
Introduction and Overview of Business

Tellabs designs, develops and supports telecommunica-
tions networking products. We generate revenue principally
through the sale of these products as stand-alone network
elements and as elements of integrated solutions to
communications service providers worldwide. We also
generate revenue by providing services to our customers.
We operate in three business segments: Broadband,
Transport and Services.

The Broadband segment includes access, managed
access and data product portfolios that facilitate the
delivery of bundled consumer services, wireline business
services and wireless communications. We earn revenue
from the Broadband segment globally.

• Revenue from access products, earned primarily in
North America, is driven by consumer demand for
the triple-play of bundled voice, video and high-
speed Internet/data services as traditional
telecommunications companies and cable service
operators compete to be the sole provider of these
services to consumers and businesses.

• Revenue from managed access products, earned
primarily outside North America, is driven by the
need to provide business-oriented voice, video and
high-speed Internet/data services and wireless
communications.

• Revenue from data products, earned globally, is
driven by demand for wireless and wireline carriers
to deliver next-generation business services and
wireless services.

The Transport segment includes digital cross-connect
systems, optical networking systems and voice-quality
enhancement products. These products enable service
providers to generate revenue from business services,
manage bandwidth, add network capacity when and
where it is needed, and improve voice quality. Revenue
from the Transport segment, earned primarily in North
America, is driven by the needs of service providers to
deliver wireless services, business services and
consumer services.

The Services segment includes deployment, support,
training, professional consulting and systems integration
services for customers. These services range from network
planning and installation to ongoing support. Revenue
from the Services segment is earned globally. Deployment
service revenue, which makes up almost half of Services
revenue, arises primarily from sales of transport products
in North America and tends to lag product sales by
approximately one fiscal quarter. Professional service rev-
enue, which is earned primarily through network design
and consulting services, is the fastest growing part of the
Services portfolio.

Tellabs operates in a dynamic industry. Over the last
few years, customer consolidation has reduced overall
industry capital spending, which together with a lack of

consolidation on the part of network equipment companies,
has resulted in increased pricing pressure. In addition,
customer spending is pressured and competition is
heightened by the global economic situation.

Within this backdrop, we continue to transform the
company with new products and services. The company is
evolving from a business based primarily on the circuit-
switched Time Division Multiplexing (TDM) technology used
in our digital cross-connect and managed access products
to a business based on the packet-switching and Internet
Protocol (IP) technology used in our optical networking,
access and multiservice data products. These new products
are taking root as service providers transform their networks
with next-generation capabilities. Some of these products
carry gross profit margins lower and higher than the histori-
cal average. While we have significantly improved the
profitability of these products over time, the mix of prod-
ucts in any given quarter can affect overall profitability.

Throughout 2008, we announced a series of actions
intended to sharpen our business focus and improve
profitability through reduced operating expenses and
improved gross margins. On January 21, 2008, we
committed to a plan to bring operating expenses as well
as cost to produce products and deliver services in line
with current revenue and market conditions.

On April 2, 2008, we announced that we would discon-
tinue one of our two gigabit passive optical network (GPON)
next-generation fiber access systems, as management
determined that it would continue to hurt our overall
profitability in future years. Subsequently we announced,
on April 8, 2008, the discontinuation of our investment in
the Tellabs® 8865 GPON optical line terminal (OLT) for
fiber access networks, for which this carrier was the initial
targeted customer. At that time, we began to redirect
resources from this access activity to strengthen develop-
ment efforts on next-generation data solutions for wireless
communications and marketing and sales internationally.

Although access revenues declined in 2008, we have
a strong embedded base of copper- and fiber-access
equipment in carrier networks. Over the past few years,
we have made significant investment in access products,
including the Tellabs® 1150 multiservice GPON product.

On April 30, 2008, we initiated a plan to consolidate
several facilities as a result of the discontinuation of the
Tellabs® 8865 OLT and headcount reductions announced
in September 2007 and January 2008. On October 20,
2008, we initiated a restructuring plan that resizes
Tellabs’ business to reflect market conditions. Restruc-
turing actions included reducing future investment in
access products and freeing up resources to focus on
mobile backhaul, optical networking and multiservice
data products and professional services. These actions,
together with those announced in September 2007,
achieved the $100 million reduction target.

Management’s Discussion and Analysis
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Results of Operations
Net loss in 2008 was $930.1 million, primarily as a
result of a non-cash goodwill impairment charge of
$988.3 million, compared with net earnings of
$65.0 million in 2007 and $194.1 million in 2006.

In 2008, revenue declined to $1,729.0 million com-
pared with $1,913.4 million in 2007 and $2,041.2 mil-
lion in 2006. The decrease in 2008 from 2007 was
primarily due to reduced product revenue from the
Broadband and Transport segments, partially offset by
higher revenue in the Services segment.

In 2008, gross margin increased to 38.2% from
35.2% in 2007. Gross margins were 45.7% in 2006.

The increase in 2008 from 2007 was primarily due to an
improved product and customer mix as well as the real-
ization of product cost reductions.

Operating expenses for 2008 increased to
$1,630.1 million from $647.1 million in 2007. The
year-over-year increase in operating expenses was driven
by the $988.3 million goodwill impairment charge in
the third quarter of 2008 and restructuring and other
charges of $40.9 million during the year, which offset a
$40.4 million decrease in operating expenses, primarily
from the $100 million cost-reduction program. Operating
expenses for 2007 decreased by $39.7 million from
$686.8 million in 2006.

Segment Revenue
2008 vs. 2007 vs.

In millions 2008 2007 2006 2007 2006

Broadband $919.9 $1,018.6 $1,080.4 (9.7)% (5.7)%
Transport 580.1 672.7 778.2 (13.8)% (13.6)%
Services 229.0 222.1 182.6 3.1% 21.6%
Total revenue $1,729.0 $1,913.4 $2,041.2 (9.6)% (6.3)%

Geographic Revenue
In millions 2008 % 2007 % 2006 %

North America $1,168.6 68% $1,413.5 74% $1,548.4 76%
International 560.4 32% 499.9 26% 492.8 24%
Total revenue $1,729.0 100% $1,913.4 100% $2,041.2 100%

Segment Revenue
Revenue from the Broadband segment in 2008 was
$919.9 million, down $98.7 million from 2007. For
2008, lower revenue from the access and managed
access product portfolios was partially offset by growth
from data products. Comparatively, revenue decreased
$61.8 million in 2007 from 2006.

Access product revenue decreased to $414.9 million
in 2008 from $566.8 million in 2007. Access revenue
was lower and will likely continue to decrease as several
key customers are transitioning to alternative network
architectures. In 2008, approximately 71% of access rev-
enue came from fiber-based platforms, with the balance
coming from copper-based platforms. In 2007, access
revenue decreased to $566.8 million from $652.9 mil-
lion in 2006 due to lower unit prices on our single-family
ONTs and lower revenue from fiber-to-the-curb and
copper-based access platforms. The decrease in revenue
was partially offset by higher revenue from increased
ONT unit volume. Revenue from fiber-based platforms
amounted to approximately 69% of total access revenue
in 2007 and 57% in 2006.

Managed access revenue decreased to $289.9 million
in 2008 from $291.3 million in 2007. Increased revenue
from the Tellabs® 6300 SDH transport was offset by lower
revenue from the Tellabs® 8100 managed access system.

In 2007, revenue decreased to $291.3 million from
$320.4 million in 2006 as higher revenue from the
Tellabs 8100 managed access system was offset by lower
revenue from the Tellabs® 6300 SDH transport product
and the Tellabs® 2300 cable telephony product, which is
late in its life cycle.

Revenue from data products has increased each year
since we introduced them in the second half of 2003. In
2008, revenue from these products increased 34.0% to
$215.1 million from $160.5 million in 2007. Revenue
increased from the continuing rollout of our next-genera-
tion wireless backhaul solution in multiple geographic
regions. In 2007, revenue from these products, driven by
demand for wireless backhaul applications and next-gener-
ation data products, increased 49.9% to $160.5 million
from $107.1 million in 2006.

Revenue from the Transport segment decreased to
$580.1 million in 2008 from $672.7 million in 2007.
Lower revenue from digital cross-connect products was
partially offset by growth from the Tellabs® 7100 OTS
and the Tellabs® 3000 voice-quality enhancement (VQE)
solutions. Transport revenue decreased in 2007 to
$672.7 million from $778.2 million in 2006. Shipments
to North American wireless customers accounted for
approximately 34% of all Transport revenue in 2008,
compared with 40% in 2007 and 62% in 2006. We



shipped approximately 5.7 million T-1 equivalents on
the Tellabs® 5500 system during 2008 compared with
6.4 million in 2007 and 10.1 million in 2006.

Services revenue increased to $229.0 million in 2008
from $222.1 million in 2007. Increased revenue from
professional and support services offset lower deployment
services revenue. In 2007, Services revenue increased
$39.5 million from 2006 as a result of increased deploy-
ment services revenue, driven by the rollout of the
Tellabs® 7100 OTS product, as well as increased revenue
from professional and support services. In 2006, for the
first time, professional and support services together
accounted for more than 50% of total Services revenue.

Gross Profit and Margin
In millions 2008 2007 2006

Gross profit $660.1 $674.3 $933.6
Gross margin 38.2% 35.2% 45.7%
Product gross profit $588.0 $605.4 $871.6
Product margin 39.2% 35.8% 46.9%
Services gross profit $ 72.1 $ 68.9 $ 62.0
Services margin 31.5% 31.0% 34.0%

Gross Margin
Overall gross margin increased to 38.2% in 2008 com-
pared with 35.2% in 2007. This increase was driven by
margin improvements on the Tellabs® 1600 ONT and the
Tellabs® 7100 OTS and higher levels of revenue from the
Tellabs® 8600 and 8800 platforms, offset by lower rev-
enue from the Tellabs® 5500 and 1000 platforms. In
addition, warranty expense declined due to lower rates of
return, volume of shipments and repair costs. In 2007
gross margin decreased 10.5 percentage points from

45.7% in 2006, primarily as a result of higher revenue
from lower-margin newer products and lower revenue from
established products that carry higher margins.

Product Gross Margin
Product gross margin improved from 2007 to 2008,
primarily due to improvements on the Tellabs 1600® ONT
and the Tellabs® 7100 OTS and higher levels of revenue
from the Tellabs® 8600 and 8800 platforms, offset by
lower revenue from the Tellabs® 5500 and 1000 platforms.
Product gross margin declined from 2006 to 2007, prima-
rily due to a product mix shift with fewer Tellabs® 5500
digital cross-connects and more Tellabs® 7100 OTS and
1600 ONT products.

Services Gross Margin
Services gross margin was up slightly in 2008 compared
with 2007. Growth in higher margin professional services
and support services revenue, coupled with a decline in
lower margin deployment services revenue, was offset by
investments in our services business outside the United
States. In 2007 services gross margin decreased from
2006 due to a higher proportion of revenue from lower-
margin deployment services.

Gross Margin Trend
Gross margin is different for each product and services cat-
egory and for each product within a category because the
actual margin depends on the specific system configura-
tions sold as well as customer and geographic pricing dif-
ferences. Over the past few years, this variability, which
tends to affect our gross margin, is likely to continue.
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Operating Expenses
Expense Percent of Revenue

In millions 2008 2007 2006 2008 2007 2006

Research and development $305.2 $343.1 $356.9 17.7% 17.9% 17.5%
Sales and marketing 170.0 176.6 179.8 9.8% 9.2% 8.8%
General and administrative 101.8 99.1 113.5 5.9% 5.2% 5.6%
Subtotal 577.0 618.8 650.2 33.4% 32.3% 31.9%

Intangible asset amortization 23.9 22.5 28.6
Restructuring and other charges 40.9 5.8 8.0
Goodwill impairment 988.3 — —
Total operating expenses $1,630.1 $647.1 $686.8

Operating expenses in 2008 increased by $983.0 million
to $1,630.1 million compared with 2007. A goodwill impair-
ment charge of $988.3 million in the third quarter and
restructuring and other charges of $40.9 million in 2008
more than offset savings from the $100 million cost-reduc-
tion program. General and administrative expenses in 2008
included increased legal expenses as a result of current
lawsuits. Operating expenses decreased in 2007 from 2006

primarily from lower incentive compensation expenses as
compared with the prior year.

Intangible Asset Amortization
Intangible asset amortization increased slightly in 2008
from 2007 as we reduced the estimated useful lives of
some of our developed technology and customer relation-
ships due to revised sales projections related to access
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products and customers. In addition, we took a charge of
$0.6 million for impaired developed technology related to
the Tellabs® 1100 access platform due to reduced
demand. Amortization decreased in 2007 from 2006 as
certain intangibles reached full amortization.

Restructuring and Other Charges
In 2008, restructuring and other charges consisted prima-
rily of severance, facility- and asset-related charges and
charges for the consolidation of several facilities that con-
tribute to cost reductions for the $100 million program. In
2007, we consolidated research and development into
fewer locations and shifted them to lower-cost environ-
ments. In 2006, we consolidated two order configuration
and distribution centers into a single location and had a
related workforce reduction.

Goodwill Impairment
In the third quarter of 2008, we performed an interim
review on all three operating segments because our market
capitalization was less than book value for a sustained
period and we continued to face challenging market condi-
tions. As a result of our interim review, we recorded a
goodwill impairment charge of $988.3 million, of which
$594.2 million related to the Broadband segment and
$394.1 million related to the Transport segment, com-
pletely eliminating their goodwill balances. The Services
segment did not incur an impairment of its goodwill
because the fair value of the segment was determined to
be greater than the carrying value.

Segment Profit*
In millions 2008 2007 2006

Broadband $115.7 $ 39.1 $120.4
Transport 178.0 237.5 414.5
Services 75.5 72.2 65.7
Total segment profit $369.2 $348.8 $600.6

* We define segment profit as gross profit less research and development expenses.

Segment profit excludes sales and marketing expenses, general and administrative

expenses, the amortization of intangibles, restructuring and other charges, the impact

of equity-based compensation (which contains restricted stock and performance

stock units granted after June 30, 2006, and stock options), and the goodwill

impairment charge.

Broadband segment profit for 2008 was $115.7 million,
an increase of $76.6 million from $39.1 million in 2007.
The increase in segment profit was driven by margin
improvements associated with the Tellabs 1600 ONT,
higher revenue from data products and reduced research
and development expenses. Broadband segment profit
decreased $81.3 million in 2007 from 2006, primarily
as higher revenue from the Tellabs 1600 ONT and lower
revenue from access products sold into existing copper-
based networks was partially offset by an increase in rev-
enue from data products.

Transport segment profit for 2008 was $178.0 million,
down from $237.5 million in 2007. Transport segment
profit decreased $177.0 million in 2007 from 2006.
The decrease in both periods was due to lower segment
revenue from digital cross-connects, which more than
offset higher revenue and margin improvements on the
Tellabs 7100 OTS.

Services segment profit was $75.5 million in 2008,
up $3.3 million from $72.2 million in 2007. The
increase in segment profit came from increased revenue
from higher-margin professional and support services, par-
tially offset by lower margin from deployment services.
Services segment profit increased $6.5 million in 2007
from 2006 due to higher revenue and an increase in
higher-margin support services.

Other Income
In millions 2008 2007 2006

Interest income, net $ 34.8 $50.9 $45.7
Other expense, net (17.3) (7.9) (7.8)
Total other income $ 17.5 $43.0 $37.9

Interest income, net decreased in 2008 compared with
2007. To preserve capital, we repositioned our investment
portfolio, which now primarily contains government, FDIC-
guaranteed, GNMA-guaranteed, foreign government guar-
anteed, government-agency, and corporate bonds and
notes. As a result of this repositioning, the current interest
rate environment and lower invested balances, we earned
less interest income in 2008 compared with 2007 and
2006. Other expense, net includes charges to write-down
long-term equity investments in partnerships and start-up
technology companies. These charges were $9.9 million in
2008, $0.5 million in 2007 and $7.0 million in 2006. In
addition, we had charges of $0.8 million in 2008 and
$5.2 million in 2007 for other-than-temporary impair-
ments from investments in marketable securities.

Income Taxes
In millions 2008 2007 2006

Income tax benefit
(expense) $22.4 $(5.2) $(90.6)

Effective tax rate 2.4% 7.4% 31.8%



We recorded an income tax benefit of $22.4 million in
2008, compared with income tax expense of $5.2 million
in 2007. The tax benefit reflects a tax provision on income
from foreign operations, offset by a partial benefit on the
loss from domestic operations, and a $34.8 million tax ben-
efit, which we recorded in the second quarter of 2008,
related to the resolution of domestic federal income tax
audits for the period 2001 through 2005. The tax benefit
on our domestic operations was limited due to the valua-
tion allowance established against our domestic deferred
tax assets. For a more detailed discusion of the valuation
allowance established against our domestic deferred tax
assets, see Footnote 11 – Income Taxes. The reduction in
our tax expense in 2007 is attributable primarily to a
decrease in income earned from domestic operations.

Financial Condition, Liquidity and Capital Resources

Our principal source of liquidity remained our cash, cash
equivalents and marketable securities of $1,152.1 million
as of the end of 2008, which decreased by $66.4 million
since year-end 2007. The decrease in cash, cash equiva-
lents and marketable securities for the year reflects cash
used to repurchase our common stock and cash used for
capital expenditures, partially offset by cash generated
from operating activities. In 2008, we generated
$130.8 million of cash from operating activities, com-
pared with $133.4 million in 2007 and $320.1 million
in 2006.

During the last half of 2008, we actively balanced
our investment portfolio with the goal of capital
preservation. At January 2, 2009, government, FDIC-
guaranteed, GNMA-guaranteed, foreign government

guaranteed or government-agency bonds and notes
were approximately 95% of the portfolio. Substantially
all of our investments are highly liquid instruments.
We may rebalance our portfolio from time to time,
which may affect the duration, credit structure and
future income of our investments.

In 2008, we repurchased 24.5 million shares of our
common stock at a cost of $153.7 million. We may
repurchase shares under the authorized open market
program periodically during open trading windows
when we do not have material non-public information.
We provide no assurance that we will continue our
repurchase activity and we may change our repurchase
activity in the future. We cannot estimate the timing of
any such change or the impact on our cash, cash
equivalents and marketable securities.

Based on historical performance and current fore-
casts, we believe the company’s cash, cash equivalents
and marketable securities will satisfy working capital
needs, capital expenditures and other liquidity require-
ments related to existing operations for the next 12
months. Future available sources of working capital,
including cash, cash equivalents, and marketable
securities, cash generated from future operations,
short-term or long-term financing, equity offerings or
any combination of these sources, should allow us to
meet our long-term liquidity needs. Our current policy
is to use our liquidity, financial strength and stability
to fund business operations, to expand business,
potentially through acquisitions, or to repurchase our
common stock.
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Contractual Obligations

The following table sets forth an overview of contractual obligations, as of January 2, 2009, that will affect our liquidity
and cash flows in future periods:

Payments Due by Period

Less than 1–3 3–5 More than
In millions Total 1 Year Years Years 5 Years

Operating lease obligations $ 30.1 $ 9.4 $10.1 $ 6.9 $3.7
Operating lease obligations related to

restructuring activities, net 31.2 9.6 12.1 6.4 3.1
Purchase commitments to contract

manufacturers and suppliers 194.8 194.8 — — —
Income taxes 1.0 1.0 — — —
Stock loan1 179.1 179.1 — — —
Stock loan borrowing fees2 7.1 1.5 2.5 2.5 0.6
Total contractual obligations $443.3 $395.4 $24.7 $15.8 $7.4

1 Our agreement with the lender of the stock has no defined date when we must repay the loan; however, the loan is callable at the discretion of the lender.
Our investment in Cisco stock is maintained at a value equal to or greater than the market value of the loaned securities.

2 For purposes of contractual obligations disclosure, we used Cisco’s average share price of $17.30 for the quarter ended January 2, 2009, to determine the
hypothetical value of the borrowing fees assuming the loans are settled in 2014.
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We use several contract manufacturers and suppliers
who provide manufacturing services for our products. During
the normal course of business, we enter into agreements
with certain contract manufacturers and suppliers that
enable them to procure inventory based on criteria defined
by us to reduce manufacturing lead times and ensure
adequate component supply. Under these agreements,
the maximum liability for purchase commitments as of
January 2, 2009, was $194.8 million, of which
$14.8 million was recorded on the balance sheet.

The stock loan borrowing fees that are recorded in the
financial statements each period are affected by Cisco’s
average share price at the end of each quarter.

As of January 2, 2009, we had unrecognized tax posi-
tions of $1.0 million included in short-term income tax
liabilities and $37.4 million included in long-term income
tax liabilities. At this time, we are unable to make a reason-
able estimate of the timing of payments in individual years
beyond 12 months due to uncertainties in the timing of
tax audit outcomes.

Off-Balance Sheet Arrangements

None.

Critical Accounting Estimates

The methods, estimates and judgments that we use in
applying our accounting policies can have a significant
impact on the results we report in the consolidated finan-
cial statements. Some of these estimates require difficult
and subjective judgments, often as a result of the need to
estimate matters that are inherently uncertain. For the
reasons discussed below, we consider our critical
accounting estimates to be revenue recognition, the
allowance for excess and obsolete inventory and excess
purchase commitments (collectively E&O), goodwill valua-
tion, the valuation of amortizable intangible assets, the
estimate of the warranty liability, reserve requirements for
lease obligations on vacated facilities, income taxes and
equity-based compensation.

We have discussed the development and selection of
these critical accounting policies and estimates with the
Audit and Ethics Committee of Tellabs’ Board of Directors.

Revenue Recognition
Determining the proper revenue recognition in our financial
statements requires us to make judgments about the
application of the accounting rules based on the facts
and circumstances of each customer arrangement.

When a customer arrangement involves multiple deliver-
ables, we evaluate all deliverables to determine whether
they represent separate units of accounting. This approach
involves a determination about:

• whether the delivered item has value to the customer
on a stand-alone basis;

• whether there is objective and reliable evidence of the
fair value of the undelivered item; and

• whether delivery or performance of the undelivered
item is considered probable and is substantially in our
control where an arrangement contains a general right
of return relative to the delivered item.

The determination of whether software is more than inci-
dental can impact whether revenue is recognized under soft-
ware revenue recognition guidance or under general revenue
recognition guidance. This assessment could impact the
amount and timing of revenue recognition.

Many of our contracts contain customer acceptance pro-
visions. In cases involving sales of new products, for exam-
ple, we defer revenue until we receive formal customer
acceptance. In cases where we can demonstrate that the
product or service has met all acceptance criteria prior to
formal customer acceptance, or where we have sufficient
historical evidence of customer acceptance, we consider
acceptance to be perfunctory, and therefore formal customer
acceptance is not required. Our judgment about whether
acceptance is perfunctory can impact the timing of revenue
for contracts containing acceptance provisions.

Excess & Obsolete Inventory and
Excess Purchase Commitments
We determine inventory cost using the first-in, first-out
method, and we value inventory at the lower of cost or mar-
ket, with market determined by reference to current replace-
ment cost or net realizable selling price. We determine the
amount of inventory that is excess and obsolete (E&O) and
purchase commitments in excess of requirements using
estimates of future demand for individual components of
raw materials and finished goods.

To determine E&O, we compare listings of existing piece
parts and finished goods to future product demand and
usage requirements. We record a full valuation allowance for
inventory quantities on hand in excess of two years’
expected usage. For inventory quantities that fall between
one and two years’ demand, we use management’s judg-
ment to determine the appropriate E&O amount. We do not
record an allowance if the quantity is less than one year’s
forecasted demand.

We believe our accounting estimate related to E&O is a
critical accounting estimate because it requires us to make
assumptions about sales volumes and product mix, which
can be highly uncertain. Changes in these estimates can
have a material effect on our financial statements.

Goodwill
We currently have goodwill in the Services segment.
Goodwill impairment is reviewed annually and when impair-
ment indicators exist by comparing the segment’s net book
value to fair value in accordance with SFAS 142, Goodwill
and Other Intangible Assets. If the segment’s fair value is
greater than its net book value, then further impairment
tests are not deemed necessary. If the segment’s fair value
is less than its net book value, further tests are performed to
determine the segment’s implied fair value of goodwill. The



implied fair value is then compared against the book value
of goodwill to determine the level of impairment.

The process of evaluating the potential impairment of
goodwill is subjective because it requires the use of esti-
mates and assumptions. We use the discounted cash flow
method to estimate the fair value of the operating segment.
In estimating the fair value of the segment for the purpose
of this analysis, we made estimates and judgments about
the future cash flows of the segment. Although we base our
cash flow forecasts on assumptions that are consistent with
plans and estimates we use to manage the underlying seg-
ment, there is significant judgment in determining the cash
flows attributable to the segment.

We believe the accounting estimate related to the
valuation of goodwill is a critical accounting estimate
because it requires us to make assumptions that are highly
uncertain about the future cash flows of our segments.

Intangible Assets
Intangible assets consist primarily of purchased technology,
which arose primarily from acquisitions of businesses in
2004 and 2003.

We evaluate the carrying value of intangible assets for
impairment whenever indicators of impairment exist.
Accounting standards require that if the sum of the future
cash flows expected to result from a long-term asset is less
than the reported value of the asset, an impairment charge
must be recognized in the financial statements. The amount
of impairment is calculated by subtracting the fair value of
the asset from the reported carrying value of the asset.

We believe the accounting estimate related to valuation
of intangible assets is a critical accounting estimate
because it requires us to make assumptions about future
sales prices and volumes for products that involve new tech-
nologies and applications where customer acceptance of
new products or timely introduction of new technologies into
their networks are uncertain. The recognition of an impair-
ment could be material to our financial statements.

Warranty Costs
We provide warranties for all of our products, with terms
and conditions that vary depending on the product sold. We
provide a basic limited warranty, including parts and labor,
for all products other than access products for periods that
range from 90 days to five years. The basic limited warranty
for access products covers parts and labor for periods that
generally range from two to six years. We record warranty
expense in cost of revenue on the consolidated statement
of operations. We estimate warranty liability by applying
historical warranty return rates and costs per claim to the
number of units shipped that are still within their warranty
period. In addition, when we judge that a particular warranty
claim will involve costs that are out of the ordinary, we
separately estimate the costs for that claim and record the
amount as an additional warranty expense for the period in
which we determine we have a liability.

We believe that the accounting estimate related to
warranty costs is a critical accounting estimate because it
requires us to make assumptions about matters that are
highly uncertain, including: future rates of product failure;
repair costs, including availability of materials; shipping
and handling; and de-installation and re-installation costs at
our customers’ sites, among others. Consequently, the
changes in our warranty reserves could be material to our
financial statements.

Restructuring Reserves – Leases
Restructuring reserves consist of amounts we owe on leases
for facilities we vacated, reduced by an estimate of sublease
rental income. We determined the amount of the reserve for
each facility by estimating the amount of time it will be
vacant before it is sublet and the terms of the sublease
agreement compared with our obligation, then reducing it
by an estimate of potential sublease income. We examine
real estate market conditions in each location where we
have a vacated facility.

We believe our accounting estimate of restructuring
lease obligations is a critical accounting estimate because
it requires us to make assumptions about real estate rental
markets and conditions that are highly uncertain, and
changes in our estimates could have a material impact on
our financial statements.

Income Taxes
We conduct business and file income tax returns in
numerous tax jurisdictions around the world. This requires
us to interpret tax laws that are often vague and uncer-
tain, and to make judgments about the application of
those laws when we prepare our tax returns. When we cal-
culate income tax expense and the related tax liabilities
and assets for our consolidated financial statements, we
use estimates of the amount of income, deductions and
credits that we believe are allowable under local tax laws
and that should be allowed by tax authorities if our tax
returns are audited. However, tax authorities may disagree
on the amounts of income, deductions and credits that
are allowed to be included in those tax returns. This
could result in paying additional taxes or receiving a
refund of previously paid taxes.

Because we are a large multi-national corporation, the
United States Internal Revenue Service (IRS) generally
audits each of our federal income tax returns. During
2008 we reached a settlement with the IRS in connec-
tion with their examination of all tax years prior to 2006.
Of our major jurisdictions, we are currently under audit by
the State of California for the 2004 through 2006 tax
periods. We do not expect the outcome of tax examina-
tions to have a material effect on our consolidated results
of operations, consolidated financial position or cash flow.

Valuation Allowance for Deferred Tax Assets
Deferred tax assets arise when we recognize charges or
expenses in our financial statements that will not be
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allowed as income tax deductions until future periods. The
term deferred tax asset also includes unused tax net oper-
ating losses and tax credits that we are allowed to carry for-
ward to future years. Accounting rules permit us to carry
deferred tax assets on the balance sheet at full value as
long as it is “more likely than not” the deductions, losses,
or credits will be used in the future. A valuation allowance
must be recorded against a deferred tax asset if this test
cannot be met. The accounting rules state that a company
with a recent history of losses would have a difficult, per-
haps impossible, time supporting a position that utilization
of its deferred tax assets was more likely than not to occur.

We believe that the loss incurred by the Company in
the current year, and the cumulative loss incurred in the
current and prior two years, represent sufficient negative
evidence to determine that the establishment of a valuation
allowance against domestic deferred tax assets is appropri-
ate. Until an appropriate level of profitability is attained,
we expect to continue to maintain a valuation allowance
on our net deferred tax assets related to future U.S. and
certain non-U.S. tax benefits.

Equity-Based Compensation
We account for equity-based compensation in accordance
with SFAS No. 123(R), Share-Based Payment. Under the
fair value recognition provisions of this statement, we
measure equity-based compensation cost, at the grant
date based on the value of the award, which is recognized
as expense over the vesting period. Determining the fair
value of equity-based awards at the grant date requires
several assumptions, and a change in these assumptions
could materially impact our equity-based compensation
expense and our results of operations. These assumptions
include our stock’s expected volatility, the risk-free inter-
est rate, expected option term and expected dividend
yield. In addition, we estimate the amount of equity-
based awards that are expected to be forfeited.

Strategy and Outlook

Tellabs operates in an industry characterized by excitement,
change and uncertainty.

In the wireline sector, telecom service providers face sig-
nificant competitive threats to their most profitable residen-
tial services from cable TV providers in North America and
globally from the substitution of mobile services. In an effort
to stem line loss and declining voice revenues, carriers have
undertaken ambitious and expensive programs to transform
their wireline networks with fiber-optic technology to deliver
a bundle of voice, data and video services that is competi-
tive with or superior to that offered by competitors. Wireline
carriers and cable TV service providers have also introduced
next-generation data technology to deliver new business-
oriented voice, video and data/Internet services to their
corporate customers.

Over the past few years, wireless carriers, also under
competitive pressure, have aggressively invested in network
infrastructure to deliver new data-oriented services. Many of
these carriers have consolidated in recent years to achieve
the advantages of scale needed to sustain such major net-
work build outs. The remaining large carriers have gained
increased pricing power over equipment suppliers such as
Tellabs. This consolidation has had an adverse effect on
overall capital spending by carriers.

Some equipment suppliers have consolidated in recent
years to achieve the scale advantages needed to better
address their consolidated customer base. Heightened
competition by these suppliers has resulted in lower profits
for Tellabs and some of its direct competitors.

Moreover, in international markets the presence of Asian
equipment suppliers challenges our short-term ability to
grow. Asian equipment suppliers have significantly lower
cost structures than companies such as Tellabs, particularly
for research and development.

We are presented with a challenging economic
environment amidst the ongoing global financial crisis.
Expectations for capital spending levels by our customers in
2009 vary, and generally speaking, we expect overall global
capital spending to modestly decline this year, with greater
declines in North America than the rest of the world, where
revenue will likely be affected by the uncertainties associ-
ated with foreign currency fluctuations. We cannot predict
how macroeconomic issues will continue to affect capital
spending by our customers in 2009. While the economic
environment may be challenging, we believe we are invested
in the right solutions for growing markets.

Over the past few years, Tellabs has shifted its product
offerings to address the strategic needs of both wireline
and wireless carriers. Building on a base of successful
established products, we have deployed the fiber-access and
ROADM technologies needed for the delivery of combined
voice, data and video services to residential customers.
Our data products address the changing nature of wireless
services and enterprise computing on a global basis.

Late in 2008, we articulated a three-part strategy for the
company. Under this strategy we will:

• Focus our development activities on the fastest
growing parts of our product and service portfolio: our
Dynamic Optical and Carrier Ethernet & IP products
and Professional Services.

• Innovate in growth markets where we have incumbent
positions and our fastest-growing products are gaining
traction: Mobile Backhaul, Optical Networking and
Business Services.

• Pursue flawless execution as we work to improve
quality, reduce costs and meet commitments.



We expect that executing this strategy of freeing up and
redirecting resources to create innovative products and
services that help customers succeed will further improve
financial performance and fund growth initiatives.

Early in 2009, we initiated a restructuring plan as we
continue to align our costs with customer spending and cur-
rent market conditions. We expect to record pretax charges
in the first quarter of 2009 in the range of $2 million to
$3 million for workforce reductions. Estimated cash pay-
ments under this plan are also expected to be in the range
of $2 million to $3 million beginning in the first quarter of
2009 and continuing into the first quarter of 2010.

Since 2005, we have actively returned capital to
stockholders through stock buybacks. In 2009, we will
continue to evaluate how to best use our balance sheet to
increase stockholder value.

Forward-Looking Statements

Except for historical information, the matters discussed
or incorporated by reference into this report, including
the Management’s Discussion and Analysis, may include
forward-looking statements made pursuant to the safe
harbor provisions of Section 27A of the Securities Act of
1933, as amended, and Section 21E of the Securities
Exchange Act of 1934, as amended. These statements
reflect management's expectations, estimates and
assumptions, based on current and available information
at the time the document was prepared. These forward-
looking statements include, but are not limited to,
statements regarding future events, plans, goals,
objectives and expectations. The words “anticipate,”
“believe,” “estimate,” “target,” “expect,” “predict,”
“plan,” “possible,” “project,” “intend,” “likely,” “will,”
“should,” “could,” “may,” “foreseeable,” “would” and
similar expressions are intended to identify forward-
looking statements. Forward-looking statements are not
guarantees of future performance and involve risks,
uncertainties and other factors that may cause our actual
performance or achievements to be materially different
from any future results, performance or achievements
expressed or implied by those statements. Important
factors that could cause our actual results to differ
materially from those in forward-looking statements
include, but are not limited to: overall negative economic
conditions generally and disruptions in credit and capital
markets, including specific impacts of these conditions

on the telecommunications industry; financial condition
of telecommunications service providers, equipment
vendors and contract manufacturers, including any
impact of bankruptcies; the impact of customer and
vendor consolidation; new product acceptance; product
demand and industry capacity; competitive products and
pricing; competitive pressures from new entrants to the
telecommunications industry; initiatives to improve
profitability that may have financial consequences
including further restructuring charges and the ability to
realize anticipated savings under such cost-reduction
initiatives; exiting businesses and product areas; impair-
ment charges and other cost cutting initiatives and
related charges and costs; manufacturing efficiencies;
research and new product development; protection of and
access to intellectual property, patents and technology;
ability to attract and retain highly qualified personnel;
availability of components and critical manufacturing
equipment and capacity; foreign economic conditions,
including currency rate fluctuations; the regulatory and
trade environment; the impact of new or revised account-
ing rules or interpretations, including revenue recognition
requirements; availability and terms of future acquisi-
tions; divestitures and investments; uncertainties relating
to synergies; charges and expenses associated with
business combinations and other transactions; and other
risks and future factors that may be detailed from time to
time in the Company’s filings with the SEC. For a further
description of such risks and future factors, see Item 1A
of our most recently filed Form 10-K. Our actual future
results could differ materially from those predicted in
such forward-looking statements. In light of the foregoing
risks, uncertainties and other factors, investors are
advised not to rely on these forward-looking statements
when making investment decisions. These factors are not
intended to be an all-encompassing list of risks and
uncertainties that may affect the operations, perfor-
mance, development and results of our business. We
undertake no obligation to publicly update or revise any
forward-looking statements to reflect changed assump-
tions, the occurrence of anticipated or unanticipated
events or changes to future results over time. The fore-
going discussion should be read in conjunction with the
financial statements and related notes and Management’s
Discussion and Analysis in this 2008 Annual Report.
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Report of Independent Registered Public
Accounting Firm

The management of Tellabs, Inc., and subsidiaries (the
“Company”) is responsible for establishing and maintaining
adequate internal control over financial reporting, as such term
is defined in Rules 13a-15(f) of the Securities Exchange Act
of 1934, as amended. Under the supervision and with the
participation of our management, including our principal
executive officer and principal financial officer, we conducted an
evaluation of the effectiveness of the Company’s internal control
over financial reporting as of January 2, 2009, as required by
Rule 13a-15(c) of the Securities Exchange Act of 1934, as
amended. In making this assessment, we used the criteria
set forth in the framework in Internal Control – Integrated
Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission. Based on our evaluation under the
framework in Internal Control – Integrated Framework, our
management concluded that our internal control over financial
reporting was effective as of January 2, 2009.

Robert W. Pullen
President and
Chief Executive Officer

Timothy J. Wiggins
Executive Vice President and
Chief Financial Officer

February 26, 2009

Management’s Report on Internal Control
over Financial Reporting
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To the Board of Directors and Shareholders of Tellabs, Inc.
We have audited the accompanying consolidated balance sheets
of Tellabs, Inc. and subsidiaries (the “Company”) as of January 2,
2009, and December 28, 2007, and the related consolidated
statements of operations, stockholders’ equity, and cash flows for
each of the three years in the period ended January 2, 2009.
These consolidated financial statements are the responsibility of
the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of
the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial state-
ments are free of material misstatement. An audit includes exam-
ining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred
to above present fairly, in all material respects, the consolidated
financial position of the Company at January 2, 2009 and
December 28, 2007, and the consolidated results of its opera-
tions and its cash flows for each of the three years in the period
ended January 2, 2009, in conformity with U.S. generally
accepted accounting principles.

As discussed in Note 11, in 2007 the Company changed its
method of accounting for uncertain tax positions in connection
with the required adoption of FASB Interpretation No. 48. As
discussed in Note 1 to the consolidated financial statements, in
2006 the Company changed its method of accounting for share-
based payments in connection with the required adoption of
Statement of Financial Accounting Standards No. 123(R).

We also have audited, in accordance with the standards of the
Public Company Accounting Oversight Board (United States), the
Company’s internal control over financial reporting as of January 2,
2009, based on criteria established in Internal Control – Integrated
Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission and our report dated February 26,
2009, expressed an unqualified opinion thereon.

Ernst & Young LLP
Chicago, Illinois

February 26, 2009



Report of Independent Registered Public Accounting Firm on
Internal Control over Financial Reporting

To the Board of Directors and Shareholders of Tellabs, Inc.
We have audited Tellabs, Inc. and subsidiaries’ (the “Company”)
internal control over financial reporting as of January 2, 2009,
based on criteria established in Internal Control – Integrated
Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (the COSO criteria). The Company’s
management is responsible for maintaining effective internal con-
trol over financial reporting and for its assessment of the effec-
tiveness of internal control over financial reporting included in
the accompanying Management’s Report on Internal Control over
Financial Reporting. Our responsibility is to express an opinion on
the effectiveness of the Company’s internal control over financial
reporting based on our audit.

We conducted our audit in accordance with the standards of
the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all
material respects. Our audit included obtaining an understand-
ing of internal control over financial reporting, assessing the risk
that a material weakness exists, testing and evaluating the
design and operating effectiveness of internal control based on
the assessed risk, and performing such other procedures as we
considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a
process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control
over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reason-
able detail, accurately and fairly reflect the transactions and dis-
positions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally
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accepted accounting principles, and that receipts and expendi-
tures of the company are being made only in accordance with
authorizations of management and directors of the company;
and (3) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition
of the company’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over
financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inade-
quate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as
of January 2, 2009, based on the COSO criteria.

We also have audited, in accordance with the standards
of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of the Company as of
January 2, 2009 and December 28, 2007, and the related con-
solidated statements of operations, stockholders’ equity and
cash flows for each of the three years in the period ended
January 2, 2009, and our report dated February 26, 2009
expressed an unqualified opinion thereon.

Ernst & Young LLP
Chicago, Illinois

February 26, 2009



Year Ended Year Ended Year Ended
In millions, except per-share data 1/2/09 12/28/07 12/29/06

Revenue
Products $1,500.0 $1,691.3 $ 1,858.6
Services 229.0 222.1 182.6

Total revenue 1,729.0 1,913.4 2,041.2

Cost of Revenue
Products 912.0 1,085.9 987.0
Services 156.9 153.2 120.6

Total cost of revenue 1,068.9 1,239.1 1,107.6

Gross Profit 660.1 674.3 933.6

Operating Expenses
Research and development 305.2 343.1 356.9
Sales and marketing 170.0 176.6 179.8
General and administrative 101.8 99.1 113.5
Intangible asset amortization 23.9 22.5 28.6
Restructuring and other charges 40.9 5.8 8.0
Goodwill impairment 988.3 — —

Total operating expenses 1,630.1 647.1 686.8

Operating (Loss) Earnings (970.0) 27.2 246.8

Other Income
Interest income, net 34.8 50.9 45.7
Other expense, net (17.3) (7.9) (7.8)

Total other income 17.5 43.0 37.9

(Loss) Earnings Before Income Tax (952.5) 70.2 284.7
Income tax benefit (expense) 22.4 (5.2) (90.6)
Net (Loss) Earnings $ (930.1) $ 65.0 $ 194.1

Net (Loss) Earnings Per Share
Basic $ (2.32) $ 0.15 $ 0.44
Diluted $ (2.32) $ 0.15 $ 0.43

Weighted Average Shares Outstanding
Basic 400.1 436.6 445.9
Diluted 400.1 441.1 454.1

The accompanying notes are an integral part of these statements.

Consolidated Statements of Operations
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In millions, except share data 1/2/09 12/28/07

ASSETS
Current Assets

Cash and cash equivalents $ 376.1 $ 213.0
Investments in marketable securities 776.0 1,005.5

Total cash, cash equivalents and marketable securities 1,152.1 1,218.5
Other marketable securities 179.1 291.0
Accounts receivable, net of allowances of $1.4 and $3.0 332.7 363.8
Inventories

Raw materials 34.2 35.3
Work in process 13.9 11.7
Finished goods 128.8 124.2

Total inventories 176.9 171.2
Income taxes 38.7 10.6
Miscellaneous receivables and other current assets 56.3 56.6

Total Current Assets 1,935.8 2,111.7
Property, Plant and Equipment

Land 21.1 21.2
Buildings and improvements 201.6 209.6
Equipment 420.0 439.3

Total property, plant and equipment 642.7 670.1
Accumulated depreciation (364.4) (367.7)

Property, plant and equipment, net 278.3 302.4
Goodwill 122.4 1,110.5
Intangible Assets, Net of Amortization 44.2 67.0
Other Assets 127.5 155.0
Total Assets $ 2,508.2 $3,746.6

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities

Accounts payable $ 84.1 $ 91.3
Accrued compensation 60.7 49.1
Restructuring and other charges 17.7 10.8
Income taxes 73.0 83.8
Stock loan 179.1 291.0
Deferred revenue 34.6 30.0
Other accrued liabilities 91.4 117.0

Total Current Liabilities 540.6 673.0
Long-Term Restructuring Liabilities 13.3 14.4
Income Taxes 59.7 78.9
Other Long-Term Liabilities 48.1 67.0

Stockholders’ Equity
Preferred stock: authorized 5,000,000 shares of $0.01 par value;

no shares issued and outstanding — —
Common stock: authorized 1,000,000,000 shares of $0.01 par value;

495,757,314 and 493,900,528 shares issued 5.0 4.9
Additional paid-in capital 1,485.9 1,459.5
Treasury stock, at cost: 100,088,341 and 75,177,591 shares (952.4) (796.7)
Retained earnings 1,183.2 2,113.3
Accumulated other comprehensive income 124.8 132.3

Total Stockholders’ Equity 1,846.5 2,913.3
Total Liabilities and Stockholders’ Equity $ 2,508.2 $ 3,746.6

The accompanying notes are an integral part of these statements.

Consolidated Balance Sheets
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Year Ended Year Ended Year Ended

In millions 1/2/09 12/28/07 12/29/06

Common Stock Shares Amount Shares Amount Shares Amount
Balance at beginning of year 493.9 $ 4.9 489.0 $ 4.9 477.0 $ 4.8

Stock issued for employee
stock programs 1.9 0.1 4.9 — 12.0 0.1

Balance at end of year 495.8 5.0 493.9 4.9 489.0 4.9

Additional Paid-In Capital
Balance at beginning of year 1,459.5 1,395.3 1,238.7

Reclassification from
deferred compensation — — (10.9)

Restricted stock award activity 15.3 10.2 7.5
Stock option activity 11.0 50.4 148.2
Stock purchase plan activity — 3.9 6.9
Performance stock units 0.1 (0.3) 0.8
Deferred compensation related

to acquisitions — — 4.1
Balance at end of year 1,485.9 1,459.5 1,395.3

Deferred Compensation
Balance at beginning of year — — (10.9)

Reclassification to additional
paid-in capital — — 10.9

Balance at end of year — — —

Treasury Stock
Balance at beginning of year 75.2 (796.7) 49.9 (598.7) 27.7 (322.8)

Purchases 24.9 (155.7) 25.3 (198.0) 22.2 (275.9)
Balance at end of year 100.1 (952.4) 75.2 (796.7) 49.9 (598.7)

Retained Earnings
Balance at beginning of year 2,113.3 2,042.0 1,847.9

Provisions of FIN 48, adjustment
to beginning retained earnings — 6.3 —

Net (loss) earnings (930.1) 65.0 194.1
Balance at end of year 1,183.2 2,113.3 2,042.0

Accumulated Other Comprehensive Income
Balance at beginning of year 132.3 94.8 57.0

Reclassification adjustment for gain
included in net earnings, net of tax (2.2) (2.5) (0.5)

Unrealized gain on available-for-sale
securities, net of tax 2.9 3.0 5.6

Unrealized gain (loss) on cash
flow hedges, net of tax 2.9 (0.2) 0.3

Unrealized gain on net investment hedges 10.3 — —
Foreign currency translation adjustments (23.0) 34.9 33.6
SFAS 158, net of tax 1.6 2.3 (1.2)

Balance at end of year 124.8 132.3 94.8

Total Stockholders’ Equity $ 1,846.5 $ 2,913.3 $ 2,938.3

The accompanying notes are an integral part of these statements.

Consolidated Statements of Stockholders’ Equity
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Consolidated Statements of Cash Flows

Year Ended Year Ended Year Ended
In millions 1/2/09 12/28/07 12/29/06

Operating Activities
Net (loss) earnings $ (930.1) $ 65.0 $ 194.1

Adjustments to reconcile net (loss) earnings to
net cash provided by operating activities:

Depreciation and amortization 87.4 90.7 103.5
Loss on disposal of property, plant and equipment 9.5 2.0 2.3
Goodwill impairment 988.3 — —
Equity-based compensation 26.4 32.1 52.2
Deferred income taxes (34.6) (2.7) 39.4
Excess tax benefits from equity-based compensation (0.1) (2.1) (15.3)
Restructuring and other charges 40.9 5.8 8.0
Other-than-temporary impairment charges on investments 10.7 5.7 7.0

Net changes in assets and liabilities:
Accounts receivable 16.2 68.4 (81.9)
Inventories (15.0) 3.7 (52.7)
Miscellaneous receivables and other current assets (18.1) 2.5 9.1
Other assets 12.3 14.9 (0.2)
Accounts payable 1.3 (40.0) 21.4
Restructuring and other charges (35.1) (10.7) (9.8)
Deferred revenue 4.6 (25.4) 46.1
Other accrued liabilities (13.0) (32.2) (10.6)
Income taxes (11.5) (29.3) (8.7)
Other long-term liabilities (9.3) (15.0) 16.2

Net Cash Provided by Operating Activities 130.8 133.4 320.1

Investing Activities
Capital expenditures (50.1) (57.7) (67.2)
Proceeds on disposals of property, plant and equipment 0.3 0.1 0.8
Payments for purchases of investments (1,661.7) (1,240.4) (1,654.4)
Proceeds from sales and maturities of investments 1,896.9 1,380.9 822.1

Net Cash Provided by (Used for) Investing Activities 185.4 82.9 (898.7)

Financing Activities
Proceeds from issuance of common stock under stock plans 0.8 31.4 99.6
Repurchase of common stock (155.7) (198.0) (275.9)
Excess tax benefits from equity-based compensation 0.1 2.1 15.3

Net Cash Used for Financing Activities (154.8) (164.5) (161.0)

Effect of Exchange Rate Changes on Cash 1.7 7.6 12.4
Net Increase (Decrease) in Cash and Cash Equivalents 163.1 59.4 (727.2)
Cash and Cash Equivalents at Beginning of Year 213.0 153.6 880.8

Cash and Cash Equivalents at End of Year $ 376.1 $ 213.0 $ 153.6

Other Information
Interest paid $ 2.0 $ 3.0 $ 2.2
Income taxes paid $ 35.7 $ 35.0 $ 46.5

The accompanying notes are an integral part of these statements.



1. Summary of Significant Accounting Policies

Nature of Business
We design and market equipment to telecommunications
service providers worldwide. Our products and services
provide solutions to deliver wireline and wireless voice,
data and video services for business and residential
customers. We also provide deployment and professional
services that support our products.

Principles of Consolidation
Our consolidated financial statements include the
accounts of Tellabs and our subsidiaries. We eliminate
all intercompany accounts and transactions.

Use of Estimates
The preparation of the financial statements in conformity
with U.S. generally accepted accounting principles
(GAAP) requires us to make estimates and assumptions
that affect amounts reported in the financial statements
and accompanying notes. Actual results could differ from
those estimates.

Cash Equivalents
We consider all highly liquid debt instruments purchased
with original maturities of three months or less to be
cash equivalents.

Fair Value of Financial Instruments
Our financial instruments consist of cash and cash
equivalents, accounts receivable, accounts payable,
marketable securities and derivatives. The carrying value
of the cash and cash equivalents, accounts receivable
and accounts payable are reasonable estimates of their
fair value because of their short-term nature. We deter-
mine the fair value of marketable securities and deriva-
tives based on observable inputs such as quoted prices
in active markets, or other than quoted prices in active
markets, that are observable either directly or indirectly.
See discussion in Notes 6 and 7 regarding investments
and derivatives, respectively.

Accounts Receivable Allowances
We base our reserve for allowances on our assessment,
of aged receivables and the collectibility of customers’
accounts. We regularly review the allowance by consid-
ering factors such as customer financial strength, the
age of accounts receivable balances, current economic
conditions that may affect a customer’s ability to pay
and historical experience. As specific balances are
determined to be ultimately uncollectible, they are
removed from our accounts receivable aging.

Inventories and Suppliers
We determine inventory cost using the first-in, first-out
method. We value inventory at the lower of cost or
market, with market determined at the lower of current
replacement cost or net realizable selling price. We
determine the amount of inventory that is excess and
obsolete and purchase commitments in excess of
requirements using estimates of future demand for indi-
vidual components of raw materials and finished goods.

We outsource the manufacturing of our products to
third-party suppliers. Although a limited number of
suppliers are used to manufacture our products, we
believe other suppliers could provide similar products
on comparable terms. An inability of a supplier to pro-
vide product would cause a near-term reduction of rev-
enue, which would affect operating results adversely.

Property, Plant and Equipment
We record property, plant and equipment at cost. We
compute depreciation using both the declining-balance
and straight-line methods. Buildings are depreciated
over 25 to 40 years; building improvements over
7 years; leasehold improvements over the lesser of
the life of the lease or the useful life of the asset,
currently 3 to 15 years; and equipment over 3 to
10 years. We evaluate property, plant and equipment
for impairment whenever events or changes in circum-
stances indicate that the carrying amount of an asset
may not be fully recoverable.

Stock Options
At the beginning of 2006, we adopted the provisions
of Statement of Financial Accounting Standards
(SFAS) 123(R), Share-Based Payments, requiring us to
recognize expense related to the fair value of equity-
based compensation awards. We elected to use the
modified prospective transition method and therefore
did not restate prior periods. In addition, we eliminated
the balance of deferred compensation expense in
Stockholders’ Equity against Additional paid-in capital
on December 31, 2005, as required by this statement.

Income Taxes
We recognize deferred tax assets and liabilities for the
future tax consequences attributable to differences
between the financial statement carrying amounts of exist-
ing assets and liabilities and their respective tax basis at
enacted tax rates when such amounts are expected to be
realized or settled. We provide valuation allowances if,
based on the weight of available evidence, it is more likely
than not that some or all of the deferred tax assets will not
be realized.

Notes to Consolidated Financial Statements
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Goodwill
We currently have goodwill in the Services segment.
Goodwill impairment is reviewed annually and when
impairment indicators exist by comparing the segment’s
net book value to fair value in accordance with SFAS 142,
Goodwill and Other Intangible Assets. The process of eval-
uating the potential impairment of goodwill is subjective
because it requires the use of estimates and assumptions.
We use the discounted cash flow method to estimate the
fair value of the segment. This methodology requires us to
use estimates and judgments about the future cash flows
of the segment. The assumptions used in our cash flow
forecasts are consistent with plans and estimates we use
to manage the underlying segment. See the discussion in
Note 4 regarding goodwill.

Intangible Assets
Our intangible assets are made up primarily of purchased
technology and customer relationships from acquisitions.
All assets are amortized over their estimated useful lives
and reviewed for impairment, in accordance with
SFAS 144, Accounting for the Impairment or Disposal of
Long-Lived Assets, when indicators of impairment exist,
such as loss of customer relationships, customer nonac-
ceptance of our products and underlying technology, and
reduced product margins indicating declining operating
performance or cash flows. The estimated useful lives of
these assets are evaluated to determine if changes in an
estimate is required, in accordance with SFAS 142,
Goodwill and Other Intangible Assets. The remaining car-
rying value of the asset is amortized prospectively over
the remaining adjusted useful life of the asset. The review
for potential impairment and change in estimated useful
lives requires us to use estimates and judgments of future
cash flows, consistent with plans and estimates we use to
manage related product cash flows.

Revenue Recognition
Determining the proper revenue recognition in our financial
statements requires us to make judgments about the
application of the accounting rules based on the facts and
circumstances of each customer arrangement.

We recognize revenue when persuasive evidence of an
arrangement exists, delivery has occurred or services have
been rendered, the price or fee is fixed or determinable, and
collectibility is reasonably assured in accordance with the
guidance in the Securities and Exchange Commission Staff
Accounting Bulletin (SAB) No. 104, Revenue Recognition.

Contracts and customer purchase orders are generally
used to determine the existence of an arrangement.
Shipping terms and related documents are used to verify
delivery or performance.

The Company assesses whether the sales price is fixed
or determinable based on payment terms and whether the
sales price is subject to refund or adjustment. If the fee is
not fixed or determinable, revenue is recognized as pay-
ments become due from the customer.

Collectibility is assessed based on the creditworthiness
of the customer as determined by credit checks and the
customer’s payment history to the Company. If collectibility
is not considered probable, revenue is not recognized until
the fee is collected.

The majority of our revenue comes from product sales.
We generally recognize revenue either upon shipment or
upon delivery to the customer, depending on the contrac-
tual delivery terms.

Some of our customer agreements contain acceptance
clauses that grant the customer the right to return or
exchange products that do not conform to specifications. If
we do not have sufficient historical evidence of customer
acceptance, we recognize revenue when the conditions of
acceptance have been met or the acceptance provisions
lapse. When we have sufficient historical evidence that our
products meet the specifications, we recognize revenue
upon shipment or delivery.

Some customer agreements grant the right to return or
exchange product based on subjective criteria. We accrue
for returns under the guidance of SFAS 48, Revenue
Recognition When Right of Return Exists, based on histori-
cal evidence of rates of return. We recognize revenue, net
of potential returns, upon shipment or upon delivery of the
product to the customer.

Some of our customer arrangements are in the form of
distribution agreements, with contractual rights of return,
promotional rebates, and other incentives and credits. We
recognize revenue net of estimated returns and rebates,
which are calculated based on contractual provisions and
historical evidence of returns activity.

We also recognize revenue from deployment services,
support agreements, training and professional services.
Deployment services revenue results from installation of
our products at customer sites. Installation services, which
generally occur over a short time period, are not services
required for the functionality of our products, as customers
may purchase installation services from us, install our prod-
ucts themselves, or hire third parties to perform the instal-
lation. We recognize revenue for deployment services upon
completion. We recognize revenue from support agreements
ratably over the service period. We recognize training and
other professional services revenue upon completion.

Some of our customer arrangements include multiple
deliverables, such as product sales that include services to
be performed after delivery of the product. In such cases,
we apply the guidance in Emerging Issues Task Force
(EITF) 00-21, Revenue Arrangements with Multiple
Deliverables. Generally, we account for a deliverable (or
a group of deliverables) separately if (1) the delivered
item(s) has stand-alone value to the customer, (2) there
is objective and reliable evidence of the fair value of the
undelivered item(s) included in the arrangement, and (3) if
we have given the customer a general right of return rela-
tive to the delivered item(s), delivery or performance of the



undelivered item(s) or service(s) is probable and substan-
tially in our control.

We generally determine if objective and reliable evidence
of fair value for the items included in a multiple-element
arrangement exists based on whether we have vendor
specific objective evidence (VSOE) of the price that we sell
an item for on a stand-alone basis. If we do not have VSOE
for the item, we will use the price charged by a vendor
selling a comparable product or service on a stand-alone
basis to similarly situated customers, if available.

When there is objective and reliable evidence of fair
value for all units of accounting in an arrangement, we allo-
cate the arrangement consideration to the separate units of
accounting based on their relative fair values. In cases
where we have objective and reliable evidence of fair
value for the undelivered items in an arrangement, but no
such evidence for the delivered items, we allocate the
arrangement consideration using the residual method. If
the elements cannot be considered separate units of
accounting, or if we cannot determine the fair value of any
of the undelivered elements, we defer revenue until the
entire arrangement is delivered or fair value can be
determined for all undelivered units of accounting.

Once we have determined the amount, if any, of
arrangement consideration allocable to the undelivered
item(s), we apply the applicable revenue recognition policy,
as described elsewhere herein, to determine when such
amount may be recognized as revenue.

When an arrangement includes software that is more
than incidental, we account for the transaction under the
provisions of Statement of Position (SOP) 97-2, Software
Revenue Recognition. If the arrangement includes non-
software elements for which software is essential to
the functionality of the element, those elements are
also accounted for under SOP 97-2, as prescribed in
EITF 03-05, Applicability of AICPA Statement of Position
97-2 to Non-Software Deliverables in an Arrangement
Containing More-Than-Incidental Software.

Many of our customer arrangements include the right to
invoice the customer for costs of shipping product to the
customer’s location. In these cases, we record the amount
included on the customer’s invoice for shipping costs as
revenue, in accordance with EITF 00-10, Accounting for
Shipping and Handling Fees and Costs. The cost of ship-
ping products to customers is recorded as cost of revenue.

EITF 06-03, How Taxes Collected from Customers and
Remitted to Governmental Authorities Should be Presented
in the Income Statement, which was issued in 2006,
allows revenue to be presented either gross or net of these
sales-related taxes. We record revenue net of any sales-
related taxes that are billed to our customers. We believe
this approach results in financial statements that are more
easily understood by investors.

Earnings Per Share
We base earnings per share on the weighted average num-
ber of common shares (basic) and the weighted average

common shares adjusted for assumed exercises of dilutive
stock options, restricted stock and shares under the
employee stock purchase plan (diluted). We base earnings
per share in periods of a net loss solely on basic weighted
average number of common shares under GAAP.

Foreign Currency Translation
We generally measure the financial statements of our for-
eign subsidiaries using the local currency as the functional
currency. In such cases, we translate assets and liabilities
at exchange rates in effect at the balance sheet date, and
we translate revenue and expenses at weighted average
exchange rates during the year. We record the gain or loss
from translating a subsidiary’s stockholders’ equity into
U.S. dollars as foreign currency translation adjustments in
Accumulated other comprehensive income.

Foreign Currency Transactions
We recognize foreign currency transaction gains and
losses resulting from changes in exchange rates in
Other expense, net.

2. New Accounting Pronouncements

In December 2008, the Financial Accounting Standards
Board (FASB) issued FASB Staff Position (FSP) 132(R)-1,
Employers’ Disclosures about Pensions and Other
Postretirement Benefits. FSP 132(R)-1 requires enhanced
disclosures about the plan assets of a Company’s defined
benefit and other postretirement plans. This FSP is effec-
tive for fiscal years ending after December 15, 2009.
FSP 132(R)-1 will not impact our financial position or
results of operations because it only affects financial
statement disclosures.

In May 2008, the FASB issued SFAS 162, The
Hierarchy of Generally Accepted Accounting Principles.
This statement identifies the sources of accounting
principles and how those accounting principles should be
used in preparing financial statements in accordance with
GAAP. This statement was effective November 15, 2008.
SFAS 162 had no impact on our financial statements.

In March 2008, the FASB issued SFAS 161,
Disclosures About Derivative Instruments and Hedging
Activities, an amendment of SFAS 133. SFAS 161 is
designed to improve the transparency of an entity’s finan-
cial reporting by requiring enhanced disclosures about an
entity’s derivative and hedging activities. SFAS 161 is
effective for fiscal years and interim periods beginning on or
after November 15, 2008. SFAS 161 will not impact our
financial position or results of operations because it only
affects financial statement disclosures.

In December 2007, the FASB issued SFAS 160,
Noncontrolling Interests in Consolidated Financial
Statements, an amendment of ARB No. 51. SFAS 160
establishes accounting and reporting standards designed
to improve the relevance, comparability and transparency
of the financial information provided in a reporting entity’s
consolidated financial statements. SFAS 160 is effective
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for fiscal years and interim periods beginning on or after
December 15, 2008. SFAS 160 will not have a material
impact on our financial statements. However, it could
impact our accounting for future transactions.

In December 2007, the FASB issued SFAS 141(R),
Business Combinations. SFAS 141(R) establishes princi-
ples and requirements for an acquirer, that are designed to
improve the relevance, representational faithfulness and
comparability of information provided by a reporting entity
in its financial reports about business combinations and
their effects. SFAS 141(R) is effective prospectively to
business combinations with an acquisition date on or after
the beginning of the first annual reporting period begin-
ning on or after December 15, 2008. We adopted this
statement on January 3, 2009. The impact of the adop-
tion of SFAS 141(R) on our financial statements will
largely be dependent on the size and nature of the busi-
ness combinations completed after the adoption of this
statement. While SFAS 141(R) generally applies only to
transactions that close after its effective date, the amend-
ments to SFAS 109, Accounting for Income Taxes and
FASB Interpretation (FIN) 48, Accounting for Uncertainty
in Income Taxes, are applied prospectively as of the adop-
tion date and will apply to business combinations with
acquisition dates before the effective date of SFAS 141R.
We estimate that approximately $14.4 million of unrecog-
nized tax benefits associated with prior acquisitions, if
recognized, would impact income tax expense instead of
goodwill in future periods as a result of SFAS 141(R).

We adopted the provisions of SFAS 157, Fair Value
Measurements, for all financial assets and liabilities and
recurring non-financial assets and liabilities and SFAS 159,
The Fair Value Option for Financial Assets and Financial
Liabilities, including an amendment of SFAS 115, on
December 29, 2007. The adoption of these standards had
no effect on our beginning retained earnings or current
earnings. See Note 5, Fair Value Measurements, for addi-
tional information. In February 2008, the FASB issued
FASB Staff Position (FSP) 157-2, an amendment to the
Fair Value Measurements standard. Based on the provi-
sions of FSP 157-2, we have deferred adoption of
SFAS 157 to January 3, 2009, for all non-recurring non-
financial assets that include property, plant and equipment,
goodwill, intangible assets and investments in partnerships
and start-up technology companies. FSP 157-2 will not
have a material impact on our financial statements.

3. Restructuring and Other Charges

During the fourth quarter of 2008, management initiated a
plan that resizes Tellabs business to reflect market condi-
tions. Restructuring actions under this plan include reduc-
ing future investment in access products and freeing up
resources to focus on data and transport products. The pre-
tax restructuring charges for this plan are expected to be
approximately $23 million, which includes approximately

$10 million in severance charges for workforce reductions
and $13 million for facility- and asset-related charges. In
the fourth quarter of 2008, we recorded $17.3 million, of
which $10.3 million was for severance and $7.0 million
was for facility-related charges. Cash payments under this
plan are expected to be approximately $16 million.
Restructuring actions under this plan are expected to be
completed by the third quarter of 2009.

During the second quarter of 2008, management initi-
ated a plan to consolidate several facilities as a result of the
discontinuation of the Tellabs® 8865 optical line terminal.
The facility consolidations were also impacted by the head-
count reductions that were announced in September 2007
and January 2008. We incurred $12.4 million for this plan,
of which $12.3 million was for facility reductions and
fixed asset write-downs and $0.1 million was for other
obligations. Actions under this plan were completed in the
third quarter of 2008.

During the first quarter of 2008, management commit-
ted to a plan to improve gross profit margins and reduce
operating expenses. The pretax restructuring charges for this
plan are $12 million, which includes $7 million in sever-
ance charges for workforce reductions and $5 million in
facility- and asset-related charges. We incurred $11.5 mil-
lion in 2008. Remaining actions under this plan were com-
pleted in January 2009. Total cash payments are expected
to be approximately $10 million, of which $9 million was
paid in 2008. Severance cash payments totaled $6 million
and $3 million related to facility payments. The remaining
cash payments of approximately $1 million related to sever-
ance are expected to be completed in 2009.

During the third quarter of 2007, management inititated
a plan to better align resources with strategic business
objectives. The primary activity was a reduction of head-
count in both the Broadband and Transport segments. By
the end of 2007, we reduced headcount by 126 and
recorded $5.5 million, primarily in cash severance expense
related to those reductions. We completed the objectives of
this plan in the fourth quarter of 2007.

In the second quarter of 2006, management inititated
restructuring activities to reduce costs and better align
resources with internal needs and our customers’ require-
ments. The activities included consolidation of two order
configuration and distribution centers in North America
into a single location, and a reduction of headcount in
both the Transport and Broadband segments. We reduced
headcount by 126 employees during 2006 and closed
or consolidated two leased facilities as a result. These
activities have been completed. The total expense of the
2006 restructuring plans was $9.2 million, which
included $2.3 million in severance costs, $6.7 million in
facility charges and $0.2 million in asset disposals, all of
which were recorded in 2006.

A reduction of $0.3 million to prior restructuring plans
in 2008 primarily consists of a reduction in severance. An



additional charge to restructuring expense in 2007 of
$0.3 million includes a reduction of $0.1 million in sever-
ance and an increase of $0.4 million in facility-related
charges. Reductions to restructuring expense in 2006
totaled $1.2 million, including $0.5 million in severance
and $0.7 million in facility-related charges. The changes in
2008, 2007 and 2006 are due to changes in estimates to
previous restructuring plans.

Our accrual for restructuring plans as of January 2,
2009, was $31.0 million. The 2008 restructuring plans
balance of $18.5 million consists of $8.2 million in cash
severance that we expect to pay through the second quarter
of 2010 and $10.3 million in net lease obligations that
expire in 2015. The 2007 restructuring plan balance of
$0.1 million consists of cash severance that we expect to
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pay through the first quarter of 2009. The $12.4 million
balance for previous restructuring plans relates to net lease
obligations that expire by 2011.

The following table summarizes restructuring and other
charges recorded for the plans mentioned above, as well as
adjustments to reserves recorded for prior restructurings:

In millions 2008 2007 2006

Severance and other
termination benefits $16.7 $5.4 $1.8

Facility and other
exit costs 23.6 0.4 6.2

Other obligations 0.6 — —
Total restructuring and

other charges $40.9 $5.8 $8.0

The following table summarizes our restructuring and other charges activity by segment during 2008 and 2007 and
the status of the reserves at year end:

Balance at Restructuring Cash Other Balance at
In millions 12/28/07 Expense Payments Activities1 1/2/09

2008 Restructuring Plans
Broadband $ — $31.9 $ (8.1) $ (7.9) $15.9
Transport — 5.2 (2.1) (1.6) 1.5
Services — 4.1 (2.5) (0.5) 1.1
Subtotal 2008 Restructuring — 41.2 (12.7) (10.0) 18.5

2007 Restructuring Plan
Broadband 3.6 (0.4) (3.1) — 0.1
Transport 0.4 — (0.4) — —
Subtotal 2007 Restructuring 4.0 (0.4) (3.5) — 0.1

Previous Restructuring Plans
Broadband 5.5 (0.1) (3.2) — 2.2
Transport 15.7 0.2 (5.7) — 10.2
Subtotal Previous Restructuring 21.2 0.1 (8.9) — 12.4
Total All Restructuring Plans $25.2 $40.9 $(25.1) $(10.0) $31.0

Balance at Restructuring Cash Other Balance at
In millions 12/29/06 Expense Payments Activities1 12/28/07

2007 Restructuring Plan
Broadband $ — $ 4.8 $ (1.4) $ 0.2 $ 3.6
Transport — 0.7 (0.3) — 0.4
Subtotal 2007 Restructuring — 5.5 (1.7) 0.2 4.0

2006 Restructuring Plans
Broadband 7.1 1.0 (2.7) — 5.4
Transport 0.2 — — — 0.2
Subtotal 2006 Restructuring 7.3 1.0 (2.7) — 5.6

Previous Restructuring Plans
Broadband 0.2 — (0.1) — 0.1
Transport 22.6 (0.7) (6.4) — 15.5
Subtotal Previous Restructuring 22.8 (0.7) (6.5) — 15.6
Total All Restructuring Plans $30.1 $ 5.8 $(10.9) $ 0.2 $25.2
1 Other activities include the effects of currency translation, write-downs of property, plant and equipment to be disposed, and other changes in the reserve

that do not flow through restructuring expense.



TELLABS ANNUAL REPORT 2008

41

Intangible Assets
We amortize intangible assets with finite lives on a straight-
line basis over their estimated useful lives. Trade names/
trademarks are amortized over 4 months; customer rela-
tionships/backlog over 6 months to 9 years; developed
technology over 2 to 7 years; and leasehold estates over
4 to 10 years.

In accordance with SFAS 144, Accounting for the
Impairment or Disposal of Long-Lived Assets, intangible
assets are reviewed for impairment when events or cir-
cumstances indicate their carrying amount may not be
recoverable. Based on recent business conditions, a
review of intangible assets was completed for the third
quarter of 2008. Based on this review, we recorded a
charge of $0.6 million for impaired developed technology
related to the Tellabs® 1100 access platform due to

reduced demand. No impairment was recorded in 2007.
In 2006, we recorded a charge of $1.4 million for
impaired developed technology related to the Tellabs®

1600 small business ONT, based on reduced demand.
The impairment adjustments for 2008 and 2006 are
included in Intangible asset amortization. Total impair-
ment for these assets relate to the Broadband segment.

In accordance with the provisions of SFAS 142, we
review the estimated useful lives of intangible assets to
determine if events or circumstances warrant a change in
the remaining useful life of an asset. During the fourth
quarter of 2008, the estimated useful lives of some of
our developed technology and customer relationships
changed due to revised sales projections related to access
products and customers, thus increasing accumulated
amortization by approximately $1.2 million.

4. Goodwill and Intangible Assets

Goodwill
In 2006 we began reporting operations in multiple seg-
ments: Broadband, Transport and Services. Due to the
change in operating segments, goodwill was allocated to
each operating segment beginning in 2006, based on
each segment’s proportional fair value.

We test each operating segment for possible goodwill
impairment by comparing each segment’s net book value
with fair value in accordance with SFAS 142, Goodwill
and Other Intangible Assets. We review goodwill annually
for impairment, unless potential interim indicators exist
that could result in impairment.

In the third quarter of 2008, we performed an interim
review on all three operating segments since market
capitalization was less than book value for a sustained
period and we continued to face challenging market condi-
tions. The process of evaluating the potential impairment
of goodwill is subjective because it requires the use of
estimates and assumptions. We use the discounted cash
flow method to estimate the fair value of each operating
segment. This methodology requires the use of estimates
and judgments about the future cash flows of the operat-
ing segments. Although we base cash flow forecasts on
assumptions that are consistent with plans and estimates
we use to manage the underlying operating segments,

there is significant judgment in determining the cash
flows attributable to these operating segments. As a result
of our interim review, we recorded a goodwill impairment
charge of $988.3 million, of which $594.2 million
related to the Broadband segment and $394.1 million
related to the Transport segment, completely eliminating
their goodwill balances. The Services segment did not
incur an impairment of its goodwill since the fair value
of the segment was determined to be greater than the
carrying value.

During the fourth quarter of 2008, we tested the
Services segment for possible goodwill impairment as part
of our annual review. As the Services segment’s fair value
was greater than its net book value and no impairment
indicators existed, further impairment tests were not
deemed necessary and no impairment loss was recorded.

In 2008, we reduced goodwill by $0.2 million due
to a state tax audit settlement of a subsidiary’s pre-
acquisition year. In 2007, we made adjustments of
$0.6 million related to the adoption of FIN 48,
Accounting for Uncertainty in Income Taxes, which
resulted in a reduction of our tax benefit associated with
prior acquisitions.

The allocation of goodwill and goodwill activity by
segment follows:

2008 2007

In millions Broadband Transport Services Total Broadband Transport Services Total

Beginning balance $ 593.9 $ 394.0 $122.6 $1,110.5 $592.3 $392.9 $122.2 $1,107.4
(Reductions)/additions (0.1) (0.1) — (0.2) 0.3 0.2 0.1 0.6
Currency translation

adjustments 0.4 0.2 (0.2) 0.4 1.3 0.9 0.3 2.5
Impairment (594.2) (394.1) — (988.3) — — — —
Ending balance $ — $ — $122.4 $ 122.4 $593.9 $394.0 $122.6 $1,110.5
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The gross carrying amount and accumulated amortization of intangible assets subject to amortization are
as follows:

In millions 1/2/09 12/28/07

Gross Accumulated Gross Accumulated
Assets Amortization Net Assets Amortization Net

Developed technology $149.2 $(123.8) $25.4 $149.2 $(102.4) $46.8
Customer relationships/backlog 34.2 (13.5) 20.7 34.2 (10.6) 23.6
Trade name/trademarks 2.0 (2.0) — 2.0 (2.0) —
Leasehold estates1 (2.9) 1.0 (1.9) (4.6) 1.2 (3.4)
Total $182.5 $(138.3) $44.2 $180.8 $(113.8) $67.0
1 Leasehold estates as of January 2, 2009, reflects a net reclass of $1.1 million to Restructuring and other charges due to the consolidation of a facility.

The estimated amortization expense for each of the
next five years follows:

In millions

2009 $23.2
2010 $ 9.8
2011
2012 $ 3.8
2013 $ 3.8

5. Fair Value Measurements

We adopted the provisions of SFAS 157, Fair Value
Measurements, for all financial assets and liabilities and
recurring non-financial assets and liabilities and SFAS 159,
The Fair Value Option for Financial Assets and Financial
Liabilities, including an amendment of SFAS 115, on
December 29, 2007.

SFAS 157, Fair Value Measurements, defines fair
value, establishes a fair value hierarchy that prioritizes
the sources used to measure fair value and expands
disclosures about fair value measurements. SFAS 157
clarifies that fair value is an exit price, representing the
amount that would be received to sell an asset or paid
to transfer a liability in an orderly transaction between
market participants. As such, fair value is a market-based
measurement that should be determined based on
assumptions that market participants would use in pricing
an asset or liability. As a basis for considering such
assumptions, SFAS 157 establishes a three-tier fair value
hierarchy, which prioritizes the inputs used in measuring
fair value as follows:

• Level 1 – Observable inputs, such as quoted prices
in active markets;

• Level 2 – Inputs, other than the quoted prices in
active markets, that are observable either directly or
indirectly; and

• Level 3 – Unobservable inputs in which there is little
or no market data, which require the reporting entity
to develop its own assumptions.

A financial instrument’s level within the fair value

hierarchy is based on the lowest level of any input that is
significant to the fair value measurement. In determining
fair value for recurring financial assets and liabilities, we
separate our financial instruments into three categories:
marketable securities, other marketable securities and
stock loan, and derivative financial instruments. These
assets and liabilities are all valued based on the market
approach that uses prices and other relevant information
generated by market transactions involving identical or
comparable assets or liabilities.

Marketable Securities
We use a third-party provider to determine fair values of
marketable securities. The third-party provider receives
market prices for each marketable security from a variety
of industry standard data providers, security master files
from large financial institutions and other third-party
sources with reasonable levels of price transparency. The
third-party provider uses these multiple prices as inputs
into a pricing model to determine a weighted average
price for each security. We classify U.S. Treasury bills and
bonds as Level 1 based upon quoted prices in active
markets. All other marketable securities are classified as
Level 2 based upon the other than quoted prices with
observable market data. The type of instruments valued
based upon the observable market data include U.S. gov-
ernment sponsored enterprise (agency) debt obligations,
Federal Deposit Insurance Corporation (FDIC)-backed
corporate debt obligations, investment grade corporate
bonds, state and municipal debt obligations, mortgaged
backed debt obligations guaranteed by Government
National Mortgage Association (GNMA), certain FDIC-
backed bank certificates of deposit, foreign government
debt obligations, and foreign corporate debt obligations
guaranteed by foreign governments.

Other Marketable Securities and Stock Loan
We classify holdings in other marketable securities (Cisco
common stock) and the related stock loan as Level 1 in
the fair value hierarchy. We classify these as Level 1 since
they are actively traded through a governed exchange.

$ 3.8
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Fair Value Measurements at January 2, 2009

Quoted Prices Significant
in Active Other Significant

Markets for Observable Unobservable
Balance at Identical Assets Inputs Inputs

In millions 1/2/09 (Level 1) (Level 2) (Level 3)

Assets
Investments in marketable securities

U.S. government debt obligations $223.5 $223.5 $ — $—
U.S. government-sponsored enterprise (agency)

debt obligations 103.4 — 103.4 —
Municipal tax-exempt debt obligations 36.9 — 36.9 —
Corporate debt obligations guaranteed by FDIC 69.5 — 69.5 —
Corporate debt obligations 41.9 — 41.9 —
Mortgaged backed debt obligations guaranteed by GNMA 35.4 — 35.4 —
Certificates of deposit guaranteed by FDIC 33.7 — 33.7 —
Foreign government debt obligations 214.5 — 214.5 —
Foreign corporate debt obligations guaranteed

by foreign governments 17.2 — 17.2 —
Subtotal 776.0 223.5 552.5 —
Other marketable securities 179.1 179.1 — —
Derivative financial instruments 3.4 — 3.4 —
Total Assets $958.5 $402.6 $555.9 $—

Liabilities
Stock loan $179.1 $179.1 $ — $—
Total Liabilities $179.1 $179.1 $ — $—

Derivative Financial Instruments
Our foreign currency forward contracts are executed as
exchange-traded. Market participants can be described
as large money center or regional banks. Exchange-traded
derivatives typically fall within Level 1 or Level 2 in the
fair value hierarchy depending on whether they are
deemed to be actively traded or not.

We have elected to value derivatives as Level 2, using
observable market data at the measurement date and
standard valuation techniques to convert future amounts
to a single present amount (discounted). Mid-market
pricing is used as a practical expedient for fair value
measurements. Key inputs for currency derivatives are the
spot rate, interest rates and credit derivative markets. The
spot rate for each currency is the same spot rate used for
all balance sheet translations at the measurement date.
The following values are calculated from commonly
quoted intervals available from a third-party financial
information provider. Forward points and LIBOR rates are
used to calculate a discount rate to apply to assets and

liabilities. One-year credit default swap spreads are used
to discount derivative assets, all of which have final
maturities of less than 12 months. We calculate the
discount to the derivative liabilities to reflect the poten-
tial credit risk to lenders and have used the spread over
LIBOR based on the credit risk of our counterparties.
Each asset is individually discounted to reflect our
potential credit risk and we have used the spread over
LIBOR based on similar credit risk. We do not adjust
the fair value for immaterial credit risk.

We have applied a valuation method for financial
assets and liabilities and recurring non-financial assets
consistently during this period and prior periods. The
following table sets forth by level within the fair value
hierarchy “Financial instruments owned at fair value.” As
required by SFAS 157, assets and liabilities are classified
in their entirety based on the lowest level of input that is
significant to the fair value measurement.

Assets and liabilities measured at fair value on a
recurring basis are:
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We deferred adoption of SFAS 157 for all non-recurring,
non-financial assets per the provisions of FSP 157-2,
which include property, plant and equipment, goodwill,
intangible assets and investments in partnerships and
start-up technology companies.

6. Investments

We account for investments in marketable securities at
market prices, with the unrealized gain or loss, less
deferred income taxes, shown as a separate component of
stockholders’ equity. We base realized gains and losses on
specific identification of the security sold. At January 2,
2009, and December 28, 2007, available-for-sale mar-
ketable securities consisted of the following:

Amortized Unrealized Unrealized Fair
In millions Cost Gain Loss Value

2008
U.S. government debt obligations $ 223.4 $0.5 $(0.4) $ 223.5
U.S. government-sponsored enterprise

(agency) debt obligations 102.0 1.4 — 103.4
Municipal tax-exempt debt obligations 36.8 0.1 — 36.9
Corporate debt obligations guaranteed by FDIC 68.3 1.2 — 69.5
Corporate debt obligations 42.2 0.2 (0.5) 41.9
Mortgaged backed debt obligations guaranteed by GNMA 35.3 0.2 (0.1) 35.4
Cerfificates of deposit guaranteed by FDIC 33.7 — — 33.7
Foreign government debt obligations 211.9 2.9 (0.3) 214.5
Foreign corporate debt obligations guaranteed

by foreign governments 17.1 0.1 — 17.2
Total $ 770.7 $6.6 $(1.3) $ 776.0

2007
U.S. government debt obligations $ 80.7 $0.6 $(0.1) $ 81.2
U.S. government-sponsored enterprise

(agency) debt obligations 256.9 2.7 — 259.6
Municipal tax-exempt debt obligations 283.4 1.7 — 285.1
Corporate debt and asset-backed obligations 184.7 1.0 (1.5) 184.2
Foreign government debt obligations 73.4 0.1 (0.2) 73.3
Foreign bank and corporate debt obligations 103.9 0.7 (0.4) 104.2
Preferred and common stocks 18.6 — (0.7) 17.9
Total $1,001.6 $6.8 $(2.9) $1,005.5

Of our available-for sale debt obligations at January 2,
2009, $236.4 million have contractual maturities of
less than 12 months, $504.3 million have contractual
maturities of greater than one year up to five years and
$35.3 million have contractual maturities greater than
five years.

Gross unrealized gains related to fixed-income securi-
ties were caused by interest rate fluctuations. Gross
unrealized losses related to fixed-income securities were
primarily due to changes in market conditions that caused
spreads to widen and interest rate fluctuations for fixed-
income securities. We review investments held with
unrealized losses to determine if the loss is other-than-
temporary. We evaluated near-term prospects of the
security in relation to the severity and duration and our

intent and ability to hold the security for a period of time
sufficient to allow for an anticipated recovery. Based on
our review, we determined that it was reasonable to
assume that some of our investments would not recover
to fair value due to the severity and duration of the
impairment. We recognized other-than-temporary impair-
ments of $0.8 million for the year ended January 2,
2009, and $5.2 million for the year ended December 28,
2007. For all other investments we determined that our
ability and intent to hold these investments for a reason-
able period of time sufficient for a forecasted recovery of
fair value was reasonable and do not consider these
investments to be other-than-temporarily impaired at
January 2, 2009. No other-than-temporary impairments
were recorded for the year ended December 29, 2006.
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Investments in marketable securities with unrealized losses at January 2, 2009, and December 28, 2007, were as follows:

Unrealized Loss Unrealized Loss
Less than 12 months Greater than 12 months Total

Fair Unrealized Fair Unrealized Fair Unrealized
In millions Value Loss Value Loss Value Loss

2008
U.S. government debt obligations $ 4.0 $— $44.6 $(0.4) $ 48.6 $(0.4)
Corporate debt obligations 17.2 (0.4) 6.6 (0.1) 23.8 (0.5)
Mortgaged backed debt obligations

guaranteed by GNMA — — 16.6 (0.1) 16.6 (0.1)
Foreign government debt obligations — — 15.6 (0.3) 15.6 (0.3)
Total $ 21.2 $(0.4) $83.4 $(0.9) $104.6 $(1.3)

2007
U.S. government debt obligations $ 28.8 $(0.1) $ — $ — $ 28.8 $(0.1)
Corporate debt and asset-backed

obligations 53.5 (1.2) 11.1 (0.3) 64.6 (1.5)
Foreign government debt obligations 31.2 (0.1) 15.1 (0.1) 46.3 (0.2)
Foreign bank and corporate debt

obligations 50.9 (0.3) 10.7 (0.1) 61.6 (0.4)
Preferred and common stocks 3.8 (0.7) — — 3.8 (0.7)
Total $168.2 $(2.4) $36.9 $(0.5) $205.1 $(2.9)

The following table presents gross realized gains and losses related to fixed income investments:

Year Ended
In millions 1/2/09 12/28/07 12/29/06

Gross realized gains $ 19.3 $ 3.2 $ 0.6
Gross realized losses1 (22.9) (8.7) (1.1)
Total $ (3.6) $(5.5) $(0.5)

1 Includes other-than-temporary impairments of $0.8 million for the year ended January 2, 2009, and $5.2 million for the year ended December 28, 2007.

As a result of our acquisition of Advanced Fibre
Communications, Inc. (AFC) in 2004, we acquired
10.6 million shares of Cisco common stock, shown as
Other marketable securities in Current Assets. AFC owned
this stock as a result of its investment in privately held
Cerent Corporation, which was acquired by Cisco in 1999.
In 2000, AFC entered into two three-year hedge contracts,
pledging all of the Cisco stock to secure the obligations
under the contracts. When the hedge contracts matured
in 2003, AFC entered into stock loan agreements with a
lender, borrowing 10.6 million shares of Cisco stock to
settle the hedge contracts on the Cisco stock. The aggre-
gate amount of the fair values of those stock loans is
reflected as a current liability on our balance sheets as of
January 2, 2009, and December 28, 2007. The values of

both the asset and liability move in tandem with each
other since each is based on the number of shares we
hold at the current stock price. At January 2, 2009,
Other marketable securities and Stock loan was
$179.1 million at a market price of $16.96 per share
and $291.0 million at a market price of $27.56 per
share at December 28, 2007. The fees for 2008 associ-
ated with the stock loan agreement were $1.7 million.

In addition to the above investments, we maintain
investments in partnerships and in start-up technology
companies. We recorded these investments in Other
Assets. These investments totaled $8.7 million recorded
at cost at January 2, 2009, and $21.3 million
($19.8 million recorded at cost and $1.5 million
recorded at fair value) at December 28, 2007.
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We review each investment in our portfolio quarterly,
including historical and projected financial performance,
expected cash needs and recent funding events. We rec-
ognize other-than-temporary impairments if the market
value of the investment is below its cost basis for an
extended period of time or if the issuer has experienced
significant financial declines or difficulties in raising
capital to continue operations. Other-than-temporary
impairments were $9.9 million for the year ended
January 2, 2009, and are included in Other expense,
net in the Consolidated Statements of Operations.

Other-than-temporary impairments were $0.5 million
for the year ended December 28, 2007, and $7.0 million
for the year ended December 29, 2006. During 2006, we
recorded a net gain of $5.5 million to Other Comprehensive
Income on available-for-sale securities as the investment
was converted from preferred to public common shares.
The investment had an aggregate value of $7.5 million.

7. Derivative Financial Instruments

Financial Contracts and Market Risk
We conduct business on a global basis in U.S. and foreign
currencies, so our financial results are subject to risks
associated with fluctuating foreign exchange rates. To
mitigate these risks, we have a foreign currency exposure
management program, which uses derivative foreign
exchange contracts to address nonfunctional currency
exposures that are expected to be settled in one year or
less. We enter into derivative foreign exchange contracts
only to the extent necessary to meet our goal of mitigating
nonfunctional foreign currency exposures. We do not enter
into hedging transactions for speculative purposes. The
derivative foreign exchange contracts consist of foreign
currency forward and option contracts.

Derivative financial contracts involve elements of
market and credit risk not recognized in the financial

statements. The market risk that results from these
contracts relates to changes in foreign currency exchange
rates, which generally are offset by changes in the value of
the underlying assets or liabilities being held. Credit risk
relates to the risk of nonperformance by a counterparty to
one of our derivative contracts. We do not believe there
is a significant credit risk associated with our hedging
activities. We monitor the counterparties’ credit ratings
and other market data to minimize credit risk. In addition,
we also limit the aggregate contract amount entered into
with any one financial institution to mitigate credit risk.

Non-designated Hedges
We use derivative contracts to manage overall foreign
currency exposures that are remeasured through income.
We record these contracts on the balance sheet at fair
value. Changes in the fair value of these contracts,
excluding forward points, are included in earnings as part
of Other expense, net. We had net losses of $2.4 million
in 2008, net gains of $2.2 million in 2007 and net gains
of $9.0 million in 2006. Receivables resulting from the
contracts are included in Miscellaneous receivables and
other current assets, while payables from the contracts
are included as part of Other accrued liabilities. We
recorded expense related to forward points in Other
expense, net of $1.5 million in 2008, $1.0 million in
2007 and $1.5 million in 2006. We do not engage in
hedging specific individual transactions. We held deriva-
tives designated as non-designated hedges at the end of
the year.

Our net foreign currency exposure is diversified among
a broad number of currencies. The notional amounts
reflected in the following table represent the U.S. dollar
values of the agreed-upon amounts that will be delivered
to a third party on the agreed-upon date:

Notional Value of
Forward Contracts1

In millions 1/2/09 12/28/07

Related forward contracts to sell foreign currencies for Euro $ 78.6 $146.3
Related forward contracts to buy foreign currencies for Euro 3.2 57.6
Related forward contracts to buy foreign currencies for Australian dollar 25.0 11.6
Related forward contracts to sell foreign currencies for British pound 15.1 15.8
Related forward contracts to buy foreign currencies for Brazil real 14.6 —
Related forward contracts to sell foreign currencies for U.S. dollar 11.2 13.8
Related forward contracts to buy foreign currencies for U.S. dollar 2.8 2.1
Related forward contracts to sell foreign currencies for Singapore dollar 1.1 1.3
Related forward contracts to buy foreign currencies for Philippine peso 0.8 —

Total $152.4 $248.5

1 Pursuant to our policy, we entered into the above contracts immediately prior to the respective year-ends. Accordingly, the fair value of such contracts was
nominal as of January 2, 2009, and December 28, 2007.
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Cash Flow Hedges
We use derivative contracts designated as cash flow
hedges to mitigate currency risk related to an imbalance
of nonfunctional currency denominated costs and related
revenue. We conducted monthly effectiveness tests of our
derivative contracts on a spot-to-spot basis, which
excludes forward points. We recorded expense related to
forward points in Other expense, net of $0.5 million in
2008, $0.4 million in 2007 and income of $0.4 million
in 2006. Effective gains and losses from derivative con-
tracts are recorded in Accumulated other comprehensive
income until the underlying transactions are realized, at
which point they are reclassified to Total cost of revenue.
Ineffectiveness of derivative contracts is recorded to
Other expense, net. We did not have any ineffective deriv-
ative contracts in 2008. We recorded a nominal amount
of ineffectiveness in 2007. If it becomes probable that an
anticipated transaction that is hedged will not occur, we
immediately reclassify the gains or losses related to that
hedge from Accumulated other comprehensive income to
Other expense, net. At January 2, 2009, we had net
unrealized gain of $2.9 million in Accumulated other
comprehensive income, which is expected to be reclassi-
fied to income within the next 12 months at the
prevailing market rate. We held derivatives designated as
cash flow hedges at the end of the year.

Notional Value of
Forward Contracts1

In millions 1/2/09 12/28/07

Related forward contracts to buy foreign
currencies for Euro $43.4 $66.7

Related option contracts to buy foreign
currencies for Euro $ — $15.6

1 Pursuant to our policy, we entered into the above contracts immediately
prior to the respective year-ends. Accordingly, the fair value of such con-
tracts was $3.4 million as of January 2, 2009, and nominal as of
December 28, 2007.

Net Investment Hedges
During 2008, we entered into foreign currency forward
contracts to hedge a portion of our net investment in one
of our foreign subsidiaries to reduce economic currency
risk. Changes in the fair value of these contracts due to
Euro exchange rate fluctuations are recorded as foreign
currency translation adjustments within Accumulated
other comprehensive income. As of January 2, 2009, we
had a net unrealized gain of $7.4 million in Accumulated
other comprehensive income. We recorded expense
related to forward points in Other expense, net of
$0.6 million in 2008. We held net investment hedges
for the aggregate contract amount of 100 million Euros
at January 2, 2009.

Notional Value of
Forward Contracts1

In millions 1/2/09 12/28/07

Related forward contracts to sell
foreign currencies for U.S. dollar $139.7 $—

1 Pursuant to our policy, we entered into the above contracts immediately
prior to the respective year-end. Accordingly, the fair value of such con-
tracts was nominal as of January 2, 2009.

8. Product Warranties

We provide warranties for all of our products. The specific
terms and conditions of those warranties vary depending
on the product. We provide a basic limited warranty,
including parts and labor, for all products except access
products for periods ranging from 90 days to 5 years. The
basic limited warranty for access products covers parts
and labor for periods ranging from 2 to 6 years.

Our estimate of warranty liability involved many factors,
including the number of units shipped, historical and
anticipated rates of warranty claims, and cost per claim.
We periodically assess the adequacy of our recorded
warranty liability and adjust the amounts as necessary.
The decline in accruals for product warranties issued
during 2008 represents a lower number of units shipped,
lower anticipated rates of warranty claims and a lower
cost per claim. Other adjustments to accruals for product
warranties issued represent reductions due to favorable
experience to previous estimates.

We classify the portion of our warranty liability that we
expect to incur in the next 12 months as a current liabil-
ity. We classify the portion of our warranty liability that we
expect to incur more than 12 months in the future as a
long-term liability.

Our product warranty liabilities are as follows:

In millions 1/2/09 12/28/07 12/29/06

Balance – beginning of year $ 49.1 $ 45.0 $ 49.2
Accruals for product

warranties issued 12.8 24.0 31.8
Settlements (13.0) (13.6) (25.0)
Other adjustments

to accruals for product
warranties issued (9.6) (6.3) (11.0)

Balance – end of year $ 39.3 $ 49.1 $ 45.0

Balance sheet classification
at end of year

Other accrued liabilities $ 19.1 $ 25.1 $ 23.3
Other long-term liabilities 20.2 24.0 21.7
Total product warranty

liabilities $ 39.3 $ 49.1 $ 45.0
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9. Equity-Based Compensation

The Tellabs, Inc. Amended and Restated 2004 Incentive
Compensation Plan provides for the grant of short-term
and long-term incentives, including stock options, stock
appreciation rights (SARs), restricted stock and perform-
ance stock units (PSUs). Stockholders approved
53,889,977 shares for grant under the plan, of which
33,744,112 remain available for grant at January 2,
2009. Under the 2004 plan and predecessor plans, we
granted awards at market value on the date of grant. On
April 24, 2008, stockholders approved the Tellabs, Inc.
Amended and Restated 2004 Incentive Compensation
Plan, which authorized 14,750,000 shares for issuance.

At the beginning of our first quarter of 2006, we
adopted the provisions of SFAS 123(R), which require us
to recognize expense related to the fair value of our
equity-based compensation awards. We elected to use the
modified prospective transition method, and therefore did
not restate prior periods. Therefore, we eliminated the
balance of deferred compensation in Stockholders’ Equity
against Additional paid-in capital as of December 31,
2005, as required by this statement.

Stock Options
Stock options granted in 2008, 2007 and 2006 generally
vest over three years from the date of the grant. We recog-

nize compensation expense on a straight-line basis over
the service period based on the fair value of the stock
options on the grant date. Compensation expense for
stock options was $11.0 million in 2008, $21.9 million
in 2007 and $38.3 million in 2006. Options granted but
unexercised expire 10 years from the grant date.

We estimate the fair value of stock options using the
Black-Scholes option-pricing model. This model requires
the use of assumptions that will have a significant impact
on the fair value estimate. The following table summarizes
the assumptions used to compute the weighted average
fair value of current period grants:

2008 2007 2006

Expected volatility 46.3% 41.2% 46.3%
Risk-free interest rate 3.0% 4.5% 4.8%
Expected term (in years) 4.5 4.6 4.5
Expected dividend yield 0.0% 0.0% 0.0%

We based our calculation of expected volatility on a
combination of historical and implied volatility for options
granted. We based the risk-free interest rate on the U.S.
Treasury yield curve in effect at the date of grant. We
estimated the expected term of the options using their
vesting period, post-vesting employment termination
behavior and historical exercise patterns.

The following is a summary of stock option activity during 2008, and status at January 2, 2009:

Weighted Average Aggregate
Weighted Average Remaining Contractual Intrinsic Value

Shares Exercise Price Term (in years) (in millions)

Outstanding—beginning of year 36,988,654 $17.25
Granted 1,896,400 $ 5.25
Exercised (313,062) $ 2.52
Forfeited/expired (5,720,074) $14.82

Outstanding—end of year 32,851,918 $17.12 4.2 $0.4

Exercisable—end of year 29,703,254 $18.11 3.7 0.3
Shares expected to vest 32,573,810 $17.21 4.1 0.4

Weighted average fair value of options
granted during 2008 $ 2.20
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The aggregate intrinsic value in the preceding table
represents the total pretax intrinsic value, based on our
closing stock price as of January 2, 2009, that the option
holders would have received had all holders exercised
their options as of that date. The aggregate intrinsic value
of exercised stock options was $0.9 million in 2008,
$13.2 million in 2007 and $50.3 million in 2006.

As of January 2, 2009, we had $7.4 million of unrec-
ognized compensation cost related to stock options that
we expect to recognize over a weighted average period of
1.8 years. The weighted average fair value of stock
options granted was $4.21 in 2007 and $5.70 in 2006.

Cash-Settled Stock Appreciation Rights
The Tellabs, Inc. Amended and Restated 2004 Incentive
Compensation Plan also provides for the granting of
cash-settled SARs in conjunction with, or independent of,
the stock options under the plans. These SARs allow the
holder to receive in cash the difference between the cash-
settled SARs’ grant price (the market value of our stock
on the grant date) and the market value of our stock on
the date the holder exercises the SAR. These cash pay-
ments were negligible in 2008 and 2007 and $0.1 mil-
lion in 2006. The cash-settled SARs are generally
assigned 10-year terms and typically vest over three years
from the grant date. At January 2, 2009, there were
264,463 cash-settled SARs outstanding with exercise
prices that ranged from $3.83 to $70.06. The weighted
average price of the 78,400 cash-settled SARs granted in
2008 was $5.29. The weighted average price of the
151,243 cash-settled SARs granted in 2007 was
$10.24. The weighted average price of the 71,300 cash-
settled SARs granted in 2006 was $11.62.

Restricted Stock
We granted 2,205,603 restricted shares in 2008,
2,903,869 restricted shares in 2007 and 1,114,227
restricted shares in 2006. Of the shares granted in 2008,
2,065,603 shares vest over a three-year period, 100,000
shares vest over a two-year period and 40,000 shares vest
over a one-year period. Of the shares granted in 2007,
1,448,723 shares vest over a three-year period, 1,415,146
shares vest over a two-year period and 40,000 shares vest
over a one-year period. Of the shares granted in 2006,
1,047,621 shares vest over a two-year period and 66,606
shares vest over a one-year period. We recognize compensa-
tion expense on a straight-line basis over the vesting peri-
ods based on the market price of our stock on the grant
date. Compensation expense was $15.3 million in 2008,
$10.2 million in 2007 and $7.9 million in 2006. The
weighted average issuance price of restricted stock granted
in 2008 was $5.46 per share. The weighted average
issuance price of restricted stock granted in 2007 was
$9.84 per share. The weighted average issuance price of
restricted stock granted in 2006 was $12.98 per share.
Non-vested stock award activity for 2008 follows:

Weighted Average
Grant Date

Shares Fair Value

Non-vested—beginning of year 3,221,011 $10.28
Granted 2,205,603 $ 5.46
Vested (1,473,616) $10.80
Forfeited (537,173) $ 8.76
Non-vested—end of year 3,415,825 $ 7.19

As of January 2, 2009, we had $17.0 million of
unrecognized compensation cost related to restricted
stock that we expect to recognize over a weighted average
period of 1.8 years.

Performance Stock Units
We granted 777,000 PSUs in 2008, 375,000 PSUs in
2007 and 270,000 PSUs in 2006. The PSUs granted
in 2008 would have entitled the recipients to receive
shares of our common stock commencing in March 2009,
contingent on the achievement of our operating income
and revenue-based targets for the 2008 fiscal year.
Following achievement of these financial measures and
subject to continued employment, one-third of such
shares would have been issued in annual installments in
March 2009, March 2010 and March 2011. At minimum
target performance, we would have issued one-half share
for each PSU granted, and at maximum target performance,
we would have issued two shares for each PSU granted.
The weighted average price of PSUs granted in 2008 was
$5.40 per share. Since 2008 performance fell below
threshold performance, none of the PSUs were earned,
no expense was incurred, and no amounts will be paid
out with respect to them.

The PSUs granted in 2007 would have entitled the
recipients to receive shares of our common stock com-
mencing in March 2008, contingent on the achievement
of company operating income and revenue-based targets
for the 2007 fiscal year. None of the 2007 grants were
earned, since 2007 performance fell below threshold
performance. The weighted average issuance price of
the PSUs granted in 2007 was $12.53 per share.

The PSUs granted in 2006 entitle the recipients to
receive shares of our common stock in March 2008,
contingent on the achievement of cumulative company
operating income and revenue-based targets for the 2006
and 2007 fiscal years. Based on cumulative actual per-
formance in 2006 and 2007, we issued 44,000 shares
of the total PSUs based on attainment tied to the revenue
objective in the first quarter of 2008. The weighted
average issuance price of the PSUs granted in 2006 was
$11.37 per share. Compensation expense for PSUs was
$0.1 million in 2008, a credit of $0.3 million in 2007
and expense of $0.8 million in 2006. PSU activity for
2008 follows:
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Weighted Average
Grant Date

Shares Fair Value

Non-vested—beginning of year 555,000 $12.07
Granted 777,000 $ 5.40
Vested (44,000) $11.37
Cancelled (591,000) $11.22
Non-vested—end of year 697,000 $ 5.40

Employee Stock Purchase Plan
Under the 2005 Tellabs, Inc. Employee Stock Purchase
Plan, employees were able to elect to withhold a portion
of their compensation to purchase our common stock at
85% of the fair market value on the date of purchase. In
2007, 384,893 shares of common stock were purchased
under the plan, with 8,845,990 remaining available for
purchase under the plan at January 2, 2009.
Compensation expense for the plan was $0.4 million in
2007 and $1.0 million in 2006. The weighted average
purchase price of shares purchased under the plan in
2007 was $9.03. Effective April 25, 2007, we sus-
pended the 2005 plan. The final purchase for employees
enrolled through the date of suspension occurred on
April 30, 2007.

Equity-Based Compensation Expense
The following table sets forth the total equity-based
compensation expense resulting from stock options, stock
appreciation rights, restricted stock, performance stock
units and the employee stock purchase plan (suspended
effective April 25, 2007):

In millions 2008 2007

Cost of revenue—products $ 2.3 $ 2.5
Cost of revenue—services 3.3 3.5
Research and development 8.9 12.3
Sales and marketing 5.2 6.4
General and administrative 6.7 7.4
Equity-based compensation

expense before income taxes 26.4 32.1
Income tax benefit (8.8) (11.0)
Total equity-based compensation

expense after income taxes $17.6 $21.1

10. Employee Benefit and Retirement Plans

401(k) Plans
Our U.S.-based employees may participate in the Tellabs
401(k) Plan. Upon meeting eligibility requirements, we
match (dollar-for-dollar) up to the first 4% of the
employee’s percentage contribution. Both employee and
employer contributions are vested immediately. The plan
provides for a discretionary Company contribution, which
is subject to Board of Directors approval and is funded
entirely by us. The amount of the contribution is based on
a percent of pay for a specific period as declared by the
Board. All 401(k) eligible employees actively employed on

the last business day of the declared period are immedi-
ately eligible to receive this fully vested contribution. The
investment of these funds follows the participants’ elec-
tions on file for the program. The Board of Directors
declared a 2% contribution in 2008, 2007 and 2006.
We maintain similar plans for the benefit of eligible
employees at our Finland and Denmark subsidiaries.

Our contributions to these programs were $25.6 million
in 2008, $26.5 million in 2007 and $25.3 million in 2006.

Deferred Income Plan
We provide a Deferred Income Plan that permits certain
officers and management employees to defer portions of
their compensation. All deferrals prior to September 2,
2001, were guaranteed a fixed return. In September 2001,
we adopted a new deferred income plan (2001 Plan),
which offered multiple investment tracking funds with
returns based on market performance. All deferrals into the
2001 plan were invested in the new fund options.
Participants with a balance from the prior plan had that
balance rolled into a fixed return fund which was not open
to new deferrals or transfers from other investment funds.
Money could be moved out of the fixed return fund into the
other investment options. Effective January 1, 2008, the
2001 plan was transitioned into a new Internal Revenue
Code Section 409(a) compliant plan, the Tellabs Deferred
Income Plan 2008 (2008 Plan). The 2008 Plan provided
participants the one-time opportunity to elect a distribution
of their account balances from the 2001 Plan and also
eliminated the fixed return fund. All remaining balances in
the fixed return fund were transferred into the 2008 Plan
options selected by the participants. As of January 2,
2009, the $12.8 million long-term portion of the deferred
income obligation is included in Other Long-Term
Liabilities and the $2.0 million current portion is included
in Other accrued liabilities. Adjustments to reflect changes
in the fair value of the amount owed to the employee are
made to the applicable liability account with a correspon-
ding charge (or credit) to compensation expense.

Retiree Medical Plan
We maintain a defined-benefit Retiree Medical Plan. Under
the plan, we provide qualified retirees with a subsidy to off-
set their medical costs and allow the retirees to participate
in the Company-sponsored healthcare plan. We made
no contributions in 2008 or 2007. We currently do not
anticipate making a contribution to the plan in 2009,
as it is adequately funded.

On December 29, 2006, we adopted SFAS 158,
Employer’s Accounting for Defined Benefit Pension and
Other Postretirement Plans. SFAS 158 requires that we
recognize the overfunded or underfunded status of our
defined benefit postretirement plan as an asset or liability
in the balance sheet with changes in the funded status
recognized through comprehensive income in the year in
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which they occur. The impact of adoption was a charge to
Accumulated other comprehensive income of $1.2 million
at December 29, 2006.

The following table summarizes benefit obligations,
plan assets and funded status of the Retiree Medical Plan:

In millions 2008 2007

Change in benefit obligation
Accumulated postretirement

benefit obligation –
beginning of year $ 10.9 $13.1

Service cost 0.9 1.1
Interest cost 0.6 0.6
Actuarial gain (2.3) (3.6)
Benefits paid (0.2) (0.3)
Curtailment (0.8) —
Accumulated postretirement

benefit obligation – end of year $ 9.1 $10.9

Change in plan assets
Assets at fair value –

beginning of year $ 9.1 $ 9.0
Return on plan assets (0.1) 0.3
Benefits paid (0.2) (0.2)
Assets at fair value – end of year $ 8.8 $ 9.1
Funded status $ (0.3) $ (1.8)

The plan’s assets were 84% invested in a guaranteed
income fund, 8% invested in equity securities and 8%
invested in fixed income securities at January 2, 2009.
The plan’s assets were 100% invested in a guaranteed
income fund indexed to the five-year Treasury at
December 28, 2007. The actuarial gain in 2008 was
caused primarily by demographic changes and by a
change in the participation assumption. The actuarial
gain in 2007 was caused primarily by the change in the
discount rate assumption and by demographic changes.
The curtailment of $0.8 million in 2008 is primarily due
to the reduction of employees during 2008.

The following table summarizes components of net
periodic benefit cost of the Retiree Medical Plan:

In millions 2008 2007 2006

Components of net periodic
postretirement benefit cost

Service cost $ 0.9 $ 1.1 $ 1.0
Interest cost 0.6 0.6 0.7
Expected return on assets (0.6) (0.4) (0.5)
Amortization of actuarial gain (0.2) — —
Amortization of unrecognized

prior service cost 0.1 0.1 0.1
Net periodic postretirement

benefit cost $ 0.8 $ 1.4 $ 1.3
Curtailment (0.6) — —
Total cost for the year $ 0.2 $ 1.4 $ 1.3

The curtailment of $0.6 million in 2008 is primarily
due to the reduction of employees during 2008. We
amortize the prior service cost using a straight-line
method over the average remaining years of service to full
eligibility for benefits of the active Retiree Medical Plan
participants. We expect to amortize $0.1 million of unrec-
ognized prior service cost and $0.2 million of actuarial
gain in 2009.

The following table summarizes the weighted average
assumptions used to determine benefit costs and
benefit obligations:

2008 2007 2006

Discount rate used to
determine benefit costs 6.75% 5.75% 6.00%

Discount rate used to determine
benefit obligation 6.75% 6.75% 5.75%

Expected long-term rate of
return on assets 7.00% 5.00% 5.00%

There is no trend rate assumption required for this plan
because all liabilities are related to a fixed-dollar subsidy
and are not related to medical claims. Therefore, any
change in future medical inflation trends or assumptions
will not affect the liabilities of this plan.

The discount rates used increased in 2008 and 2007
due to the increase in the hypothetical zero coupon corpo-
rate bond yield curve that replicates the cash flows of the
plan. The expected long-term rate of return on assets
increased in 2008 due to changing the allocation of plan
assets to higher potential return categories.

We study historical markets and preserve long-term
historical relationships between equities and fixed-income
securities consistent with the widely accepted capital



market principle that assets with higher volatility generate
a greater return over the long run. We evaluate current
market factors, such as inflation and interest rates, before
determining long-term capital market assumptions. The
long-term portfolio return is established via a building-block
approach with proper consideration of diversification and
rebalancing. We review peer data and historical returns to
check for reasonableness and appropriateness.

The following table presents estimated future benefit pay-
ments for the Retiree Medical Plan as of January 2, 2009:

In millions

2009 $0.3
2010 $0.4
2011 $0.4
2012 $0.4
2013 $0.5
2014–2018 $3.2

There is $0.5 million of unrecognized prior service
cost, net of tax, and $3.2 million of unrecognized net
gain, net of tax, in Accumulated other comprehensive
income at January 2, 2009.

11. Income Taxes

Components of (loss) earnings before income taxes are
as follows:

In millions 2008 2007 2006

Domestic source $(1,042.6) $ 0.2 $212.4
Foreign source 90.1 70.0 72.3

(Loss) earnings
before income tax $ (952.5) $70.2 $284.7

The provision for income tax benefit (expense) consists
of the following:

In millions 1/2/09 12/28/07 12/29/06

Current
Federal $ 25.7 $ 2.2 $ (28.7)
State (0.1) 0.1 (7.9)
Foreign (33.6) (22.6) (16.4)

Subtotal (8.0) (20.3) (53.0)
Deferred

Federal and state 17.4 11.8 (36.4)
Foreign 13.0 3.3 (1.2)

Subtotal 30.4 15.1 (37.6)
Total income tax

benefit (expense) $ 22.4 $ (5.2) $ (90.6)

Deferred tax assets (liabilities) for 2008 and 2007 con-
sist of the following:

In millions 1/2/09 12/28/07

Deferred tax assets
Net operating loss and

tax credit carryforwards $ 139.1 $ 94.9
Amortizable intangibles 74.1 9.9
Accrued liabilities 38.3 31.3
Inventory reserves 38.2 34.9
Deferred employee

benefit expenses 20.5 23.1
Deferred compensation plan 12.0 13.0
Restructuring accruals 11.2 8.8
Fixed assets and depreciation 2.7 —
Deferred revenue and

advance payments 1.0 2.3
Other 11.4 8.7
Deferred tax assets $ 348.5 $ 226.9

Deferred tax liabilities
Unrealized gain on

marketable securities $(198.4) $(198.9)
Fixed assets and depreciation — (0.1)
Other (7.3) (2.7)
Deferred tax liabilities $(205.7) $(201.7)
Valuation allowance $(113.8) $ (43.0)
Net deferred tax assets

(liabilities) $ 29.0 $ (17.8)

The net deferred income tax liability decreased from
$17.8 million at December 28, 2007, to a net deferred
tax asset of $29.0 million at January 2, 2009. The
$46.8 million change is attributable primarily to an
increase in the carryforward of net operating losses and
credits for the year, as well as an increase in the amortiz-
able intangible deferred asset resulting from the goodwill
impairment recorded in the third quarter of 2008, offset
by an increase in the valuation allowance during the year.
Our deferred tax liability includes $195.8 million
representing taxes that will be due on certain hedge
contract gains upon termination of our Stock loan.
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Reconciliation of the reported effective income tax
rates to the domestic federal income tax rate:

In percentages 2008 2007 2006

Statutory Federal income
tax rate 35.0% 35.0% 35.0%

Goodwill impairment (29.5) — —
Valuation allowance on

net domestic deferred
tax assets (8.7) 4.9 3.1

Loss on investment in
subsidiary 2.9 — —

Foreign earnings taxed at
different rates1 1.7 (21.9) (5.6)

Research and
development credits 1.5 (15.7) (3.3)

Nondeductible equity-based
compensation expense (0.8) 0.9 0.8

State income tax, net of
federal benefits 0.6 4.9 1.6

Interest related to prior year
tax matters (0.3) 7.6 0.2

Tax exempt interest 0.2 (6.3) (0.9)
Other, net (0.2) (2.0) 0.9
Effective income

tax rate 2.4% 7.4% 31.8%

1 In 2007, foreign earnings taxed at different rates reflects a benefit of
$12.4 million, including interest, related to the reversal of reserves no
longer required due to a lapse in the statute of limitations.

Deferred Tax Valuation Allowance
SFAS 109, Accounting for Income Taxes, requires that a
valuation allowance be established when it is more likely
than not that all or a portion of a deferred tax asset will
not be realized. Prior to 2008, we established valuation
allowances primarily for future tax benefits from capital
losses, state net operating losses and state tax credits
with relatively short carryforward periods, and certain for-
eign net operating losses. The loss incurred in the year
ended January 2, 2009, and the net cumulative loss for
the current and prior two years, represents sufficient neg-
ative evidence under the provisions of SFAS 109 for the
Company to determine that the establishment of a valua-
tion allowance against domestic deferred tax assets is
appropriate. This valuation allowance will offset assets
associated with future tax deductions as well as carryfor-
ward items. Until an appropriate level of profitability is
attained, we expect to continue to maintain a valuation
allowance on our net deferred tax assets related to future
U.S. and certain non-U.S. tax benefits.

During 2008 our domestic valuation allowance increased
by $79.9 million due to our cumulative loss position. Our
non-U.S. valuation allowance decreased by $9.1 million,
including $4.6 million from the utilization of loss carry-
forwards and $4.5 million that favorably impacted tax
expense due to an increase in projected future profits in
one of our foreign subsidiaries.

Summary of Carryforwards
We had the following tax net operating loss (tax effected)
and credit carryforwards as of January 2, 2009:

Years of Expiration
In millions 1/2/09 Beginning Ending

U.S. net operating loss
and credit carryforwards $98.0 2015 2028

State net operating loss and
credit carryforwards 25.7 2009 2028

State credit carryforwards 13.7 no expiration
Foreign net operating

loss carryforwards 3.6 no expiration
U.S. capital loss

carryforwards 11.1 2010 2013
Foreign net operating

loss carryforwards 2.6 2011 2018
Total $154.7

The income tax provision does not reflect the tax
savings resulting from deductions associated with our
equity-based compensation. The tax benefit of $1.7 million
will be credited to Additional paid-in capital when those
benefits are used to reduce taxes payable.

Accounting for Uncertainty in Income Taxes (FIN 48)
We adopted the provisions of FIN 48 on December 30,
2006. As a result, we recognized a decrease of $5.7 mil-
lion in the liability for unrecognized tax benefits, which
we accounted for as a cumulative effect increase of
$6.3 million to retained earnings and an increase of
$0.6 million to goodwill balances at December 30, 2006.
The total amount of unrecognized tax benefits as of
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January 2, 2009, was $28.6 million. A reconciliation of
the beginning and ending amount of unrecognized tax
benefits is as follows:

In millions 2008 2007

Balance – beginning of year $ 63.8 $70.2
Additions based on tax positions

related to the current year 2.2 2.9
Additions for tax positions

of prior years 1.8 1.6
Reductions for tax positions of prior

years as a result of a lapse in the
statute of limitations — (8.1)

Reductions for tax positions of
prior years relating to settlements
with taxing authorities (39.2) (2.8)

Balance – end of year $ 28.6 $63.8

The ending balance at January 2, 2009, includes an
accrual of $24.5 million of unrecognized tax benefits that,
if recognized, would affect the effective tax rate. We con-
tinue to recognize interest and penalties related to income
tax matters as part of income tax expense. Our tax provi-
sion included $4.6 million of interest and penalties for
2008 and $5.3 million for 2007. The balance of interest
and penalties accrued was $9.8 million as of January 2,
2009, and $12.6 million as of December 28, 2007. At
January 2, 2009, our noncurrent accrual for taxes and
interest was $37.4 million.

It is reasonably possible that unrecognized benefits
related to federal income taxes will decrease by approxi-
mately $8.0 million as a result of the settlement of audits
or the expiration of statute of limitations within the next
12 months.

It is reasonably possible that unrecognized benefits
related to state income taxes will decrease by approximately
$16.0 million as a result of the settlement of audits or
the expiration of the statute of limitations within the next
12 months.

It is reasonably possible that unrecognized benefits
related to foreign income taxes will decrease by approxi-
mately $1.0 million as a result of the settlement of audits
or the expiration of the statute of limitations within the
next 12 months.

Investment in Foreign Operations
We do not provide deferred U.S. income taxes and foreign
withholding taxes on the undistributed cumulative earn-
ings of foreign subsidiaries because we consider such
earnings to be permanently reinvested in those operations.
The undistributed cumulative earnings of foreign sub-
sidiaries that are considered permanently reinvested out-
side the United States were $517.7 million at January 2,
2009. Upon repatriation of these earnings, we would be
subject to U.S. income tax, net of available foreign tax
credits. At January 2, 2009, the estimated amount of
this unrecognized deferred tax liability on permanently
reinvested foreign earnings, based on current exchange
rates and assuming we are able to use foreign tax credits,
was $87.3 million.

Audits
We file income tax returns in the U.S. federal jurisdiction
and various states and foreign jurisdictions. We are no
longer subject to U.S. federal, state and local, or non-
U.S. income tax examinations by tax authorities in our
major jurisdictions for years before 2003. Our major juris-
dictions currently include the United States, California,
Illinois, Finland, Denmark and Mexico. During 2008 we
reached a settlement with the Internal Revenue Service
(IRS) in connection with their examination of all tax years
prior to 2006, resulting in a $34.8 million tax benefit. Of
our major jurisdictions, we are currently under audit by
the State of California for the 2004 through 2006 tax
periods. We do not expect the outcome of tax examina-
tions to have a material effect on our consolidated
results of operations, consolidated financial position,
or cash flow.

12. Accumulated Other Comprehensive Income

Accumulated other comprehensive income has no impact
on our net earnings (loss) but is reflected in our consoli-
dated balance sheet through adjustments to stockholders’
equity. Accumulated other comprehensive income derives
from unrealized gains (losses) and related adjustments on
available-for-sale securities, unrealized gains (losses) on
cash flow and net investment hedges, foreign currency
translation adjustments, unrecognized prior service
costs and unrecognized net gains (losses) on our retiree
medical plan.
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Accumulated other comprehensive income (net of tax) for 2008, 2007 and 2006 consists of the following:

Unrealized Unrealized Unrecognized
Net Gain (Loss) Net Gain Foreign Net Gain Accumulated

on Available- (Loss) on Currency Unrecognized (Loss) on Other
for-Sale Cash Flow Translation Prior Service Retiree Comprehensive

In millions Securities Hedges Adjustments Cost Medical Plan Income

Balance at December 30, 2005 $(3.7) $ — $ 60.7 $ — $ — $ 57.0
Unrealized net gain on securities 5.6 — — — — 5.6
Net gain on cash flow hedges — 0.3 — — — 0.3
Net translation gain — — 33.6 — — 33.6
Unrecognized prior service cost — — — (0.7) — (0.7)
Unrecognized net loss on retiree

medical plan — — — — (0.5) (0.5)
Reclassification adjustment for gain

included in net earnings (0.4) (0.1) — — — (0.5)
Balance at December 29, 2006 $ 1.5 $ 0.2 $ 94.3 $(0.7) $(0.5) $ 94.8
Unrealized net gain on securities 3.0 — — — — 3.0
Net loss on cash flow hedges — (0.2) — — — (0.2)
Net translation gain — — 34.9 — — 34.9
Unrecognized net gain on retiree

medical plan — — — — 2.3 2.3
Reclassification adjustment for gain

included in net earnings (2.1) (0.4) — — — (2.5)
Balance at December 28, 2007 $ 2.4 $(0.4) $129.2 $(0.7) $ 1.8 $132.3
Unrealized net gain on securities 2.9 — — — — 2.9
Net gain on cash flow hedges — 2.9 — — — 2.9
Net gain on net investment hedges — — 10.3 — — 10.3
Net translation loss — — (23.0) — — (23.0)
Unrecognized prior service cost — — — 0.2 — 0.2
Unrecognized net gain on retiree

medical plan — — — — 1.4 1.4
Reclassification adjustment for (gain)

loss included in net loss (2.6) 0.4 — — — (2.2)
Balance at January 2, 2009 $ 2.7 $ 2.9 $116.5 $(0.5) $ 3.2 $124.8

13. Comprehensive (Loss) Income

Comprehensive income for the periods presented consists of net earnings, unrealized gains and losses on available-for-sale
securities, reclassification adjustments for gains included in net earnings, unrealized gains and losses on cash flow hedges,
foreign currency translation adjustments, unrealized gain on net investment hedges and unrecognized prior service costs and
net gains (losses) due to SFAS 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans.

In millions 1/2/09 12/28/07 12/29/06

Net (loss) earnings $(930.1) $ 65.0 $194.1
Other comprehensive income

Reclassification adjustment for gain included in net earnings, net of a
tax benefit of $1.5 in 2008, $1.7 in 2007 and $0.2 in 2006 (2.2) (2.5) (0.5)

Unrealized gain on available-for-sale securities, net of tax (expense)
benefit of $(2.5) in 2008, $(1.8) in 2007 and $1.5 in 2006, 2.9 3.0 5.6

Unrealized gain (loss) on cash flow hedges, net of tax (expense) benefit
of $(2.0) in 2008, $0.2 in 2007 and $(0.2) in 2006 2.9 (0.2) 0.3

Unrealized gain on net investment hedges 10.3 - -
Foreign currency translation adjustments (23.0) 34.9 33.6
Unrecognized prior service cost, net of tax (expense) benefit of

$0.0 in 2008, $(0.1) in 2007 and $0.4 in 2006 0.2 - (0.7)
Unrecognized net gain (loss) on retiree medical plan, net of tax (expense)

benefit of $0.0 in 2008, $(1.3) in 2007 and $0.3 in 2006 1.4 2.3 (0.5)
Total comprehensive (loss) income $(937.6) $102.5 $231.9
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14. Segment Information

We report operating results for three segments: Broadband,
Transport and Services.

The Broadband segment includes access, managed
access and data product portfolios that facilitate the deliv-
ery of bundled voice, video and high-speed Internet/data
services over copper-based and/or fiber-based networks and
delivery of next-generation wireline and wireless services.
Access offerings include the Tellabs® 1000 multiservice
access series, the Tellabs® 1100 multiservice access series
and the Tellabs® 1600 optical network terminal (ONT)
series. Managed access products include the Tellabs® 2300
cable telephony distribution system, the Tellabs® 6300
managed transport system and the Tellabs® 8100 managed
access system. Data products include the Tellabs® 8600
managed edge system and the Tellabs® 8800 multiservice
router series.

The Transport segment includes solutions that enable
service providers to transport service and manage optical
bandwidth by adding capacity when and where it’s needed.
Wireline and wireless carriers use these products within the
metropolitan portion of their transport networks to support
wireless services, business services for enterprise cus-
tomers, and triple-play voice, video and data services for
residential customers. Product offerings include the
Tellabs® 3000 voice-quality enhancement products, the
Tellabs® 5000 series of digital cross-connect systems and
the Tellabs® 7100 OTS.

The Services segment delivers deployment, support,
professional consulting, training and systems integration
services to our customers. These services support all
phases of the network: planning, building and operating.

We define segment profit as gross profit less research
and development expenses. Segment profit excludes sales
and marketing expenses, general and administrative
expenses, the amortization of intangibles, restructuring and
other charges, the impact of equity-based compensation
(which includes restricted stock and performance stock
units granted after June 30, 2006, and stock options) and
the goodwill impairment charge.

Consolidated revenue by segment follows:

In millions 2008 2007 2006

Broadband $ 919.9 $1,018.6 $1,080.4
Transport 580.1 672.7 778.2
Services 229.0 222.1 182.6
Total $1,729.0 $1,913.4 $2,041.2

Segment profit and reconciliation to operating (loss)
earnings by segment follows:

In millions 2008 2007 2006

Broadband $ 115.7 $ 39.1 $ 120.4
Transport 178.0 237.5 414.5
Services 75.5 72.2 65.7
Total segment profit $ 369.2 $ 348.8 $ 600.6
Sales and marketing

expenses (170.0) (176.6) (179.8)
General and

administrative
expenses (101.8) (99.1) (113.5)

Equity-based
compensation (14.3) (17.6) (23.9)

Intangible asset
amortization (23.9) (22.5) (28.6)

Restructuring and
other charges (40.9) (5.8) (8.0)

Goodwill impairment (988.3) — —
Operating (loss)

earnings $(970.0) $ 27.2 $ 246.8

The segments use many of the same assets. For internal
reporting purposes, we do not allocate assets by segment
and therefore no asset, depreciation and amortization, or
capital expenditure by segment information is provided to
our chief operating decision maker.

During 2008, revenue from two customers accounted
for 33% and 16% of consolidated revenue. In 2007, rev-
enue from two customers accounted for 37% and 16% of
consolidated revenue. In 2006, revenue from three cus-
tomers accounted for 27%, 12% and 11% of consolidated
revenue. We attribute revenue to customers based on the
effective date of any relevant merger. Revenue from these
major customers is earned in each of the three operating
segments.
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Consolidated revenue by country based on customer
location follows:

In millions 2008 2007 2006

United States $1,174.0 $1,398.6 $1,524.7
All other countries 555.0 514.8 516.5
Total $1,729.0 $1,913.4 $2,041.2

Long-lived assets by country follow:

In millions 1/2/09 12/28/07

United States $396.5 $1,423.8
Finland 53.9 80.3
All other countries 20.0 19.4
Total $470.4 $1,523.5

15. Operating Lease Commitments

We have a number of operating lease agreements primarily
involving office space, buildings and office equipment.
These leases are non-cancelable and expire on various
dates through 2028. As of January 2, 2009, future
minimum lease commitments under non-cancelable
leases are as follows:

In millions

2009 $ 9.4
2010 6.2
2011 3.9
2012 3.7
2013 3.2
2014 and thereafter 3.7
Total minimum lease payments $30.1

Total future minimum lease payments have not been
reduced by $0.5 million of future sublease payments
to be received under non-cancelable subleases.
Total rental expense was $11.0 million for 2008,
$18.4 million for 2007 and $20.2 million for 2006.

16. Stock Repurchase Programs

On February 2, 2005, our Board of Directors authorized
the purchase of up to $300 million of our outstanding
common stock. As of August 2, 2006, we purchased
32.0 million shares of our common stock at a total cost
of $300 million, completing this program. This includes
purchases of $107.4 million (7.6 million shares) during
fiscal 2006.

On January 26, 2006, our Board of Directors author-
ized the purchase of up to $100 million annually of our
outstanding stock under Rule 10b5-1 of the Securities
Exchange Act of 1934, as amended. On April 27, 2006,
our Board of Directors authorized the removal of the
$100 million cap from this share repurchase program. We
intend to continue to use cash generated by employee
stock option exercises (other than those of company offi-
cers and board members) to repurchase stock in the man-
ner provided under this program. As of January 2, 2009,
we had purchased 7.3 million shares of our common
stock under this program since February 2006, at a total
cost of $91.6 million, including $0.9 million (0.2 million
shares) in 2008. On January 29, 2009, our Board of
Directors authorized a one-year extension of this program.

On July 31, 2006, our Board of Directors authorized
a repurchase program of up to $300 million of our out-
standing common stock. As of February 1, 2008, we had
purchased 37.0 million shares of our common stock
under this program at a total cost of $300 million,
completing this program. This total includes purchases
of $29.9 million (4.6 million shares) in 2008.

On November 8, 2007, our Board of Directors author-
ized a repurchase program of up to $600 million of our
outstanding common stock. As of January 2, 2009, we
had purchased 19.7 million shares of our common stock
under this program at a total cost of $122.9 million,
leaving $477.1 million available to be purchased under
this program. We may repurchase shares under the
authorized open market program periodically during open
trading windows when we do not possess material non-
public information. We provide no assurance that we will
continue our repurchase activity and we may change our
repurchase activity in the future.

In addition, during 2008 we purchased 0.4 million
shares for $2.0 million to cover withholding taxes on
shares issued under employee stock plans. In 2007, we
purchased 0.2 million shares for $2.2 million to cover
withholding taxes on shares issued under employee
stock plans.

We record repurchased shares as Treasury stock.
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17. (Loss) Earnings Per Share

The following table sets forth the computation of net (loss) earnings per share:

In millions, except per-share data 2008 2007 2006

Numerator:
Net (loss) earnings $(930.1) $ 65.0 $194.1

Denominator:
Denominator for basic net (loss) earnings per share –

weighted average shares outstanding 400.1 436.6 445.9
Effect of dilutive securities:

Employee stock options and awards — 4.5 8.2
Denominator for diluted net (loss) earnings per share –

adjusted weighted average shares outstanding
and assumed conversions 400.1 441.1 454.1

Net (loss) earnings per share, basic $ (2.32) $ 0.15 $ 0.44
Net (loss) earnings per share, diluted $ (2.32) $ 0.15 $ 0.43

Under U.S. GAAP, dilutive securities are not included in the computation of diluted earnings per share when a
company is in a loss position. Diluted weighted average shares outstanding were 400.9 million in 2008. The number of
anti-dilutive securities excluded from the weighted average shares outstanding computation was 35.0 million in 2008,
21.7 million in 2007 and 17.0 million in 2006.

18. Quarterly Financial Data (Unaudited)

Selected quarterly financial data for 2008 and 2007 follows:

In millions, except per-share data First Quarter Second Quarter Third Quarter Fourth Quarter

2008
Revenue $ 464.1 $ 432.5 $ 424.1 $ 408.3
Gross profit $ 177.9 $ 150.2 $ 162.2 $ 169.8
Net earnings (loss) $ 16.6 $ 39.0 $ (998.5) $ 12.8
Earnings (loss) per share –

Basic $ 0.04 $ 0.10 $ (2.51) $ 0.03
Diluted $ 0.04 $ 0.10 $ (2.51) $ 0.03

2007
Revenue $ 451.9 $ 534.5 $ 457.9 $ 469.1
Gross profit $ 185.9 $ 187.6 $ 144.3 $ 156.5
Net earnings $ 25.5 $ 29.6 $ 3.6 $ 6.3
Earnings per share –

Basic $ 0.06 $ 0.07 $ 0.01 $ 0.01
Diluted $ 0.06 $ 0.07 $ 0.01 $ 0.01

The per-share computation for the year is a separate, annual calculation. Accordingly, the sum of the quarterly
per-share amounts does not necessarily equal the annual per-share amount.



5-Year Summary of Selected Financial Data (Unaudited)

In millions, except per-share, employee
and stockholder data 20083 2007 2006 2005 20044

Statement of Operations Data
Revenue $ 1,729.0 $ 1,913.4 $ 2,041.2 $ 1,883.4 $1,231.8
Gross profit $ 660.1 $ 674.3 $ 933.6 $ 855.0 $ 657.0
Operating (loss) earnings $ (970.0) $ 27.2 $ 246.8 $ 188.8 $ (31.7)
(Loss) earnings before income tax $ (952.5) $ 70.2 $ 284.7 $ 213.1 $ (10.2)
Net (loss) earnings $ (930.1) $ 65.0 $ 194.1 $ 175.8 $ (29.8)
Net (loss) earnings per share $ (2.32) $ 0.15 $ 0.43 $ 0.39 $ (0.07)
Net (loss) earnings per share – diluted $ (2.32) $ 0.15 $ 0.43 $ 0.39 $ (0.07)
Weighted average shares

outstanding – diluted 400.1 441.1 454.1 454.5 420.2

Balance Sheet Data
Total assets $ 2,508.2 $ 3,746.6 $ 3,922.4 $ 3,514.9 $3,545.1
Total liabilities $ 661.7 $ 833.3 $ 984.1 $ 700.2 $ 747.9
Stockholders’ equity $ 1,846.5 $ 2,913.3 $ 2,938.3 $ 2,814.7 $2,797.3

Other Information
Net cash provided by operating activities $ 130.8 $ 133.4 $ 320.1 $ 258.4 $ 214.7
Working capital $ 1,395.2 $ 1,438.7 $ 1,470.4 $ 1,347.8 $1,298.9
Research and development expense 1 $ 305.2 $ 343.1 $ 356.9 $ 344.0 $ 250.3
Return on average stockholders’ equity -39.1% 2.2% 6.7% 6.3% –1.2%
Stock price at year-end $ 4.20 $ 6.70 $ 10.26 $ 10.90 $ 8.59
Number of employees 3,228 3,716 3,713 3,609 4,125
Number of stockholders 2 7,088 7,356 7,678 8,262 8,035

1 Research and development expense does not include purchased in-process research and development costs of $2.2 million in 2005 and
$102.1 million in 2004.

2 For 2008 represents the number of stockholders at February 20, 2009. For 2007 represents the number of stockholders at February 15, 2008. For
2006 represents the number of stockholders at February 16, 2007. For years 2005 – 2004 represents the number of stockholders at the record date
for the next annual meeting of stockholders.

3 Includes a non-cash goodwill impairment charge of $988.3 million.
4 Includes the acquisition of AFC in November 2004.
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