manufacturers Group (“PICMG”), SCOPE Alliance
and the Service Availability (“SA”) Forum standards bodies, we believe that we continue to play a leading role in
the development and deployment of system architectural standards that are most relevant to our markets. In the
IP communications market we believe that we continue to play a leading role in the development and deployment
of media server and Multimedia Resource Function (“MRF”) standards through our membership in the Third-
Generation Partnership Project (“3GPP”) and our long-term contributions to the Internet Engineering Task Force
(“IETF”).

Beginning in 2004 we shifted our product development investment from predominantly one-off custom-

designed products (“perfect fit solutions”) to standards-based, re-usable platforms and systems (“standards-based
solutions”™). We believe standards-based solutions provide our customers a number of fundamental benefits. First,
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by using ready-made solutions rather than ground-start custom-designs, our customers can achieve significantly
shorter product development intervals and faster time-to-market. Second, we believe our customers can achieve a
lower total cost by using solutions that are leveraged across multiple applications rather than a single-use
proprietary solution. The benefit to RadiSys is that by offering standards-based solutions, we believe we have the
opportunity to address a wider range of new market opportunities than with one-off, custom-designs. We believe
this ability to reuse designs gives us more leverage and makes our business and investment model more scalable.
Finally, we believe this standards-based model will alow us to provide more integrated and higher value
solutions to our customers than we have typically delivered under a custom-design model. In many cases
RadiSys will optimize its standard products to best suite the needs of a particular customer or application. This
has the dual benefit of giving customers a higher value solution as well as making RadiSys a better choice for the
application over the longer term. These higher value solutions should provide more product content and drive
higher average selling prices and therefore more total revenue opportunity for our products.

We intend to increasingly focus our development efforts on moving further up the software stack,
positioning us to provide more complete application-ready platforms and more value for our customers. We
believe that application-ready modular solutions such as ATCA platforms and Media Servers will grow to
become an attractive market to RadiSys. The success of our new ATCA projects is tied to future deployment of
witeless voice, wireless data and Voice over Internet Protocol (“VoIP”) applications by our customers, Likewise
the success of our Media Servers is tied to the future deployment of IP Multimedia Subsystems (“IMS”) and IP
networks.

We believe that ATCA and Media Servers will continue to become more prevalent in implementing network
equipment. However, history has shown us that rates of adoption in these markets can be slower than projected.
For RadiSys, this is predominately a new market opportunity that had not existed in a meaningful way for us
prior to 2007, and only a limited number of equipment makers had used merchant-supplied, standards-based
modular platforms. Based on our interactions with customers and recent resuits, we believe this model will
become more widely adopted as network equipment makers strive to bring more products to market faster and
with lower design and product costs.

We have introduced or announced the following standards-based solutions products:

Promentum®. Our Promentum® ATCA family includes a fully integrated application ready platform as well
as a set of modular building blocks all configurable for a wide variety of applications. Going beyond simple
building blocks, our ATCA strategy delivers a common managed platform for network element and dataplane
applications, which offers a significant benefit to our customers. Utilizing the same managed platform for a
variety of applications, Telecom Equipment Manufactures (“TEMs”) can reduce overall development time and
significantly reduce development, lifecycle and equipment costs.

The Promentum® SYS-6010 is the industry’s first ATCA 10G managed platform. The SYS-6010 is a fully
integrated and validated managed platform designed to address high speed I/O and bandwidth intensive traffic-
bearing applications. This platform is designed to be implemented in a flexible and reliable architecture complete
with comprehensive system management. The Promentum® ATCA building blocks are implemented in a
modular fashion with seamless interoperability.

During the first half of 2008, we introduced two new products in our Promentum® ATCA product portfolio.
First was the Promentum® ATCA-4310, a 10G ATCA single-slot processor blade. We believe this product
provides enhanced features for compute-intensive applications where transaction and subscriber load can
increase dramatically in short intervals, such as IMS, Internet Protocol Television (“IPTV™") and Wireless Control
Plan based applications. The second was the Promentum® ATCA-7220 Dual OCTEON™ PLUS Packet
Processing Module, the industry’s first blade to enable highest density of Gigabit Ethernet interfaces in a single
slot with significantly higher processing power and bandwidth access when compared to other platforms
available today.



During the second quarter of 2008, we received the 2007 Communications Solutions Product of the Year
Award for the Promentum ATCA MCPBL0050 CPU blade and the Promentum ATCA 7220 CPU blade with
smart front-end architecture. The Communications Solutions Product of the Year Awards recognize the most
innovative products that facilitate voice, data and video communications, or combinations thereof.

During the third quarter of 2008, we announced two new application ready platforms. The first is the
SYS-6016 platform, which is a fully integrated high-capacity 16-slot solution that provides the maximum
number of billable application slots in an ATCA carrier-grade platform, and delivers industry-leading 10-Gigabit
switching, packet processing, and media processing capabilities. The second is the SYS-6002, which is a
low-profile 2-slot integrated platform that provides a compact cost-effective solution ideally suited for an array
of specialized appliances such as sophisticated security and traffic handling applications. The SYS-6016
increases payload capacity for maximum subscriber density while the SYS-6002 addresses lower-density
subscriber areas. In addition, RadiSys launched a lab for use by global ecosystem partners and customers so that
they may remotely perform validation, testing, and demonstrations of their unique solutions on our ATCA
systems.

Convedia® Media Servers (“CMS”). Our line of market leading IP media server products enables service
innovation and differentiation by providing powerful, reusable and highly scalable multimedia processing
platforms for the VoIP and IMS telecommunication and enterprise markets. Together with products by our
solution partners, the CMS family supports the next generation of feature rich, application-ready, high-value
services that combine the best of the Internet and telecommunications worlds.

The CMS family consolidates the functions of traditional announcement servers, interactive voice response
units, audio and video conference bridges, messaging platforms and speech platforms into a single, multi-service,
open standards-compliant solution for network and enhanced services media processing. Our CMS share
identical control interfaces, media processing features and management capabilities. The many features and
benefits of our CMS allow our customers to increase revenues through delivery of new and innovative services,
while reducing capital and ongoing operational costs. Our CMS-1000 and CMS-6000 media servers have been
successfully deployed around the world. During 2008 we began deployment of the next generation of media
servers, the CMS-3000 and CMS-9000.

In the second quarter of 2008, we announced the addition of continuous presence (“CP”) capabilities in our
CMS family. More specifically, our new CP video conferencing mode will support multiple real-time video
streams within a unified multi-pane display and deliver an “immersive” video experience for desktop
conferencing users. This new capability will benefit our customers who wish to add feature-rich video
conferencing capabilities to their communications solutions.

In addition, in the second quarter of 2008 we announced that our CMS family now supports automatic
speech recognition (“ASR™), or converting human speech to computer data, and text-to-speech (“TTS”)
capabilities in multiple languages for IP contact center application developers and service providers. This new
capability will not only allow our customers to accelerate the introduction of new services, but will also
competitively differentiate their products in next-generation IP contact centers.

During the third quarter of 2008, we announced a rich feature set targeted to the contact centers with the
RadiSys market-leading IP media server platform. The Convedia product family has real-time audio, video, and
new embedded fax media processing capabilities that provide a common, feature-rich platform that fulfills next-
generation contact center business requirements.

Procelerant™. Our Procelerant™ CE blades and boards are designed for embedded applications that require
a standard processor and memory subsystem, but also modular flexibility to retain key design level IP on a
separate carrier board. Procelerant™ CE products are based on modular computing solutions. COM Express is a
standard that provides a bridge from legacy interfaces such as PCI and integrated drive electronics (“IDE”) to
new serial differential signaling technologies such as PCI Express, Serial ATA, USB 2.0, LVDS, and Serial
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DVO. Because they are modular and standards-based, our COM Express products help equipment manufacturers
shorten their time to market and reduce development costs. By making processor, chipset and memory modular
and independent of the rest of the system design, manufacturers can focus engineering resources on developing
differentiating features and avoid the design churn that comes with implementing new processor generations.

Also in the Procelerant™ product family are our embedded servers that specialize in meeting the needs of
specific applications that are designed to be the brains of a larger integrated system. Examples of systems that
incorporate embedded servers include medical imaging systems, high performance test and measurement
instruments, automated industrial equipment, telecommunications “appliances,” military imaging and signal
processing systems, and casino gaming machines.

During the first half of 2008, we introduced two new products in our Procelerant™ portfolio. First was the
Procelerant™ Quad-core server, the industry’s first embedded server to incorporate the latest Intel® Quad-core
Xeon® processors. Intended for medical and other imaging, test and measurement, and other digital signal
processing applications, the Procelerant™ RMS420-5000XSL Quad-core server supports superior image
processing at a higher resolution and with greater speed compared to previous embedded servers. Second was the
Procelerant™ CE945GM2A COM Express module that targets value-priced industrial automation, gaming and
test and measurement applications. The Procelerant™ CE945GM2A replaces older ETX technology at a
comparable price point, enabling high-speed serial interface options such as PCI Express, Serial ATA (SATA)
and gigabit ethernet.

During the second quarter of 2008, we introduced CEGM45, with the Intel® Core™ 2 Duo processor T9400
for high-performance portable implementations in medical and machine imaging, test and measurement, and
communications. This product is early to market and brings lower power and increased processing capability.

During the third quarter of 2008, we announced the availability of four new COM Express modules all
powered by Intel Core 2 Duo Processor technology and the Mobile Intel GS45/GM45 Express chipsets. The new
compact COMs are ideal for developers designing portable devices for such applications as medical and machine
imaging that mandate processing performance, large file transfers, high-throughput communications and low
power.

During the fourth quarter of 2008, the Procelerant™ RMS420 image processing server began shipping in
production to two of our “Tier 1” medical imaging customers. The Procelerant™ RMS420 embedded server
combines very high compute performance with dual PCI-Express (PCle) x16 slots (x8 electrical) for high
performance graphics and/or co-processor cards. This combination is ideally suited for applications such as
medical and military imaging, signal processing, 3D and 4D graphics display and test and measurement systems.

During the fourth quarter of 2008, we also announced that we developed, with industry consortium
Embedded4You, a powerful multi-core, application-ready platform for industrial automation. The demonstration
of the platform showcases the integration of general purpose Microsoft® Windows® and RadiSys” Microware®
0S-9% real time operating system running concurrently on a RadiSys COM Express module. This hybrid
approach allows individual systems to merge onto a single platform to reduce hardware cost, reuse available
software and improve system performance. This approach also allows OS-9 to guarantee high real-time
reliability, stability and system response time with zero impact on other applications running on the system.

Perfect Fit Solutions. Our perfect fit solutions are products tailored or customized to meet specific customer
or application requirements. These solutions range from modifications of standard or existing products to
complete development and supply of customized solutions. We draw on our experience and large design library
to create products with varying degrees of customization. We will continue to invest a portion of our resources in
perfect fit solutions as these opportunities are an integral part of our business model and leverage our existing
know-how. We also believe that our customers will continue to require and value some degree of customization
of our standards-based platforms for some of their specific applications.
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Segments

RadiSys is one operating segment as determined by the way that management makes operating decisions
and assesses RadiSys’ financial performance. See Note 20 of the Notes to the Consolidated Financial Statements
for segment information.

Competition
We have three different types of competitors:

o Qur target customers—Our most significant competition is from our own customers and potential
customers who choose to remain vertically integrated and continue to fully design and supply all or
most of their own platforms, modules and/or sub-systems. However, we believe system makers are
moving away from this proprietary mode of system development and supply.

Platform Providers—QOur competitors in the platform product space include Emerson Network Power,
HP, IBM, and Sun Microsystems. In addition, we face competition in th¢ media server market from
AudioCodes, Dialogic and Movius,

*  Board providers—Our competitors in the board product vspace include ADLink Technologies,
Advantech Co., Continuous Computing, Emerson Network Power and Kontron AG.

We believe that our system level architecture and design expertise, coupled with our broad technology
portfolio and flexibility in working intimately with system makers, will enable us to differentiate our products
against our competition. We believe our rapid design cycles and standards-based solutions coupled with our
global presence will provide customers with a time to market advantage at a lower total cost.

Customers

Our customers include many leading system makers in a variety of end markets. Examples of these
customers include: Agilent Technologies, Alcatel Lucent, Arrow Electronics, Aspect Telecom, Avaya, Bigband
Networks, British Telecom, Cisco Systems, Comverse Network Systems (“Comverse”)- a division of Comverse
Technology, Danaher, Fujitsu, G.E. Healthcare, Huawei Technologies Co., IBM, IP Access, Italtel, Kineto
Wireless, Miltope, Mindray, NEC, Nokia Siemens Networks, Nortel Networks (“Nortel”), Philips Healthcare,
Siemens Medical, and Universal Instruments, West Corporation, and ZTE.

Our five largest customers, accounting for approximately 59.7% of revenues in 2008 are listed below with
an example of the type of application which incorporates RadiSys products:

Customer Application

Agilent Network and logic analyzers along with other test and
measurement equipment

Danaher Scopes, logic analyzers, network probes and monitoring
equipment

Fujitsu 3G wireless infrastructure equipment

Nokia Siemens Network 2, 2.5, and 3G wireless infrastructure equipment

Philips Healthcare Cardiovascular, surgical, and medical imaging equipment

Nokia Siemens Networks was our largest customer in 2008 accounting for 43.5% of total 2008 revenues.

Technology, Research, Development and Engineering

We believe that our technology, research, development and engineering (“R&D”) expertise represents an
important competitive advantage. Our R&D staff consisted of 281 engineers and technicians as of January 30,
2009, We currently have design centers located in the U.S, Canada, China and Malaysia.
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A majority of our R&D efforts are focused on the development of sophisticated standards-based products
targeted at a wide variety of applications. This is an important part of our strategy to provide a broader set of
products and building blocks, which allows deployment of flexible solutions leveraged off of reusable designs
and commercially available components. We believe this will result in significant savings in development time
and investment for our customers and will increase the number of applications into which RadiSys solutions can
be incorporated. In addition, we are increasingly combining our standards-based products to create more
integrated and more complex hardware and software based systems.

We also focus on the development of custom solutions for our customers, where existing functional building
blocks are tailored to meet the customer’s specific needs. For these programs, our engineering team works
closely with the customer’s engineering team to architect, develop and deliver solutions that meet their specific
requirements using RadiSys’ functional building blocks. We engage in close and frequent communications
during the design and supply process, allowing us to operate as a “virtual division” within a customer’s
organization. We believe our in-depth understanding of embedded systems and technology provides customers
with specialized competitive solutions, earning RadiSys a strong incumbent position for future system
development projects.

We believe that we have developed a unique and valuable portfolio of technology and intellectual property
associated with our standards-based and other solutions that provides us a competitive advantage. Our objective
is to retain the rights to technology developed during the design process. In some cases, we agree to share
technology rights, manufacturing rights, or both, with the customer. However, we generally retain nonexclusive
rights to use any shared technology.

Sales, Marketing, and Service

Our products are sold through a variety of channels, including direct sales, distributors and sales
representatives. The total direct sales and marketing headcount was 101 as of January 30, 2009. We use our
dedicated cross-functional teams to develop long-term relationships with our customers. Our cross-functional
teams include sales, application engineering, marketing, program management, supply chain management and
design engineering. Our teams collaborate with our customers to combine their development efforts in key areas
of competency with our standards-based or perfect-fit solutions to achieve higher quality, lower development and
product cost and faster time to market for their products.

We market and sell our products in North America, the Europe, Middle East and Africa (‘EMEA”) region,
and the Asia Pacific region. In each of these geographies, products are sold principally through a direct sales
force with our sales resources located in the U.S., Canada, Europe, Israel, China and Japan. In addition, in cach
of these geographies we make use of an indirect distribution model and sales representatives to access additional
customers. In 2008, global revenues were comprised geographically of 32.5% from North America, 37.0% from
EMEA and 30.5% from Asia Pacific. See Note 20 of the Notes to the Consolidated Financial Statements for
financial information by geographic area.

We believe that along with providing our customers competitive time to market, low-cost and high-quality
products, our global services organization’s detailed involvement, beginning early in the product life-cycle,
reduces our customers’ product risks. Service areas include warranty, repair, integration, training as well as
product upgrades and enhancements in some our next-generation ATCA products.

Manufacturing Operations

We utilize a combination of internal and outsourced manufacturing. Total manufacturing operations
headcount was 309 as of January 30, 2009. We currently manufacture approximately 15% of our own products
and intend to continue to shift manufacturing to third party contract manufacturers located in low cost regions.
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We have an automated ISO9001 certified plant in Hillsboro, Oregon that provides board and systems
assembly and testing. This plant includes an automated Surface Mount Technology (“SMT”) line which allows
double-sided board assembly, Because many of our products typically have long life reliability requirements,
they must undergo particularly rigorous stress testing.

We also have an integration facility in Burnaby, British Columbia, which is responsible for the final
integration, testing and delivery of Media Server systems. This organization works closely with our contract
manufacturer to oversee the manufacturing process and functionally test all hardware components of an end
system.

In addition to the facilities where we manufacture, integrate and test our products, we also utilize our offices
in Shenzhen, China and Penang, Malaysia to oversee the manufacturing conducted by our contract manufacturing
partners in these regions. The oversight includes supply chain management as well as quality control.

Although many of the raw materials used in our internal and outsourced manufacturing operations are
available from a number of alternative sources, some of these are obtained from a single supplier or a limited
number of suppliers. We and our outsourced manufacturing partners contract with third parties for a continuing
supply of the components used in the manufacture of our products. We currently rely solely on Intel for the
supply of some microprocessors and other components. Alternative sources of components that are procured
from one supplier or a limited number of suppliers would be difficult to locate and/or it would require a
significant amount of time and resources to establish and accommodate.

We increasingly rely on contract manufacturers for certain RadiSys products. Alternative sources of
manufacturing services for the RadiSys products, including transitioning the products, could require significant
time and resources to establish. In addition, any decline in the quality of components supplied by our vendors or
products produced by our contracting manufacturing partners could adversely impact our reputation and business
performance.

Backlog

As of December 31, 2008, our backlog was approximately $34.4 million, compared to $33.8 million as of
December 31, 2007. We include in our backlog statistic all purchase orders scheduled for delivery within 12
months.

Intellectual Property

We hold 32 U.S. and 28 foreign utility patents, two U.S. design patents and have five U.S. and 13 foreign
patent applications pending. We also rely on trade secrets, know how and rapid time to market for protection and
leverage of our intellectual property. We have, from time to time, been made aware of others in the industry who
assert exclusive rights to certain technologies, usually in the form of an offer to license certain rights for fees or
royalties. Our policy is to evaluate such claims on a case-by-case basis. We may seck to enter into licensing
agreements with companies having or asserting rights to technologies if we conclude that such licensing
arrangements are necessary or desirable in developing specific products.

Employees

As of January 30, 2009, we had 826 employees, of which 669 were regular employees and 157 were agency
temporary employees or contractors. We are not subject to any collective bargaining agreement, have never been
subject to a work stoppage, and believe that we have maintained good relationships with our employees.

Corporate History

RadiSys Corporation was incorporated in March 1987 under the laws of the State of Oregon. Our principal
offices are located at 5545 N.E. Dawson Creek Drive, Hillsboro, OR 97124; our telephone number is
(503) 615-1100. Our website address is www.radisys.com.
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INTERNET INFORMATION

Copies of our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form
8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934 (the “Exchange Act”) are available free of charge through our website (www.radisys.com)
as soon as reasonably practicable after we electronically file the information with, or furnish it to, the Securities
and Exchange Commission (the “SEC”).

We have adopted Corporate Governance Guidelines for our Board of Directors and a Code of Conduct and
Ethics (“the Code”™) for our Board of Directors, our Chief Executive Officer, principal financial and accounting
officers and other persons responsible for financial management and our employees generally. We also have
charters for the Audit Committee, Compensation and Development Committee, Nominating and Corporate
Governance Committee of our Board of Directors, Copies of the above-referenced documents may be obtained
on our website (www.radisys.com), and such information is available in print to any shareholder who requests it.

We also utilize a third party compliance website, EthicsPoint®, to provide our employees with a simple,
risk-free way to anonymously and confidentially report actual or suspected activities that may involve financial
or criminal misconduct or violations of the Code. This webpage is hosted on EthicsPoint’s secure servers and is
not part of our website or intranet.

FORWARD-LOOKING STATEMENTS

This Annuval Report on Form 10-K contains forward-looking statements. Some of the forward-looking
statements contained in this Annual Report on Form 10-K include:

* expectations and goals for revenues, gross margin, R&D expenses, selling, general and administrative
expenses and profits;

* the impact of our restructuring events on future operating results;

» currency exchange rate fluctuations, changes in tariff and trade policies and other risks associated with
foreign operations;

* our projected liquidity;

« matters affecting the embedded system industry, including changes in industry standards, changes in
customer requirements and new product introductions; and

* other risks described in Item 1A “Risk Factors”.

All statements that relate to future events or to our future performance are forward-looking statements. In
some cases, forward-looking statements can be identified by terms such as “may,” “will,” “should,” “expect,”
“plans,” “seeks,” “anticipate,” “believe,” “estimate,” “predict,” “potential,” “continue,” “seek to continue,”
“intends,” or other comparable terminology. These forward-looking statements are made pursuant to safe-harbor
provisions of the Private Securities Litigation Reform Act of 1995. These forward-looking statements involve
known and unknown risks, uncertainties and other factors that may cause our actual results or our industries’
actual results, levels of activity, performance, or achievements to be materially different from any future resuits,
levels of activity, performance, or achievements expressed or implied by these forward-looking statements.

9% ¢ W« 29 4 [ T3 LIS

Forward-looking statements in this Annual Report on Form 10-K include discussions of our goals, including
those discussions set forth in Item 2. “Management’s Discussion and Analysis of Financial Condition and Results
of Operations”. We cannot provide assurance that these goals will be achieved,

Although forward-looking statements help provide additional information about us, investors should keep in
mind that forward-looking statements are only predictions, at a point in time, and are inherently less reliable than
historical information. In evaluating these statements, you should specifically consider the risks outlined above
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and those listed under “Risk Factors” in Item 1A. These risk factors may cause our actual results to differ
materially from any forward-looking statement.

‘We do not guarantee future results, levels of activity, performance or achievements and we do not assume
responsibility for the accuracy and completeness of these statements. The forward-looking statements contained
in this Quarterly Report are made and based on information as of the date of this report. We assume no obligation
to update any of these statements based on information after the date of this report.

Item 1A. Risk Factors

There are many factors that affect our business and the results of our operations, many of which are beyond
our control. The risks described in this Annual Report on Form 10-K for the year ended December 31, 2008, are
not the only risks facing our Company. Additional risks and uncertainties not currently known to us or that we
currently deem to be immaterial also may materially adversely affect our business, financial condition and/or
operating results.

Because of our dependence on certain customers, the loss of, or a substantial decline in sales to, a top
customer could have a material adverse effect on our revenues and profitability.

For 2008 and 2007, we derived 59.7% and 66.0%, respectively, of our revenues from our five largest
customers during these periods. These five customers were Nokia Siemens Networks, Philips Healthcare,
Danaher, Agilent and Fujitsu. During 2008, revenues attributable to Nokia Siemens Networks were 43.5%.
During 2007, revenues attributable to Nokia Siemens Networks were 44.8%. Because of our significant customer
concentration, our largest customers have additional pricing power over us. Further, a financial hardship
experienced by, or a substantial decrease in sales to, any one of our customers could materially affect our
revenues and profitability. Generally, these customers are not the end-users of our products. If any of these
customers’ efforts to market the products we design and manufacture for them or the end products into which our
products are incorporated are unsuccessful in the marketplace or if these customers experience a decrease in
demand for such products, our design wins, sales and/or profitability will be significantly reduced. Furthermore,
if these customers experience adverse economic conditions in the end markets into which they sell our products,
we would expect a significant reduction in spending by these customers in addition to increasing our exposure to
credit risk, which may limit our ability to collect. Some of these end markets are characterized by intense
competition, rapid technological change and economic uncertainty and as such there is no guarantee that the
revenues associated with the potential loss of a key customer will be replaced by the establishment of new
business relationships. Our exposure to economic cyclicality and any related fluctuation in demand from these
customers could have a material adverse effect on our revenues and financial condition.

Our operating results may be adversely impacted by worldwide political and macro- economic uncertainties
and fears.

Recently general worldwide economic conditions have experienced a significant downturn due to the credit
conditions impacted by factors such as the subprime-mortgage turmoil, slower economic activity, concerns about
inflation and deflation, increased energy costs, decreased consumer confidence, reduced corporate profits and
capital spending, adverse business conditions and liquidity, the ongoing effects of the war in Irag, recent
international conflicts and terrorist and military activity, and the impact of natural disasters and public health
emergencies. These conditions make it extremely difficult for our customers, our vendors and us to accurately
forecast and plan future business activities, and they could cause U.S. and foreign businesses to slow spending on
our products and services, which would lengthen sales cycles and, ultimately, reduce our revenues and
profitability. Furthermore, during challenging economic times our customers may face issues gaining timely
access to sufficient credit, which could result in an impairment of their ability to make timely payments to us. If
that were to occur, we may be required to increase our allowance for doubtful accounts and our days sales
outstanding would be negatively impacted. We cannot predict the timing, depth or duration of any economic
slowdown or subsequent economic recovery, worldwide, or in the markets in which we operate. If the economy
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or markets in which we operate do not continue at their present levels, our business, financial condition and
results of operations could be materially and adversely affected. All the aforementioned macro-economic
challenges and conditions could negatively impact our results of operations.

We have shifted our business from predominately perfect fit (custom) solutions to more standards-based
products, such as ATCA, IP Media Servers, and COM Express. This required substantial expenditures for
R&D and if this strategy is not successful, our long-term revenues, profitability and financial condition could
be materially and adversely affected

‘We have shifted our business from predominately perfect fit solutions, or custom, to more standards-based
solutions, such as ATCA, IP Media Server, and COM Express products. We believe that over the next several
years customers will continue to increasingly design their embedded computing platforms around standards-
based architectures and increasingly source embedded solutions from third-party suppliers, such as RadiSys.
However, there can be no assurance that this strategy will be successful and the current state of the economy
could further delay or prolong the transition or adoption of standards-based products. This strategy required us to
make substantial expenditures for R&D in new technologies, which were reflected as current expenses in our
financial statements. There is no assurance that these new products and technologies will be accepted by all of
our customers and, if accepted, how large the market will be for these products or what the timing will be for any
meaningful revenues. Customers may not choose to use standards-based products to the extent that we are
projecting or in the timeframe that we are projecting, and if customers instead continue to use perfect fit
architectures when designing their systems, we may not be well positioned to receive orders for such projects, or
if we do receive such orders, they may not be profitable given our operational focus on standards-based solutions.
If we are unable to successfully develop and sell standards-based products to our customers, our revenues,
profitability and financial condition could be materially adversely affected. Additionally, if we successfully
develop standards-based products we may incur incremental R&D expenses as we tailor the standards-based
products for our customers. Furthermore, we are building standards-based products to meet industry standards
that define the basis of compatibility in the operation and communication of a system supported by different
vendors. Those standards constantly change and new competing standards emerge. The development or
adaptation of products and technologies requires us to commit financial resources, personnel and time
significantly in advance of sales. In order to compete, our decisions with respect to those commitments must
accurately anticipate, sometimes two years or more in advance, both future demand and the technologies that will
gain market acceptance to meet that demand.

Our projections of future revenues and earnings are highly subjective and may not reflect future results which
could cause volatility in the price of our common stock.

‘We have contracts with most of our major customers but these contracts do not commit them to purchase a
minimum amount of our products. These contracts generally require our customers to provide us with forecasts
of their anticipated purchases. However, our experience indicates that customers can change their purchasing
patterns quickly in response to market demands, changes in their management or strategy, among other factors,
and therefore these forecasts may not be relied upon to accurately forecast sales. From time to time we provide
projections to our shareholders and the investment community of our future sales and earnings. Since we do not
have long-term purchase commitments from our major customers and the customer order cycle is short, it is
difficult for us to accurately predict the amount of our sales and related earnings in any given period. Our
projections are based on management’s best estimate of sales using historical sales data, information from
customers and other information deemed relevant. These projections are highly subjective since sales to our
customers can fluctuate substantially based on the demands of their customers and the relevant markets. Our
period to period revenues have varied in the past and may continue to vary in the future. Unanticipated reductions
in purchase orders from our customers may also result in our having to write off excess or obsolete inventory. In
addition and as stated above, we have a high degree of customer concentration. Any significant change in
purchases by any one of our large customers can significantly affect our sales and profitability.
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If demand for our products fluctuates, our revenues, profitability and financial condition could be adversely
affected. Important factors that could cause demand for our products to fluctuate include:

« changes in customer product needs;

« changes in the level of customers’ inventory;
* changes in business and economic conditions;
¢ changes in the mix of products we sell; and

« market acceptance of our products.

The price of our common stock may be adversely affected by numerous factors, such as general economic
and market conditions, changes in analysts’ estimates regarding earnings as well as factors relating to the
commercial systems and communication networking markets in general. We cannot accurately forecast all of the
above factors. As a result, we believe that period-to-period comparisons may not be indicative of future operating
results. Our operating results in any future period may fall below the expectations of public market analysts or
investors.

Our failure to develop and introduce new products on a timely basis could harm our ability to attract and
retain customers.

Our industry is characterized by rapidly changing technology, frequent product introductions and ongoing
demands for greater speed and functionality. Therefore, we must continually design, develop and introduce new
products with improved features to be competitive. To introduce these products on a timely basis we must:

* design innovative and performance-improving features that differentiate our products from those of our
competitors;

» identify emerging technological trends in our target markets, including new standards for our products;
* accurately define and design new products to meet market needs;

» anticipate changes in end-user preferences with respect to our customers’ products;

» rapidly develop and produce these products at competitive prices;

* respond effectively to technological changes or product announcements by others; and

« provide effective technical and post-sales support for these new products as they are deployed.

Not all new design wins ramp into production, and even if ramped into production, the timing of such
production may not occur as we or our customers had estimated or the volumes derived from such projects
may not be as significant as we had estimated, which could have a substantial negative impact on our
anticipated revenues and profitability.

We have historically estimated the revenue from design wins, which can represent up to three years of
revenue once product development has ramped into production. If a design win actually ramps into production,
the average ramp into production begins about 12 to 18 months after the initial design win, although some more
complex projects can take up to 24 months or longer. After that, there is an additional time lag from the start of
production ramp to peak revenue. Not all design wins ramp into production and, even if a design win ramps into
production, the volumes derived from such projects may be less than we had originally estimated. Products
related to design wins are sometimes canceled or delayed, or can perform below original expectations, which can
adversely impact anticipated revenues and profitability. In particular, the volumes and time to production ramp
associated with new design wins depend on the adoption rate of new technologies in our customers’ end markets,
especially in the communications networking sector. Program delays or cancellations could be more frequent
during times of meaningful economic downturn. Should technologies such as Voice over IP, IP Multimedia
Subsystem, 3G wireless technologies, IPTV, advanced multimedia applications and other emerging technologies
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not be adopted as fast as we or our customers anticipate, actual volumes from new design wins may be lower
than we are expecting, which could adversely affect our revenue and gross margin.

Our business depends on conditions in the communications networking and commercial systems markets.
Demand in these markets can be cyclical and volatile, and any inability to sell products to these markets or
Jorecast customer demand due to unfavorable or volatile market conditions could have a material adverse
effect on our revenues and gross margin.

We derive our revenues from a number of diverse end markets, some of which are subject to significant
cyclical changes in demand. In 2008, we derived 78.5% and 21.5% of our revenues from the communications
networking and commercial systems markets, respectively. In 2007, we derived 76.0% and 24.0% of our
revenues from the communications networking and commercial systems markets, respectively. We believe that
our revenues will continue to be derived primarily from these two markets. Communications networking
revenues include, but are not limited to, sales to Alcatel Lucent, Aspect Telecom, Avaya, Bigband Networks,
British Telecom, Cisco Systems, Comverse, Danaher, Fujitsu, Hewlett Packard, Huawei Technologies Co., IBM,
IP Access, Italtel, Kineto Wireless, Italtel, NEC, Nokia Siemens Networks, Nortel, West Corporation, and ZTE.
Commercial systems revenues include, but are not limited to, sales to Agilent Technologies, Arrow Electronics,
Danaher, Miltope, Mindray, Philips Healthcare, Siemens Medical and Universal Instruments. Generally, our
customers are not the end-users of our products. If our customers experience adverse economic conditions in the
end markets into which they sell our products, we would expect a significant reduction in spending by our
customers. Some of these end markets are characterized by intense competition, rapid technological change and
economic uncertainty. Our exposure to economic cyclicality and any related fluctuation in customer demand in
these end markets could have a material adverse effect on our revenues and financial condition. We are
expanding into applications either through new product development projects with our existing customers or
through new customer relationships, but no assurance can be given that this strategy will be successful.

We forecast manufacturing needs based on customer demand. Changes in this demand could cause us or our
contract manufacturers to hold excess or obsolete inventory that may not be salable to other customers on
commercially reasonable terms, and which could require inventory valuation write downs that reduce our gross
margin and profitability. This risk is exacerbated by a current trend from our customers of requiring shorter lead
times between placing orders with us and the shipment date. That typically necessitates an increase in our
inventory or inventory of our products at our contract manufacturers’ locations, raising the likelihood that upon
cancellation or deferral, we may be holding greater amounts of inventory and/or incurring additional costs.
Additionally, we have adverse purchase commitment liabilities, which means we are contractually obligated to
reimburse our contract manufacturers for the cost of excess inventory used in the manuofacture of our products for
which there is no forecasted or alternative use.

In addition, customer demand for our products is subject to significant fluctuation. A prolonged economic
downturn in the business or geographic areas in which we sell our products could reduce demand for our
products and result in a decline in our revenue, gross margin and overall profitability. Volatility and disruption of
financial and credit markets could limit our customers’ ability to obtain adequate financing to maintain
operations and invest in network infrastructure and therefore could also reduce demand for our products and
result in a decline revenue, gross margin and overall profitability. If we overestimate demand, we may
experience underutilized capacity and 