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model that congiders customer payment history, recent customer press releases, bankruptcy filings, if any, Dun & Bradstreet reports, and financial
statement reviews. The Company’s calculation is reviewed by management to assess whether additional research is necessary, and if complete,
whether there needs to be an adjustment to the reserve for uncollectible accounts. The reserve is established through a charge to the provision and
represents amounts of current and past due customer receivable balances of which management deems a loss to be both probable and estimable. In
the past several years, two of our major customers encountered significant financial difficulty due to the industry downtum and tightening financial
markets.

In the event that we are not able to predict changes in the financial condition of our customers, resulting in an unexpected problem with
collectability of receivables and our actual bad debts differ from estimates, or we adjust estimates in future periods, our established allowances may
be insufficient and we may be required to record additional allowances. Altematively, if we provided more allowances than are ultimately required,
we may teverse a portion of such provigions in future periods based on our actual collection expetience, In the event we adjust our allowance
estimates, it could materially affect our operating results and financial position.

‘We also establish a reserve for sales returns and allowances. The reserve is an estimate of the impact of potential returns based upon histeric
trends.

Our reserves for uncollectible accounts and sales retums and allowances were $2.2 million and $4.0 million as of December 31, 2009 and 2008,
respectively.

d) Inventory Valuation
Inventory is reflected in our financial statements at the lower of average cost, approximating first-in, first-out, or market value.

‘We continuously evaluate future usage of product and where supply exceeds demand, we may establish a reserve. In reviewing inventory
valations, we also review for obsolete items. This evaluation requires us to estimate future usage, which, in an industry where rapid technological
changes and significant variations in capital spending by system operators are prevalent, is difficult. As a result, to the extent that we have
overestimated future usage of inventory, the valuie of that inventory on our financial statements may be overstated, When we believe that we have
overestimated our future usage, we adjust for that overstatement through an increase in cost of sales in the period identified as the inventory is
written down to its net realizable value, Inherent in our valuations are certain management judgments and estimates, including matkdowns,
shrinkage, manufacturing schedules, possible altemative uses and future sales forecasts, which can significantly impact ending inventory valuation
and gross margin. The methodologies utilized by the Company in its application of the above methods are consistent for all pericds presented.

The Company conducts annual physical inventory counts at all ARRIS locations to confirm the existence ofits inventory.

e) Warranty

‘We offer warranties of various lengths to our customers depending on product specifics and agreement terms with our customers. We provide,
by a cutrent charge to cost of sales in the petiod in which the related revenue is recognized, an estimate of future warranty obligations. The estimate
is based upon historical experience. The embedded product base, failure rates, cost to repair and warranty periods are used as a bagis for calenlating
the estimate, We alsa provide, vin a charge to current cost of sales, estimated expected costs associated with non-recurting product failures, In the
event of a significant non-recurming product failure, the amount of the reserve may not be sufficient. In the event that our historical experience of
product failure rates and costs of comrecting product failures change, our estimates relating to probable losses resulting from a significant non-
recurting product failure changes, or to the extent that other non-recurring warranty claims occur in the future, we may be required to record
additional wammanty reserves. Alternatively, if we provided more reserves than we needed, we may reverse a portion of such provisions in future
petiods, In the event we change our warranty resetve estimates, the regulting charge against future cost of sales or reversal of previously recorded
charges may materially affect our operating results and financial position.

9

61



Table of Contents

f  Stock-Based Compensation

All share-based payments to employees, including grants of employee stock options, are required to be recognized in the financial statements
as compensation cost based on the fair value on the date of grant, In general, the Company determines fair value of such awards using the Black-
Scholes option pricing model. The Black-Scholes option pricing model incorporates certain assumptions, such as risk-free interest rate, expected
volatility, and expected life of options, in order to arrive at a fair valug ¢stimate, Because changes in assumptions can materially affect the fair value
estimate, the Black-Scholes model may not provide a reliable sinple measure of the fair value of our share-based payment awards. For certain
performance shares related to market conditions, the fair value of such awards is determined using a lattice model. Management will continue to
assess the agsumptions and methodologies used to calkeulate estimated fair value of share-based compensation, Circumstances may change and
additional data may become available over time, which could result in changes to these assumptions and methodologies and thereby materially
impact our fair value determination, If factors change and we employ different agsunmptiony in deternining the fair value in future periods, the
compensation expense that we record may differ significantly from what we have recorded in the current period.

Forward-Looking Statements

Certain information and statements contained in this Management’s Discussion and Analysis of Financial Condition and Results of
Operations and other sections of this report, including statements using terms such as “may,” “expect,” “anticipate,” “intend,” “estimate,” “believe,”
“plan,” “continue,” “could be,” or similar variations thereof, constitute forward-looking statements with respect to the financial condition, results of
operations, and business of ARRIS, including statements that are based on curmrent expectations, estimates, forecasts, and projections about the
markets in which we operate and management’s beliefs and assumptions regarding these markets. Any other statements in this document that are
not statements about historical facts also are forward-looking statements. We caution investors that forward-looking statements made by us are not
guarantees of fiture performance and that a variety of factors could cause ouractual results to differ materially from the anticipated results or other
expectations expressed in our forward-looking statements. Important factors that could cause results or events to differ from current expectations are
described in the risk factors get forth in Item 1A, “Risk Factors,” These factors are not intended to be an all-encompassing list of risks and
uncertainties that may affect the operations, performence, development and resulis of our business, but instead are the risks that we currently
perceive as potentially being material. In providing forward-looking statements, ARRIS expressly disclaims any obligation to update publicly or
otherwise these statements, whether as a result of hew information, future events or otherwise except to the extent required by law.,

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

‘We are exposed to various market risks, including interest rates and foreign currency rates. The following discussion of our risk-management
activities includes “forward-looking statements™ that involve risks and uncertainties. Actual results could differ materially from those projected in
the forward-looking statements.

‘We have an investment portfolio of auction rate securities that are classified as “available-for-sale” securities. Although these securities have
maturity dates of 15 to 30 years, they have characteristics of short-term investments as the interest rates reset every 28 or 35 days and we have the
potential to liquidate themin an auction process. Due to the short duration of these investments, a movement in market interest rates would not have
a material impact on our operating results. However, it is possible that a security will fail to reprice at the scheduled auction date. In these instances,
we are entitled to receive a penalty interest mte above market and the auction rate security will be held until the next scheduled auction date, At
December 31, 2007 ARRIS had $30.3 million invested in auction rate securities. During 2008, we successfully liquidated, at par, a net of $25.3 million
of the auction rate securities. However, one auction rate security of approximately $5.0 million has continued to fail at auction, resulting in ARRIS
continuing to hold this security. Due to the current market conditions and the failure of the auction rate security to reprice, beginning in the second
quarter of 2008, we recorded changes in the fair value of the instrument as an impairment charge in the Statement of Operations in the gain (loss) on
investment line. ARRIS may not be able to liquidate this security until 2 successful auction occurs, or aliematively, we have been provided the
option to sell
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the gecurity to 2 major financial institution at par on June 30, 2010. During the year ended December 31, 2009, we recorded changes in fair value of
$61 thousand.

A sgignificant portion of our products are manufactured or assembled in China, Mexico, Ireland, Taiwan, and other countries outside the United
States. Our sales into intermational markets have been and are expected in the fiture to be an important part of our business. These foreign
operations are subjeet to the ugyal rigks inherent in conducting business abroad, including risks with respect to currency exchangg rates, economic
and political destabilization, restrictive actions and taxation by foreign govemments, nationalization, the laws and policies of the United States
affecting trade, foreign investment and loans, and foreign taxlaws.

‘We have certain intemational customers who are billed in their local currency. Changes in the monetary exchange rates may adversely affect
our results of operations and financial condition. To manage the volatility relating to these typical businesg exposures, we may enter into various
derivative transactions, when appropriate. We do not hold or issue derivative instruments for trading or other speculative purposes. The euro is the
predoninant cumrency of the customers who are billed in their local cumrency. Taking into account the effects of foreign cumrency fluctuations of the
euro and pesos versus the dollar, a hypethetical 10% weakening of the U.S. dollar (as of December 31, 2009) would provide a gain on foreign
currency of approximately $1.6 million. Conversely, a hypothetical 10% strengthening of the U.S. dollar would provide a loss on foreign currency of

approximately $1.6 million. As of Decerdber 31, 2009, we had no material contracts, other than accounts receivable, denominated in foreign currencies.

‘We regularly review our forecasted sales in euros and enter into option contracts when appropriate. In the event that we determine a hedge to
be ineffective prior to expirations eamings may be effected by the change in the hedge value. As of December 31, 2009, we had option collars
outstanding with notional amounts totaling 6.0 million euros, which mature through 2010. As of December 31, 2009, we had forward contracts
outstanding with notional amounts totaling 9.0 million euros, which mature through 2010, The fair value of these option cellars and forward contracts
was approximately a loss of $0.5 million.

Item 8. Consolidated Financial Statements and Supplementary Data
The report of our independent registered public accounting firm and consolidated financial statements and notes thereto for the Company are
included in this Report and are listed in the Indexto Consolidated Financial Statements.
Ttem 9. Changes in and Disagreemenis with Accountants on Accounting and Financial Disclosure
N/A

Item 9A. Controls and Procedures

(a) Evaluation of Disclosure Conirols and Procedures. Our principal executive officer and principal financial officer evaluated the
effectiveness of our disclosure controls and procedures (as such termis defined in Rule 13a-15(¢) under the Securities Exchange Act of 1934 as of
the end of the period covered by this report (the “Evaluation Date™). Based on that evaluation, such officers concluded that, as of the Evalmation
Date, our disclosure controls and procedures were effective as contenplated by the Act.

(b) Changes in Internal Conitrol over Financial Reporting. Our principal executive officer and principal financial officer evaluated the
changes in our internal control over financial reporting that occurred during the most recent fiscal quarter, Based on that evaluation, cur principal
executive officer and principal financial officer concluded that there had been no change in our intemal control over financial reporting during the
most recent fiscal quarter that has materially affected, or is reasonably likely to materally affect, our internal control over financial reporting,

Ttem 9B. Other Information
N/A
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MANAGEMENT’S REFORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

ARRIS® management is responsible for establishing and maintaining an adequate system of intemal control over financial reporting as required
by the Sarbanes-Oxley Act 0of 2002 and as defined in Exchange Act Rule 13a-15(f), A control system can provide only reasonable, not absolute,
assurance that the chjectives of'the control system are met.

Under management’s supervision, an evaluation of the design and effectiveness of ARRIS’ interal control over financial reporting was
conducted based on the framework in Internal Control — Integraied Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). Based on this evaluation, management concluded that ARRIS’ intemnal control over financial reporting was effective
as efDecember 31, 2009.

The effectiveness of ARRIS’ internal control over financial reporting as of December 31, 2009 has been audited by Emst & Young LIP, an
independent registered public accounting firm retained as auditors of ARRIS Group, Inc.’s financial statement, as stated in their report which s
included herein.

{3/ R] STANZIONE

Robert J. Stanzione
Chief Executive Officer, Chairman

/s/ DAVID B, POTTS

David B. Potts

Executive Vice President, Chief Financial Officer,
Chief Accounting Officer,

and Chief Information Officer

February 26, 2010
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Report of Independent Registered Public Aceounting Firm

The Board of Directors and Stockholders of ARRIS Group, Inc.

‘We have audited ARRIS Group, Inc.’s internal control over financial reporting as of Decemtber 31, 2009, based on criteria established in
Internal Control — Integrated Framework ssued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria).
ARRIS Group, Inc.’s management is responsible for maintaining effective internal control over financial reporting, and for its asgessment of the
effectiveness of intemal control over financial reporting included in the accompanying Management’s Report On Intemnal Control Over Financial
Reporting. Our responsibility is to express an opinion on the company’s intemal control over financial reporting based on our audit.

‘We conducted our audit in accordance with the standards ofthe 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 understanding of intemal control over financial reporting, assessing the risk
that a material weakness exists, testing and evaluating the design and operating effectiveness of intemal 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 intemal 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 purpeses 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 ofrecords that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets ofthe company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepied accounting principles,
and that receipts and expenditures of the company are being made cnly in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unautherized 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 fiture periods are subject to the risk that controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may detericrate.

In our opinion, ARRIS Group, Inc. maintained, in all material respects, effective intemal control over financial reporting as of December 31,
2009, bagsed 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 ARRIS Group, Inc. as of December 31, 2009 and 2008, and the related consolidated statements of operations, stockholder’s equity,
and cash flows for each of the three years in the period ended December 31, 2009, and our report dated February 26, 2010 expressed an unqualified
opinion thereen.

/3/ Fawst & Young LLP

Atlanta, Georgia
February 26, 2010
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Report of ndependent Registered Public Accounting Firm
The Board of Dircctors and Stockhokders of ARRIS Group, Inc.

‘We have audited the accompanying consclidated balance sheets of ARRIS Group, Inc. as of Decenrber 31, 2009 and 2008 and the related
consolidated statements of operations, stockholders’ equity and cash flows for each ofthe three years in the period ended December 31, 2009. Our
audits also included the financial statement achedule listed in the Index at ftem 15(a). These financial statements and schedule are the responsibility
of ARRIS’ management, Our responsibility is to express an opinion on these financial statements and schedule based on our andits,

We conducted our audits in accord 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 statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
als¢ includes assegging the accounting principles used and gignificant egtimatesd made by management, as well ag 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 ARRIS Group, Inc. at December 31, 2005 and 2008, and the consclidated results of its operations and its cash flows for each of the three years in
the period ended December 31, 2009, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial
statement schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly, in all material respects, the
information set forth therein.

As discussed in Notes 16 and 14 to the Consolidated Financial Statements, the Company adopted FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109, Accounting for Income Taxes (codified in ASC Topic 740), in 2007
and adopted FASB Staff Position No. APB 14-1, Accounting for Convertible Debt Instruments That May Be Settled in Cash upon Conversion
(codified in ASC Topic 470-20, Debt with Conversion and Other Options), in 2009,

‘We also have audited, in accordance with the standards ofthe Public Company Accounting Oversight Board (United States ), ARRIS Group,
Ine.’s intemnal control over financial reporting as of December 31, 2009, based on criteria established in nternal Control-Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 26, 2010 expressed an unqualified
opiion thercon.

/s/ Ernst & Youna LLP

Atlanta, Georgia
February 26, 2010
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ARRIS GROUP, INC.
CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents
Short-term investments, at fair value
Total cash, cash equivalents and short-term investments
Restricted cash
Accounts receivable (net of allowances for doubtful accounts of $2,168 in 2009 and $3,988 in 2008)
Other receivables
Inventories (net of reserves of $22,151 in 2009 and $18,811 in 2008)
Prepaids
Current deferred income tax assets
Other current assets
Total current gssets
Property, plant and equipment (net of accumulated depreciation of $106,744 in 2009 and $100,313 in 2008)
Goodwill
Intangible assets (net of acoumulated amortization of $190,722 in 2009 and $153,362 in 2008)
Tnvestments
Noncurrent deferred income tax assets
Other sssets

LIABILITIES AND STOCKHOLDERS®’ BEQUITY
Current liabilities:
Accounts payable
Accrued contp ensation, benefits and related taxes
Acerued warranty
Deferred revenue
Current portion of long-term debt
Current deferred income tax liabilities
Other accrued labilitics
Total current lishilities
Longterm debt, net of current portion
Accrued pension
Noncurrent income taxes payeble
Noncurrent deferred income tax liabilities
Other noncurrent liabilities
Total liabilitics

Stockholders® equity:
Preferred stock, par value $1.00 per share, 5.0 million shares authorized; none issued and cutstanding

Common stock, par value $0.01 per share, 320.0 million shares anthorized; 125.6 million and 123.1 million shares issued and

cutstanding in 2009 and 2008, respectively
Capital in excess of par value
Treasury stock at cost, 13 million shares in 2009 and 2008
Accumulated deficit
Unrealized gain (loss) on marketable securities
Unfunded pension liability, including income tax impact of
$1,169 and $2,778 in 2009 and 2008, respectively
Curnulative translation adjustments

Total stockholders’ equity

See accompanying notes to the consolidated financial statements,
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December 31,

2009

2008

(in thousands except share
and per share data)

$ 500,565 $ 409,894
125,031 17,371
625,596 427,265

4,475 5,673
143,708 159,443
6,113 4,749
95,851 129,752
11,675 8,004
35,994 44,004
18,896 19,782
942,308 798,672
57,195 59,204
235,388 231,684
204,572 227,348
20,618 14,681
6,759 12,157
8,776 6,575
$1475616  $1,350,321

$ 53979 5 75363
36,936 27,024
4,265 5,652
47,044 44,461

124 146
= 1,059
46,203 25,410
188,551 179,615
211,248 211,870
16,408 18,820
14,315 9,607
37204 41,508
16,021 15,343
484,247 476,853
1,388 1,362

1,183,872 1,159,007
(75,960) (75,960)
(111,734 (202,503)

28 274)
(6.041) (8,070)
(184) (184)

991,369 873,468
$1,475616  $1,350,321
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ARRIS GROUP, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Fnded December 31

2009
(in thousands, except per share data)

2008 2007

Net sales:
Products § 998734 § 1,064,837 § 950,013
Services 109,072 79,728 42,181
Total net sales 1,107,806 1,144,565 $ 992,14
Cost of sales:
Products 594,133 709,657 695,119
Services 50,910 41,779 23,193
Total cost of sales 645,043 751,436 718,312
Gross margin 462,763 393,129 273,882
Gross margin%s 41.8% 3M.3% 27.6%
Operating expenses:
Sclling, general, and adminigtrative expenses 148,403 143,997 99,879
Research and development expenses 124,550 112,542 71,233
Impaimnent of goodwill — 209,297 —
Acquired in-process research and development charge — — 6,120
Amortization of intangible assets 37,361 44,195 2278
Restructuring charges 3,702 1,211 460
Total operating expenses 314,016 511,242 179,970
Opemting income (loss) 148,747 (118,113) 93,912
Other expense (ncome):
Interest expense 17,670 17,123 16,188
Gain on terminated acquisition, net of expenses — — (22,335)
Gain on debt retirement 4.,152) — —
Loss (gain) on mvestments and notes reccivable (711) 7 (4,596)
Loss (gain) on foreign currency 3,445 422) 48
Interest mcome (1,409) (7.224) {24,776)
Other expense (income), net (714) (1,043) 370
Income (loss) from continuing operations before income taxes 134,618 {127,264) 129,513
Income tax expense 43,849 2,375 37,370
Net income (loss) fromcontinuing operations 90,769 (129,639) 92,143
Income from discontinued operations — — 204
Net income (loss) 5 90,769 5 (129,639 5 92347
Net income (loss) per common share — basic:
Income (loss) from continuing operations 3 0.73 $ (1.04) $ 0.83
Income (loss) from discontinued operations — — —
Net income {loss) s 0.73 5 (1.04) 3 0.83
Net income (loss) per common share — diluted:
Income (loss) from continuing aperations 3 0.71 $ (1.04) 5§ 082
Income (loss) from discontinued operations — — —
Net income (loss) b 0.71 $ (1.04) $ 0.82
Weighted average common shares — basic 124,716 124,878 110,843
Weighted average common shares — diluted 128,085 124,878 113,027

See accompanying notes to the consolidated financial statements.
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ARRIS GROUP, INC.

CONSOLIDATED STATEMENTS OF CASHFLOWS

Operating activities:
Net income (loss)
Depreciztion
Amortization of intangible assets
Amortiztion of deferred finance fees
Geodwill impairment
Deferred income tax provision
Defemred income taxrelated to goodwill impaiment
Stock compensation expense
Prevision for doubtful accounts
Gain related to previously written off receivables
Gain on debt retirement
Non cash interest expense
Loss on disposal of fixed assets
Loss (gain) on investments and notes receivable
Income from discontinued operations
Gain related to terminated acquisition, net of expenses
Acquired in-process research and development charge
Excess income tax benefits from stock-based compensation plans
Changes in operating assets and liabilities, net of effect of acquisitions and dispositiona:
Accounts receivable
Other receivables
Inventories
Accounts payable and accrued liabilities
Other, net
Net cash provided by operating activities
Investing activitics:
Purchases of short-term investments
Sales of short-term mvestments
Purchases of property, plant and equipment
Cash proceeds fromsale of property, plant, and equipment
Cash paid for acquisition, net of cagh acquired
Cash paid for hedge related to terminated acquisition
Cash proceeds fromhedge related to terminated acquisition
Cash received related to terminated acquisition, net of payments

Net cash provided by (used in) investing activities

See accompanying notes to the consolidated financial statements.
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Years Fnded December 31
2009 2008 2007
(in thougands)

5 90,769 § (129,639) § 92,347
20,862 20,915 10,852
37,361 44,195 2278

728 760 764

- 209,297 o
13,052 7,963 825
— (24,725) —
15,921 11,277 10,903
(1,280) 819 279
— = (37
(4,152) — —
11,136 10,736 9925
428 14 182
@11 7 (4,604)
— — (204

— — @839
a = 6,120
(3,007) (56) 6,157
21,704 8,579 (17.498)
©38) @mn) (,774)
38,906 4,023 9,502)
4,707 38,800 (5,906)
(3,064) (14,131) 4,806
240977 189,073 63,424
(216,704 (113,734) (356,366)
104,488 155,114 412,217
(18,663) (21,352) (15,072)
210 250 3
(22,734) (10,500) (285,284)
= — (26.469)

—_ — 38,750

— — 10,554
(153,403) 5,778 (221,667)
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ARRIS GROUP, INC.

CONSOLIDATED STATEMENTS OF CASHFLOWS — (Continued)

Financing activities:
Proceeds fromissuance of common stock
Repurchase of common stock
Payment of debt and capital lease obligations
Excess income tax henefits from stock-based compensation plans
Repurchase of shares to satisfy employee taxwithholdings
Net cash provided by (used in) financing activitics
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year
Supplemental investing activity information:
Net tangible assets acquired, excluding cash
Intangible assets acquired, including goodwill and adjustments
Prior investment in acquired company

Equity issued for acquisition, mchiding fair value of assumed stock options

Cash paid for acquisition, net of cash acquired
Landlord funded leasehold improvements

Supplemental cash flow information:
Interest paid during the year
Income taxes paid during the year

Years Ended December 31,

2009 2008 2007
(in thousands)

§ 12984 3 49 $ 14377
= (73,960) —
(10,714) (35.864) 19
3,007 56 5,157
(2,180) (1,035) (3.083)
3,097 (112,754) 20,422
90,671 86,097 (137,821)
400,894 323,797 461,618
$ 500,565 § 4098% $ 323,797
$ 238 $ 23108 $ 11645
20,351 (12,608) 582,847
= = (5,973)
= = (303,235
$ 2734 10,500 $ 285284
$ 50 $ = 3§ 85
§ 5483 3 5800 3 6,182
$ 30878 5 19834 5 22,687

See accompanying notes to the consolidated financial statements.
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ARRIS GROUP, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Unreaimed Unrealized
Crpital in (Low) Gaimon  Unfunded Galn Crnudutive
Common Exceas of Treamry Accumuisted Marketahio Pemlon (Loss) on Tramlutien
Stoek Par Valne Stack Deficit Lishiity Total
(In thomands)
Balance, January 1, 2007 $1,089 § 814,599 % — $(164,716) $ 1,297 $(4462) § (551) $ (184) $ 647,072
Comprehensive income:

Net income — — — 92,347 — — — — 92,347

Unrealized loss on marketable securities — — — — 1,277) — — — (1,277)

Unrealized gain on derivative instruments — — — — — — 551 — 551

Change in mfinded pension liahility, net of

$665 of income tax impact — — — — — 1,104 — — 1,104
Comprehensive income 92,725
Compenzation under stock award plans — 10,903 — — — — — — 10,903
Adoption of FIN 48 — — — (65) — — — — (63)
Income tax benefit related to exercise of stock

options — 8,987 — — — — — — 8,987
Fair value of stock options related to C-COR

acquisition — 22,797 — — = — — = 22,797
Issyance of common stock related to C-COR

acquisition 251 280,759 (572) — — — — — 280,438
Issuance of common stock and other 16 8,552 — — — — — — 8,568
Balance, December 31, 2007 1,356 1,146,597 (572) (72,434) 20 (3.358) —_ (184) 1,071,425
Comprehensive income (loss):

Net loss = = (129,639) — = — —  (129,639)

Unrealized loss on marketable securitics — — — — (294) — (294)

Change in unfunded pension liahility, net of

$2,778 of income tax impact — — — — — (4,712) — — “,712)
Comprehensive loss {134.645)
Service cost, interest cost, and expected return on

plan assets for Oct 1 —Dec 31, 2008 = = = (310) = = = = (310)
Amortization of prior service cost for Oct 1 —

Dec 31, 2008 — s — 120) — — — = (120)
Compensation under stock award plang — 11,277 == = = — — — 11,277
Issuance of common stock and other 6 1,692 572 — — — — — 2,270
Repurchase of common stock — —  (75,960) — — — — — (75,960)
Income tax benefit related to exercise of stock

options — (469) = — — — — — 469)
Balance, December 31, 2008 1,362 1,159,097  (75,960) (202,503) 2749 (3,070) — (184) 873,468
Comprehensive income (loas):

Net income = == 90,769 = — — = 90,769

Unrealized gain on marketable securities — — — — 302 — 302

Change in mfinded pension liability, net of

$1,169 of income tax impact — = == — —= 2,029 — == 2,029
Comprehensive income 93,100
Compensation under stock award plans - 15921 - - - - - - 15,921
Issuance of common stock and other 26 10,827 — — — — — — 10,853
Impact of debt redemption, net of deferred taxes (2,127) — — — — — — (2,127)
Income tax benefit related to exercise of stock

options 154 — — — — — — 154
Balance, December 31, 2009 $1,388 51,183,872 5!75,96[)] S!lll,734) 28 5!6,041] 3 — §  (184) § 991,369

See accompanying notes to the consolidated financial statements,
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Notel. Organization and Basis of Presentation

ARRIS Group, Inc. (together with its consolidated subsidiaries, except as the context otherwise indicates, *ARRIS” or the “Company™), is a
global communications technology company, headquartered in Suwenee, Georgia. ARRIS operates in three business segments, Broadband
Communications Systems, Access, Transport & Supplies, and Media & Communications Systems. ARRIS specializes in integrated broadband
network solutions that include products, systems and software for content and operations management (including video on demand, or VOD), and
professional services. ARRIS is a leading developer, manufacturer and supplier of telephony, data, video, construction, rebuild and maintenance
equipment for the broadband conrminications industry. In addition, we are a leading supplier of infrastructure products used by cable system
operators to build-out and maintain hybrid fiber-coaxial (“HFC”) networks. The Company provides its customers with products and services that
enable reliable, high speed, two-way broadband transmission of video, telephony, and data.

Note 2, Summary of Significant Accounting Policies
(a) Consolidation

The accompanying consolidated financial statements inchide the accounts of the Company and its wholly owned foreign and domestic
subgidiarics, Intercompany accounts and transactions have been eliminated in consolidation,

(B) Use of Estimates

The preparation of the consolidated financial statements in conformity with U.S. generally accepted accounting principles requires
management tc make estimates and assumptions that affect the amounts reported in the consolidated financial statements and accompanying notes.
Actual results could differ from those estimates.

(¢} Cash, Cash Equivalents, and Investments

ARRIS’ cash and cash equivalents (which are highly-liquid investments with an original maturity of three months or less) are primarily held in
meney market funds that pay either taxable or non-taxable interest. The Company helds investments consisting of debt securities clagsified as
available-for-sale, which are stated at estimated fair value, These debt securitics congist primarily of cornmercial paper, auction rate securitics,
certificates of depesits, and U.S. government agency financial instruments. Auction rate securities, paying either tamble or non-taxable interest,
generally have long-term maturitics beyond three months but are priced and traded as short-term or long-term nstruments. These nvestoents arc on
deposit with major financial mstitutions.

From time to time, the Company has held certain investments in the common stock or preferred stock of publicly-traded and private companies,
which were classified as available-for-sale or cost-method investments. As of December 31, 2009 and 2008, the Company’s holdings in these
investments were imnmterial. Changes in the market value ofthe auction rate securities are typically recorded in other comprehensive income (loss)
and gains or losses on related sales ofthese securities are recognized in income (loss). These securities are also subject to a periodic impairment
review, which requires significant judgment. During the years ended December 31, 2009 and Decerrber 31, 2008, the Company recognized (gains)
losses of approximately $(0,7) million and $0.7 million, respectively, related to sales of our available-for-sale investments, As of December 31, 2009
and 2008, ARRIS had unrealized gains (losses) related to available-for-sale securities of approximately $0 and $(0.3) million, respectively, included in
accunmlated other conmprehensive income (loss),

The Company has a deferred compensation plan that does not qualify under Section 401(k) of the Internal Revenue Code, which was available
to certain current and fortmer officers and key executives of C-OOR Incorperated (C-COR). During 2008, this plan was merped inte a new non-
qualified deferred compensation plan which is also available to key executives of the Company. Employee compensation deferrals and matching
contributions are held in 4 rabbi trust, which is a funding vehicle used to protect the deferred compengation from various events (but not from
bankniptcy or insolvency).

!
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

‘We previously offered a deferred compensation arrangement, which allowed certain employees to defer a portion of their eamnings and defer
the related income taxcs. As of December 31, 2004, the plan was frozen and no farther contributions are allowed. The deferred camings are mvested
in a rabbi trust.

The Company also has a deferred retirement salary plan, which was limited to certain current or former officers of C-COR. The present value of
the estimated future retirement benefit payments is being accrued over the estimated service period fromthe date of signed agreements with the
employees. ARRIS holds an mvestment to cover its liability,

(d) Inventories

Inventories are stated at the lower of average cost, approximating first-in, first-out, or market. The cost of work-in-process and finished goods
is conprised of material, labor, and overhead.

(e} Revenue recognition

ARRIS generates revenue 28 a result of varying activities, including the delivery of stand-alone equipment, custom design and installation
services, and bundled sales armangements inclusive of equipment, software and services. The revenue from these activities is recognized in
accordance with applicable accounting guidance and their related interpretations.

Revenue is recognized when all of the following criteria have been met:

« When persuasive evidence gf an arrangement exists. Contracts and customer purchase orders are used to determine the existence of an
arrangement.

+ Delivery has occurred. Shipping documents, proof of delivery and customer acceptance (when applicable) are used to verify delivery.

* The fee is fixed or determinable. Pricing i3 congidered fixed and determinable at the exccution of a customer armngement, based on specific
products and quantities to be delivered at specific prices. This determination includes & review of the payment terms associated with the
transaction and whether the sales price is subject to refund or adjustment or future discounts.

* Collectakility is reasonably assured. We assess the ability to collect from our customers based on a number of factors that include
information supplied by credit agencies, analyzing customer accounts, reviewing payment history and consulting bank references. Should
we have a circumstance arise where a customer is deemed not creditworthy, all revenue related to the transaction will be deferred until such
time that payment is received and all other criteria to allow ug to recognize revenue have been met,

Revenue is deferred if any of the above revenue recognition criteria is not met as well 23 when certain circumstances exist for any of our
products or services, including, but not lmited to:

* When undelivered products or services that are essential to the functionality of the delivered product exist, revenue is deferred until such
undelivered products or services are delivered as the customer would not have fulluse of the delivered elements.

« When required acceptance has not occurred.

+ When trade-in rights are granted at the time of sale, that portion of'the sale is deferred until the trade-in right is exercised or the right
capires, In determining the deferral amount, management estimates the expected trade-in rate and future value of the product upon trade-in,
These factors are periodically reviewed and updated by management, and the updates may result in either an increase or decrease in the
deferml,

Equipment — The Company provides cable system operators with equipment that can be placed within various stages of a broadband cable
systemthat allows for the delivery of cablk telephony, video and high speed data as wellas outside plant construction and maintenance equipment.
For equipment sales, revenue recognition is generally
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established when the products have been shipped, risk ofloss has transferred, objective evidence exists that the product has been accepted, and no
significant obligations rermain relative to the transaction. Additionally, based on historical experience, ARRIS hag cstablished reliable cstimates
related to sales retumns and other allowances for discounts. These estimates are recorded as a reduction to revenue at the time the revenue is initially
recorded.

Software — The Company sells internally developed software as well as software developed by outside third parties that does not require
significant production, medification or customization. The Company recognizes software and any sssociated system product revenue where
software is more than an incidental component, in accordance with the applicable guidance. Our produets that contain more than incidental software
include: CMTS, ARRIS Spectrum Analyzer (“ASA™), D5, UCTS, Commercial Services Aggregator (“CSA™) 5000, CXM Gateway, Video On Demand
(“VOD), and Advertising Ingertion,

Services — Service revenue consists of cugtomer support and meintenance, installation, training, on-site suppert, network design and inside
plant activities. A number of our products are sold in combination with customer support and maintenance services, which consist of software
updates and product support. Software updates provide customem with rights to unspecified software updates that the Company chooses to
develop and to maintenance releases and patches that the Company chooses te release during the period of the support period. Product support
services include telephone support, remote diagnostics, email and web access, access to on-site technical support personnel and repair or
replacement of hardware in the event of damage or failure during the termof the support period. Maintenance and support service fees are generally
billed in advance of the associated maintenance contract tenm. Maintenance and support service fees collected are recorded as deferred revenue and
recognized ratably under the straight-line method over the term of the contract, which is generally one year. The Company does not record
receivables associated with mamtenance revenues without a firm, non-cancelable order fromthe customer. Installation services and training services
are also recognized in service revenues when performed. Pursuant te the accounting requirements, the Company seeks to establish appropriate
vendor-specific objective evidence (“VSOE”) of the fair value for all service offerings. VSOE of fair value is determined based on the price charged
when the same element is sold separately and based on the prices at which customers have renewed their customer support and maintenance. For
elements that are not yet being sold separately, the price established by management, if it is prebable that the price, once established, will not
change before the separate introduction of the element into the marketplace is used to measure VSOE of fair value for that element.

Incentives — Customer incentive programs that include congideration, primarily rebates/credits to be used against future product purchases
and certain volume discounts, have been recorded as a reduction of revenue when the shipment of the requisite equipment occurs.

Multipie Element Arrangements — Certain customer fransactions may include multiple deliverables based on the bundling of equipment,
software and services. When a multiple-element arrangement exists, the fee fromthe arrangement should be allocated to the various deliverables, to
the extent appropriate, so that the proper amount can be recognizcd as revenue as each element is delivered. Baged on the composition of the
arrangement, the Company analyzes the provisions of the accounting guidance to determine the appropriate medel that should be applied towards
accounting for the multiple-element arrangement. If the amrengement includes a combination of elements that fall within different applicable guidance,
the Company follows the provisions of the hierarchal literature to separate those elements fromeach other and apply the relevant guidance to each.

For multiple element arrangements that include software or have a software-related element that is more than incidental but that does not
involve significant production, modification or customization, the Company applies the provisions of the relevant accounting guidance. Ifthe
arrangement includes multiple elements, the fee should be allocated to the various elements based on VSOE of fair value. If sufficient VSOE of fair
vahie does not exist for the allocation of revenue to all the various elements in a multiple element arrangement, all revenue from the arrangement is
deferred until the earlier of the point at which such sufficient VSOE is established or all elements within the arrangement are delivered. ' VSOE of fair
value exigts for all undelivered elements, but does not exist for one or more delivered elements, the arrangement consideration should be allocated to
the various elements of the arrangement using the residual method of accounting. Under the residual method, the amount ofthe amangement
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consideration allocated to the delivered elements is equal to the total arrangement consideration less the aggregate fair value of the undelivered
ckments. Using this method, any potential discount on the arrangement is allocated entircly to the delivered clements, which ensures that the
amount of revenue recognized at any point in time is not overstated. Under the residual method, if VSOE exists for the undelivered element, generalty
PCS, the fair value of the undelivered element is deferred and recognized ratably over the term of the PCS contract, and the remaining portion of the
arrangement is recognized as revenue upon delivery, which generally occurs upon delivery of the product or implementation of the system. License
revenue allocated to software products, in certain circumstances, is recognized upon delivery of the software products.

Similarly, for multiple element arrangements that include software or have a software-related element attached that is more than incidental and
does involve significant production, modification or customization, revenue is recognized using the contract accounting guidelines by applying the
percentage of completion or completed contract method, The Company recognizes software license and associated professional services revenue for
its mobile workforce management software license product installations using the percentage-ofcompletion method of accounting as we believe that
our estimates of costs to complete and extent of progress toward completion of such contracts are reliable, For certain software license arrangements
where professional services are being provided and are deemed to be essential to the functionality or are for significant production, modification, or
customization of the software product, both the software and the associated professional service revenue are recognized using the completed-
contract method if the Company does not have the ability to reasonably estimate contract costs at the inception of'the contracts. Under the
completed-contract method, revenue is recognized when the contract is complete, and all direct costs and related revenues are deferred until that
time, The entire amount of an estimated loss on a contract iy accrued at the time a loss on a contract ig projected. Actual profits and losses may differ
fromthese estimates.

For all other multiple element arrangements, the deliverables are separated into more than one unit of accounts when the following criteria are
met: (i) the delivered element(s) have value to the customer on a stand-alone basis, (ii) objective and reliable evidence of fair value exists for the
undelivered element(s), and (i) delivery of the undelivered element(s) is prabable and substantially in the control of the Company. Revenue is then
allocated to each unit of accounting based on the relative fair value of each accounting unit or by using the residual method if objective evidence of
fair value does not exist for the delivered element(s). If any of the criteria are not met, revenue is deferred until the criteria are met or the last element
has been delivered.

ARRIS employs the selHn method of accounting for revenue when using a Value Added Reseller (VAR) as our channel to market, Because
product returns are restricted, revenue under this method is recognized at the time of shipment to the VAR provided all criteria for recognition are
oet.

(# Shipping and Handling Fees

Shipping and handling costs for the years ended December 31, 2009, 2008, and 2007 were approximately $4.0 million, $4.6 million and
$5.4 million, respectively, and are classified in net sales and cost of sales.
(&) Depreciation of Property, Plant and Equipment

The Company provides for depreciation of property, plant and equipment on the straight-line bagis over estimated useful lives of 10to 40 years
for buildings and improvements, 2 to 10 years for machinery and equipment, and the shorter of the term of the lease or useful life for leasehold
improvements. Included in depreciation expense is the amortization of landlord funded tenant improvements which amounted to $0.4 million in 2009
and 2008. Depreciation expense, including amortization of capital leases, for the years ended Decenber 31, 2009, 2008, and 2007 wes approximately
$20.9 million, $20.9 million and $10.9 milkicn respectively.

(h) Goodwiil and Long-Lived Assets

Goodwill relates to the eacess of cost over the fair value of net assets resulting froman acquisition. On an annual basis, the Company’s
goodwill is tested for impairment, or more frequently if events or changes in

74

76



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

circumstances indicate that the asset is more likely than not impaired, in which case a test would be performed sooner. The impairment testing is a
two-step process. The first step is to klentify a potential impairment by comparing the fair value of a reporting unit with its carrying amount. ARRIS
has determined that its reporting units are the reportable segments based on the organizational structure, the financial information that is provided to
and reviewed by segment management and aggregation criteria of its component businesses that are economically similar. The estimates of fair value
of a reporting unit are determined based on a discounted cash flow analysis and guideline public company analysis. A discounted cash flow
analysis requires the Company to make various judgmental assumptions, including assumptions about future cash flows, growth rates and discount
rates. The assunptions about future cash flows and growth rates are based on the current and long-termbusiness plans of each reporting unit.
Discount rate assumptions are based on an assessment of the risk inherent in the firture cash flows of the respective reporting units. fnecessary,
the second step of the goodwill impairment test compares the implied fair value of the reporting unit’s goodwill with the camrying amount of that
goodwill. The implied fair value of goodwill is determined in a similar manner as the determination of goodwill recognized in a business combination.
As part of management’s review process of the fair values assumed for the reporting units, the Company reconciled the combined fair value of the
reporting units to the market capitalization of ARRIS and concluded that the fair values used were reasonable.

The annual tests were performed in the fourth quarters of 2009, 2008, and 2007, with a test date of October 1. No impairment was indicated as a
result of the review in 2007. During step one of the impairment analysis in 2008, the Company concluded that the fair values of its ATS and MCS
reporting units were less than their respective camying values. As a result, ARRIS performed step two of the goodwill impaimment test to determine
the implicd fair value of the goodwill of the ATS and MCS reporting unitg, The Company concluded that the implied fair value of the goodwill was
Jess than its carrying value and recognized a total noncash goodwill impairment loss of $128.9 million and $80.4 million related to the ATS and MCS
reporting units, respectively, during the fourth quarter of2008. This expense has been recorded in the impaimment of goodwill line on the
consolidated statements of operations. The fair value of the BCS reporting unit exceeded its carrying value, and therefore, no impairment charge was
necessary. In 2009, the results indicated that the implied fair values ofthe Company’s goodwill exceeded the camying amount, and therefore, the
assets were not impaired.

As of December 31, 2009, the Company had remaining goodwill of $235.4 million, of which $37.1 million related to the ATS reporting unit,
$156.3 million related to the BCS reporting unit, and $42.0 million related to the MCS reporting unit.

Cther intangible assets represent purchased intangible asgets, which include purcheged technology, customer relationships, covenants
not-to-compete, and order backlog. Amounts allocated to other identifiable intangible assets are amortized on a straight-line basis over their
estimated usefil lives as follows:

Purchased technology 4-10 years
Customer relationships 2-Byeas
Non-compete agreements 2 years
Trademarks 2 years
Order backlog 1/2 year

As of December 31, 2009, the financial statements included intangible assets of $204.6 million, net of accunmlated amortization of $190.7 million.
As of Decerrber 31, 2008, the financial statements included intangible agsets of $227.3 million, net of accurmlated amortization of $153.4 million, The
valuation process to determine the fair market values of the existing technology by management included valuations by an outside valuation service.
The vales assigned were calculated using an income approach utilizing the cash flow expected tobe g d by these technologics.

Forreasons similar to those described above, the Company alsc conducted a review of its long-lived assets in 2008, including amortizable
intangible assets. This review did not indicate that an impairment existed 2s of

75

77



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

December 31, 2008. No review for impairment of long-lived assets was conducted in 2009 as the Company did not believe that indicators of
impairment cxisted.

See Note 13 of Notes to the Consolidated Financial Statements for further information on goodwill and other intangibles.

(i) Advertising and Sales Promotion

Advertising and sales promotion costs arc expensed as incurred. Advertising expense was approximately $0.6 million, $0.8 million and
$0.8 million for the years ended December 31, 2009, 2008 and 2007, respectively.

(i} Research and Development

Research and development (“R&D”) costs are expensed as incurred. ARRIS’ research and development expenditures for the years ended
Decenber 31, 2009, 2008 and 2007 were approximately $124,6 million, $112.5 million and $71.2 million, respectively. The expenditures include
compensation costs, materials, other direct expenses, and allocated costs of information technology, telecommminications, and facilities.

(k) Warranty

ARRIS provides warranties of various lengths to customers based on the specific product and the terms of individual agreements. For further
discussion, see Note 7 Guarantees,

(1) Income Taxes

ARRIS uses the liability method of accounting for income taxes, which requires recognition of temporary differences between financial
statement and income taxbases of assets and Labilities, measured by enacted taxrates. In 2001, a valuation allowance was calculated and recorded te
offset all of the net deferred tax assets held by the Company. The valuation allowance is required to be established and maintained when it is more-
likely-than-not that all or a portion of deferred income tax assets will not be realized. At the end ofthe fourth quarter of 2006, ARRIS determined that
it was more-likely-than-not to realize the benefits of a significant portion ofits U.S, federal and state income deferred income taxassets and
subsequently reversed most of the related valuation allowance. During 2007, the Company reversed additional valuation allowance related to certain
U.S. federal capital losses as cepital gains were generated. However, the valuation allowance was subsequently increased because of the acquisition
of C-COR on December 14, 2007, since the Company concluded that it was not more-likely-than-not to realize certain benefits arising from C-COR’s
U.S. state deferred income tax assets and foreign deferred income tax assets. As of December 31, 2009, the Company has $17.0 million of valuation
allowances. The Company continually reviews the adequacy of its valuation allowances to reassess whether it is more-likely-than-not to realize its
various deferred income tax assets. See Note 16 of Notes to the Consolidated Financial Statements for further discussion.

(m) Foreign Currency Translation

A significant pertion ofthe Company’s products are manufactured or assembled in Mexico, Taiwan, China, Ireland, and other foreign
countries. Sales into intemnational markets have been and are expected in the future to be an important part of the Company’s business. These
foreign operations are subject to the usual risks inherent in conducting business abroad, including risks with respect to currency exchange rates,
economic and political destabilization, restrictive actions and taxation by foreign govemments, nationalization, the laws and policies of the United
States affecting trade, foreign investment and loans, and foreign taxlaws.

Certain international customers are billed in their local currency. The Company uses a hedging strategy and enters into forward or currency
option contracts based on a percentage of expected foreign currency revenues. The percentage can vary, based on the predictability of the revenues
denominated in foreign currency.
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As of December 31, 2009, the Company had option collars outstanding with notional amounts totaling 6.0 million euros, which mature through
2010. As of Decenber 31, 2009, the Company had forward contracts outstanding with notional amounts totaling 9.0 million curos, which mature
through 2010. The fair value of option and forward contracts as of December 31, 2009 and 2008 were loss (gain) of approximately $0.5 million and
$(0.4) million. During the years ended Decendber 31, 2009, 2008 and 2007, the Company recognized net losses of $3.0 million, $0.5 million and
$1.3 million, respectively, related to option contracts. During the year ended December 31, 2007, the Company also recognized loss of $66 thousand
on effective hedges that were recorded with the corresponding sales. There were no such losses recognized in 2009 and 2008.

ARRIS ceased using hedge accounting in March 2007. The last hedge considered effective expired in January 2007. Currently, all foreign
cumency hedges are recorded at fair value and the gains orlosses are included in other expense/ (income) on the Consolidated Statements of
Operations,

(n) Stock-Based Compensation

See Note 18 of Notes to the Consolidated Financial Statements for further discussion of the Company’s significant accounting policies related
to stock based compensation.

(o) Concentrations of Credit Risk

Financial instruments that potentially subject ARRIS to concentrations of credit risk consist principally of cash, cash equivalents and gshort-
term investments, and accounts receivable. ARRIS places its temporary cash investments with high credit quality financial institutions.
Concentrations with respect to accounts receivable oceur as the Company sells primarily to large, wellcstablished companies including companics
outside of the United States. The Company’s credit policy generally does not require collateral fromits customers. ARRIS closely monitors
extensions of credit to other parties and, where necessary, utilizes common financial mstruments to mitigate risk or requires cash on delivery terms.
Overall financial strategies and the effect ofusing a hedge are reviewed perodically. When deemed uncollectible, accounts receivable balances are
written off against the allowance for doubtful accounts.

The following methods and assumptions were used by the Company in estimating its fair value disclosures for financial instruments:

« Cash, cash equivalents, and short-term investments: The carrying amounts reported in the consolidated balance sheets for cash, cagh
equivalents, and short-term investments approximate their fair values.

* Accounts receivable and accounts payable: The camying amounts reported in the balance sheet for accounts receivable and accounts
payable approximate their fair values. The Company establishes a reserve for doubtful accounts based upon its historical experience in
collecting accounts receivable.

« Marketable securities: The fair values for trading and available-for-sale equity securities are based on quoted market prices.

* Non-marketable securities: Non-marketable equity securities are subject to a periodic impainment review; however, there are no cpen-
market valuations, and the impairment analysis requires significant judgment. This analysis includes aggessment of the investee’s financial
condition, the business outlook for its products and technelogy, its projected results and cash flow, recent rounds of financing, and the
likelihood of obtaining subsequent rounds of financing.

« Long-termdebt: The fair value of the Company’s convertible subordinated debt is based on its quoted market price and totaled
approximately $258.1 million and $176.6 million at December 31, 2009 and 2008, respectively.

« Foreign exchange contracts: The fair values of the Company’s foreign currency contracts are estimated based on dealer quotes, quoted
market prices of comparable contracts adjusted through interpolation where necessary, maturity differences or if there are no relevant
comparable contracts on pricing models or
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formulas by using cument assumptions. As of December 31, 2005, the company had option collars outstanding with notional amounts
totaling 6.0 million curos, which mature through 2010. As of December 31, 2009, the Company had forward contracts outstanding with
notional amounts totaling 9.0 million euros, which mature through 2010. The fair valie of option contracts as of December 31, 2009 and 2008
resulted in losses (gains) of approximately $0.5 million and ($0.4) million.

(p) Computer Software

The Company capitalizcs costs associated with internally developed and/or purchased software systems for internal use that have reached the
application development stage and meet recoverability tests. Capitalized costs include external direct costs of materials and services utilized in
developing or obtaining internal-use software and payroll and payroll-related expenses for employees who are directly agsociated with and devote
time to the internal-use software project. Capitalization of such costs begins when the preliminary project stage is complete and ceases no later than
the point at which the project is substantially complete and ready for its intended purpose. These capitalized costs are amertized on a straight-line
basis over periods of two to seven years, beginning when the agset is ready for its intended use. Capitalizzd costs are included in property, plant,
and equipment on the consolidated balance sheets. The carrying value of the software is reviewed regularly and impairment is recognized ifthe value
of the estimated undiscounted cash flow benefits related to the asset is less than the remaining unamortized costs.

Research and development costs are charged to expense as incummed. ARRIS generally has not capitalized any such development costs
because the costs incurred between the attainment of technological feasibility for the related software product through the date when the product is
available for general release to customers has been insignificant.

(q) Comprehensive Income (Loss)

The components of comprehensive income (loss) include net income (loss), unrealized gams (losges) on derivative instruments, forcign
currency translation adjustments, unrealized gains (losses) on available-for-sale securities, and change in unfunded pensicn liability, net of tax, if
applicable. Comprehensive income (loss) is presented in the consolidated statements of stockholders” equity.

Note3. Impact of Recently lssued Accounting Standards

In June 2009, the FASB issued authoritative guidance regarding the consolidation of variable interest entities, This update was effective and
implemented on January 1, 2010, It is not expected to have a material impact on the Company’s consclidated financial position or results of
operations.

In October 2009, the FASB issued a new accounting standard which provides guidance for arrangements with multiple deliverables.
Specifically, the new standard requires an entity to allocate consideration at the inception of an arrangement to all of its deliverables based on their
relative selling prices. In the absence of the vendor-specific objective evidence or third-party evidence of the selling prices, consideration must be
allocated to the deliverables baged on management’s best estimate of the selling prices. In addition, the new standard eliminates the use of the
residual methed of allocation. In October 2009, the FASB also issued a new accounting standard which changes revenue recognition for tangible
products containing software and hardware elements. Specifically, tangible products containing software and hardware that function together to
deliver the tangible products’ essential functionality are scoped out of the existing sofiware revenue recognition guidance and will be accounted for
under the multiple-element arrangements revenue recognition guidance discussed above. Both standards will be effective for ARRIS in the first
quarter of 2011; however, early adoption is permitted. The Company will adopt these new accounting standards in the first quarter of 2010 using the
prospective methed and the adoption is not expected to have a material impact on its consolidated financial statements.
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Noted. Investments
ARRIS’ investments as of December 31, 2009 and 2008 consisted of the following (in thousands):

Fair Value
As of December 31, As of December 31,
2009 2008
Cument Assets:

Trading securities 5 4970 $ —
Available-for-sale securities 120,061 17,371
125,031 17,3711

Noncurrent Assets:
Trading securities — 4,909
Available-for-sale securities 16,618 57172
Cost method investments 4,000 4,000
Total classified as non-current assets 20,618 14,681
Total b 145,649 $ 32,052

ARRIS’ investments in debt and marketable equity securities are categorized as trading or available-for-sale. The Company currently does not
hold any held-to-maturity securities. Realized and unrealized gains and losses on trading securities and realized gains and losses on
available-for-sale securities are included in net income. Unrealized gains and losses on available-for-sale securities are included in our consolidated
balance sheet as a component of accumulated other comprehensive income (loss). The unrealized losses in total and by individual investment as of
December 31, 2009 and 2008 were not material. The amortized cost basis ofthe Company’s investments approximates fair value.

As of December 31, 2009 and 2008, ARRIS’ cost method investment is an investment in a private company, which is recorded at cost of
$4.0 million. Each quarter ARRIS evaluates its investment for any other-than-temporary impaimment, by reviewing the current revenues, bockings and
long-termplan of the private company, In the third quarter of 2009, the private company mised additional financing at the same price and terms that
ARRIS had invested. As of December 31, 2009, ARRIS believes there has been no other-than-temporary impainnent but will continue to evaluate the
invegtment for impairment, Dug to the fact the investment is in a private company, ARRIS is ¢xempt from getimating the fair value on an interimbagis.,
However, ARRIS is required to estimnte the fair value if there has been an identifiable event or change in circunstance that may have a significant
adverse effect on the fair value of the investment.

Classification of available-for-sales securities as current or non-cumrent is dependent upon management’s intended holding period, the
security’s maturity date and liquidity consideration based on market conditions. If management intends to hold the securities for longer than one
year as of the balance sheet date, they are classified as non-current.

Note 5. Fair Value Measurements

Fair value is based on the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. In order to increase consistency and comparability in fair value meagurements, the FASB hag egtablished a fair
value hierarchy that prioritizes observable and unobservable inputs used to measure fair value into three broad levels, which are described below:

Level I: Quoted prices (unadjusted) in active markets that are accessible at the measurement date for assets or liabilities. The fair value
hierarchy gives the highest priority to Level 1 inputs.

Level 2: Observable prices that are based on inputs not quoted on active markets, but corroborated by market data.
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Level 3: Unobservable inputs are used when little or no market data is available. The fair value hierarchy gives the lowest priority to
Level 3 inputs.

The following table presents the Company’s assets measured at fair value on a recurring basis as of December 31, 2009 (in thousands):

Level 1 Level 2 Level 3 Total
Current investments 3 60,001 5 60,060 5 — 3 120,061
Noncurrent investments 336 16,282 — 16,618
Auction rate securities — — 4970 4,970
Foreign currency contracts 178 — — 178
Total § 60,515 $ 76342 $ 4,970 S 141,827

The majority of the Company’s shott and long-term investments instruments are classified within Level 1 or Level 2 of the fair value hierarchy
as they are valued using quoted market prices, market prices for similar securities, or altermative pricing sources with reasonable levels of price
transparency. The types of instruments valued based on quoted market prices in active markets include the Company’s investment in money market
funds, U.S. govemment notes and bills and mutual funds. Such instruments are generally classified within Level 1 of the fair value hierarchy. The
types of ingtraments valued baged on other observable inputs include the Company’s variable rate demand notes, cagh surrender value of conpany
owned life insurance, corporate obligations and certificates of deposit. Such instruments are classified within Level 2 ofthe fair value hierarchy. See
Note 4 for further information on the Company’s investments.

The table below includes a roll forward of the Company’s auction rate securities that have been classified as a Level 3 in the fair value
hierarchy (in thousands):

Level 3
Estimated fair value January 1, 2009 $ 4000
2009 change in fair value 61
Estimated fair value December 31, 2008 $ 4970

ARRIS had $5.0 million invested in a single issue of an auction mate security at December 31, 2009 and 2008. As of December 31, 2009, there was
no active market for this auction rate security or comparable securities due to current market conditions. Therefore, until such a market becomes
active, the auction rate security is classified as Level 3 within the fair value hierarchy. Due to the current market conditions and the failure of the
security to reprice, beginning in the second quarter of 2008, the Company has recorded changes in the fair value of the mstrument as an inpairment
charge in the Consolidated Statement of Operations in the loss (gain) on investments line. The security was held as of December 31, 2009 as a short-
term investment, clagsified as a trading security, with a fair market valae of $5.0 million, which includes the fuir value of the put option described
below. The Company may not be able to liquidate this security until a successful auction occurs, or, altematively, beginning June 30, 2010 through
July 2, 2012, when the Company has the option to sell the security to a major financial inatitution. This security is a single student loan issue rated
AAA and i3 substantially guaranteed by the federal government, ARRIS will continue to ¢valuate the fair value of its investment in this auction rate
security for any further impairment.

All of the Company’s foreign currency contracts are over-the-counter instraments. There is an active market for these instruments, and
therefore, they are classified as Level 1 in the fair value hierarchy. ARRIS does not enter into currency contracts for trading purposes. The Company
has a master netting agreement with the primary counterparty to the derivative mstruments. This agreement allows for the net settlement of assets
and liabilities arising from different transactions with the same counterparty.
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Note 6. Derivative Instruments and Hedging Activities

ARRIS has certain international customers who are billed in their local currency. Changes in the monetary exchange rates may adversely affect
the Company’s results of operations and financial condition. When appropriate, ARRIS enters into various derivative transactions to enhance its
ability to manage the volatility relating to these typical business exposures. The Company does not hold or issue derivative instruments for trading
or other speculative purposes. The Company’s derivative instraments are recorded on the Consolidated Balance Sheets at their fair values. The
Company’s derivative imgtruments arg not degignated as hedges, and accordingly, all changes in the fair value of the iInstruments are recognized as a
loss (gain) on foreign currency in the Consolidated Statements of Operations. The maximmm time frame for ARRIS® derivatives is currently
12 months. As of January 1, 2009, derivative instruments which are subject to master netting arrangements are not offset in the Consolidated Balance
Sheets.

The fair values of ARRIS’ derivative instruments recorded in the Consolidated Balance Sheet as of December 31, 2009 were as follows {in
thousands):

Asset Derivatives Liability Derivatives
—Balance Sheet Location Fuir Value —Balance Sheet Location Fuir Value
Derivatives Not Designated as Hedging
Instruments:
Foreign exchange contracts Other current assets 3 178 Other accrued liabilities 3 27

Prior to January 1, 2009, the Company recorded its derivative instruments on a net basis on the Consolidated Balance Sheet. As of
December 31, 2008, the fair value of the instruments was recorded as a net asset of $0.4 million, comprised of an asset of $1.1 million offset with a
liability of $0.7 million.

The change in the fair values of ARRIS derivative instruments recorded in the Consolidated Statements of Operations during the years ended
Decemiber 31, 2009, 2008, and 2007 were as follows (in thousands):

Years Ended December 31
__ Statement of Operations Location =~ _2009 _2008 2007
Derivatives Not Designated as Hedging Instruments:
Foreign exchange contracts Loss (gain) on forgign currency $ 3,016 $ (1,608) B (10946)1)

(1) Includes a gain of approximately $12.3 million related to foreign exchange contracts purchased to hedge against a potential acquisition, which
later was terminated.

Note 7. Guarantees
Warranty

ARRIS provides warranties of various lengths to customers based on the specific product and the terms of individual agreements. The
Company provides for the estimated cost of product warranties based on historical trends, the embedded base of product in the field, failure rates,
and repair costs at the time revenue is recognized. Expenses related to product defects and unusual product warranty problems are recorded in the
period that the problem is identified. While the Company engages in extensive product quality programs and processes, including actively
monitoring and evaluating the quality of'its suppliers, the estimated warranty obligation could be affected by changes in engoing product failure
rates, material usage and service delivery costs incurred in comecting a product failure, as well as specific product failures outside of ARRIS”
baseline experience. If actual product failure rates, material usage or service delivery costs differ from estimates, revisions (which could be material)
would be recorded against the warranty liability. ARRIS evaluates its wamanty obligations on an individual product basis.
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The Company offers extended warranties and support service agreements on certain products. Revenue from these agreements is deferred at
the time of the gale and recognized on a straight-line basis over the contract period. Costs of services performed under these types of contracts are
charged to expense as incurred.

Information regarding the changes in ARRIS" aggregate product warranty lisbilities for the years ending December 31, 2009 and 2008 were as
follows (in thousands):

2009 2008
January 1, $ 10,184 $ 14,370
Accruals related to wamanties (inchiding changes in estimates) 1,532 5,445
Settlements made (in cash or in kind) 4.037) (8,769)
C-COR warranty reserves acquired, including purchase price adjustments — (862)
Balance at December 31, $ 7679 $ 10,184

Note 8, Business Acquisitions
Acquisition of Digeo, Inc. and Vulcan Ventures, Inc.

On October 1, 2009, ARRIS Group, Inc. (“ARRIS™) acquired substantially all of the assets of Digeo, Inc. (“Digeo”™) and mntellectual property that
was related to Digeo’s business but that was owned by Vulcan Ventures, Inc. (“Vulcan™), the majority stockholder of Digeo. The purchase price was
approximately $20 million in cash and certain assumed kabilities of Digeo. Payment of $4 million of the aggregate purchase price is being deferred
until the first anniversary of the closing of the transaction. This transaction was accounted for as a business combination. The transaction provides
ARRIS with substantial technical expertise in video networking and an innovative multimedia services delivery platform The engineering talent and
intellectual property acquired as part of these transactions will be combined with ARRIS’ internal development efforts to accelerate the introduction
of next-generation IP-based consumer video products and services. The goodwill and intangible assets resulting from this acquisition are recorded
in the BCS segment.

Acquisition of EG Technology, Inc,

On September 1, 2009, ARRIS acquired certain assets and liabilities of EG Technology, Inc. (“EGT™) for $6.5 million. This transaction was
accounted for as a business combination. ARRIS acquired EGT patents and video processing technology for digital networks which complements
ARRIS’ video offerings by adding multi-fiunetional, flexible, and scalable video processors to its portfolio of market leading voice, video and data
sohitions. The goodwill and intangible assets resulting from this acquisition are recorded in the BCS segment.

Acquisition of Auspice Corporation

On August 12, 2008, ARRIS acquired certain assets of Auspice Corporation (“Auspice™) for $5.0 million, This iransaction was accounted for as
a business combination. The Company completed this transaction te enhance its offerings for Service Assurance software and to gain market share
in th¢ industry. The goodwill and mtangible agsets resulting fromthis acquisition are in the recorded MCS gegment.

Acquisition of C-COR Incorporated

On December 14, 2007, ARRIS acquired 100% of the outstanding shares of C-COR. Incorporated (“C-COR”). Pursuant to the Agreement and
Plan of Merger, each issued and outstanding share of C-COR common stock, other than shares held in treasury or by ARRIS, were converted into
the right to receive either (i} $13.75 in cash or (i) 1.0245 shares of ARRIS common stock and $0.688 in cash. This transaction was accounted foras a
business combination. ARRIS paid approximately $366 million in cash and issued 25.1 million shares of common stock valued at $281 million in the
merger. In addition, all outstanding optiens to acquire shares of C-COR common stock were converted into options to acquire shares of ARRIS
common stock and the number of shares underlying such
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options and the exercise price thereof were adjusted accordingly. The vesting of the unvested outstanding options was accelerated as a result of the
merger. The goodwill and intangible assets resulting fromthis acquisition are recorded in the ATS and MCS segments.

Note 9. Segment Information

The “management approach™ has been used to present the following segment information. This approach is based upon the way the
management of the Company organizes segments within an entemprise for making operating decisions and assessing performance. Financial
information i3 reported on the bagis that it is uged intemally by the chief operating decision maker for evaluating segment performance and deciding
how to allocate resources to segments.

The Broadbard Communications Systems segment’s product solutions include Headend and Subscriber Premises equipment that enable cable
operators to provide Voice over IP, Videc over IP and high speed data services to residential and business subscribers.

The Access, Transport & Supplies segment’s product lines cover all components of a HFC network, including managed and scalable headend
and hub equipment, optical nodes, radio frequency products, transport products and supplies.

The Media & Communications Systems segment provides content and operations management systems, including products for Video on
Demand, Ad Insertion, Digital Adventising, Service Assurance, Service Fulfillment and Mobile Workforce Management,

The table below presents informetion about the Company’s reporting segments for the years ended December 31 (in thousands):

Broadband Access, Media &
Communications Transport & Communications

— Systems __Supplies — Systems — Total
December 31, 2009
Net sales $ 852,852 $ 176306 $ 78,648 $ 1,107,806
Gross margin 379,248 40,055 43 460 462,763
Amortimtion of intangible agsets 415 22,550 14,396 37,361
Decetrber 31, 2008
Net sales 3 822 816 $ 262478 $ 59271 $ 1,144,565
Gross margin 285,136 76,387 31,606 393,129
Amortiztion of intangible assets — 24,772 19,423 44.195
Impairment of goodwill — 128,884 80,413 205,297
December 31, 2007
Net sales 3 859,164 $ 130,644 5 2386 3 992,194
Gross margin 251416 22,930 (464 273,882
Amortiztion of intangible agsets 1,085 1,192 2,278
Impairment of intangible assets — — 58 58
Write-off of in-process research and development — 1,320 4,300 6,120
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The following table summarizes the Company’s net intangible assets and goodwill by reportable segment as of December 31, 2009 and 2008 (in
thousands):

Broadband Access, Media &
Communications Transport & Communications

— Systems — Supplies — Systems _Total
December 31, 2009
Goodwill 3 156,335 3 37,074 3 41,979 3 235,388
Intangible assets, net 14,170 115,833 74,569 204,572
Decerber 31, 2008
Goodwill b 150,569 $ 38,366 3 42,749 3 231,684
Intangible agsets, net — 138,384 88,964 227,348

The Company’s two largest customers (including their affiliates, as applicable) are Comcast and Time Wamer Cable. Over the past year, certain
customers’ beneficial ownership may have changed as a result of mergers and acquigitions. Therefore the revenue for ARRIS® customers for prior
periods has been adjusted to include the affiliates under common control. A summary of sales to these customers for 2009, 2008, and 2007 is set forth
below (in thousands):

Years ended December 31
2009 2008 2007
Comeast and affiliates 3 353,658 5 300,934 3 366,894
% of sales 31.9% 26.3% 37.0%
Titme Warner Cable and affiliates 3 230,211 $ 235405 $ 106376
% of sales 20.8% 20.6% 10.7%

ARRIS sells its products primarily in the United States. The Company’s intemational revenue is generated from Asia Pacific, Europe, Latin
America and Canada. The Asia Pacific market primarily includes China, Hong Kong, Japan, Korea, Singapore, and Taiwan. The European market
primarily imcludes Austria, Belgium, France, Germany, the Netherlands, Norway, Poland, Pertugal, Spain, Sweden, Switzerland, Great Britain, Ireland,
Turkey, Russia, Romania, Hungry and Israel The Latin American market primarily inchudes Argentina, Brazil, Chile, Colunibia, Mexico, Peru, Puerto
Rico, Ecuador, Honduras, Costa Rica, Panema, Jamaica, and Bahamas. Sales to international customers were approximately 26.5%, 29.1% and 27.0%
of total sales for the years ended December 31, 2009, 2008 and 2007, respectively. Intemational sales for the years ended December 31, 2009, 2008 and
2007 were as follows (in thousands):

Years Ended December 31
2009 2008 2007
Apgia Pacific 5 56091 5 50435 $ 41997
Europe 93,078 127,103 98,575
Latin America 81,608 97,798 71,507
Canada 62,672 57,406 56,050
Total $ 293,449 $ 332,742 $ 268,129
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The following table summarizes ARRIS’ intemational long-lived assets by geographic region as of December 31, 2009 and 2008 (in thousands):

As of December 31,

2009 2008
Apyia Pacific $ 991 $ 1222
Europe 1,630 1,884
Latin America Latin America 249 169
Canada 3 3
Total $ 2873 $ 3,278

Note 10. Restructuring Charges
During the first quarter of 2004, ARRIS consolidated two facilities in Georgia, giving the Company the ability to house many of its core
technology, marketing, and cotporate headquarters functions in a single building, This consolidation resulted in a restructuring charge of

approximately $6.2 million in 2004 related to lease commitments and the write-off of leasehold improvements and other fixed assets. The restructuring
plan was conpleted in the third quarter of 2009,

{In thousands)

Balance as of December 31, 2008 $ 545
2009 payments (672)
2009 adjustments to accrual 127
Balance as of December 31, 2009 $ —

In the fourth quarter of 2007, the Company initiated a reatructuring plan related to its acquigition of C-COR. The plan focuses on the
rationalization of personnel, facilities and systems across the entire organization. The restructuring affected approximately 60 employees. The plan
also includes contractual obligations related to change of control provisions included in certain C-OOR employment contracts. The total estimated
cost of this restructuring plan was approximately $8.6 million, of which approximately $0.5 million was recorded as severance expense during the
fourth quarter of 2007 and $8.1 million was assumed liabilities related to employee severance and termination benefits which were accounted for as an
adjustment to the allocation of the original purchase price for C-COR upon acquisition. The restructuring plan was completed in the first quarter of
2009.

{in thousands)
Balance as of December 31, 2008 3 211
2009 payments (218)
2009 adjustments to accrual 7
Balance as of December 31, 2009 $ —

Additionally, ARRIS acquired remaining restructuring accruals of approximately $0.7 million representing C-COR contractual obligations that
related to excess leased facilities and equipment. These payments will be paid over their remaining lease terms through 2014, unless terminated
earlier. In the fourth quarter 02009, an adjustment of $1.5 million was made related to the sublease assumption for 2010-2014 given the current real
estate market conditions.
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{in thousands)
Balance as of December 31, 2008 3 494
2009 payments (372)
2009 adjustments to accmal 1,768
Balance as December 31, 2009 $ 1,890

During the second quarter of 2009, ARRIS consolidated two facilitics in Colorado. The consolidation allows the Company to combine its sales
force and create a unified presence in the Denver area business commmnity. This consolidation resulted in a restructuring charge of approximately
$212 thousand in 2009 related to lease commitments and the write-off of leasehold improvements and other fixed assets. ARRIS expects the remaining
payments to be made by the second quarter of 2010.

{in thousands)
Second quarter 2009 charge 5 213
2009 payments (168)
2009 adjustments to accrual 9
Balance ag of Decermber 31, 2009 3 53

During the fourth quarter of 2009, the Company implemented a restructuring initiative to align its workforce and operating costs with cument
business opportunities within the ATS segment. The restructuring affected 33 employees.

{in thousands)
Fourth quarter 2009 charge $ 1,341
2009 payments (523)
2009 adjustments to accrual 17
Balance as of December 31, 2009 $ 835

Note 11, Inwentorics

Inventories are stated at the lower of average cost, approximating first-in, first-cut, or market. The components of inventory are as follows, net
of reserves (in thousands):

December 31,
2009 2008
Raw material $ 14,665 $ 19247
‘Work in process 3,480 4,814
Finished goods 77,706 105,691
Total inventories § 95,851 $ 120752
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Note 12.  Property, Plant and Equipment

Property, plant and equipment, at cost, consisted of the following (in thousands):

December 31,
2009 2008

Land $ 2,612 $ 2,612
Buildings and leaseheld improvements 22,304 20,048
Machinery and equipment 139,023 136,857
163,939 159,517

Less: Accumulated depreciation (106,744) (100,313)
Tetal property, plant and equipment, net § 57195 $ 55204

Note 13, Goodwill and Intangible Assets
Goodwill

Goodwill relates to the excess of cost over the fair value of net assets resulting froman acquisition. On an annual basis, the Company’s
goodwill is tested for impainment, or more frequently if events or changes in circumstances indicate that the asset is more likely than not impaired, in
which case a test would be performed sooner. For purposes of impairment testing, the Company has determined that its reporting units are the
reportable segments based on our organizational structure, the financial information that is provided to and reviewed by segment management and
aggregation criteria of its component businesses that are economically similar. The impairment testing is a two-gtep process. The first step is to
identify a potential impaimment by comparing the fair value of a reporting unit with its carrying amount. The Company concluded that a taxble
transaction approach should be used. The Company determined the fair value of each of its reporting units using a combination of an income
approach using discounted cash flow analysis and a market approach comparing actual market transactions of businesses that are similar to those of
the Company. In addition, market multiples of publicly traded guideline companies were also considered. The discounted cash flow analysis requires
the Company to make various judgmental assumptions, including assumptions about fiuture cash flows, growth rates and weighted average cost of
capital (discount rate). The assumptions about future cash flows and growth rates are based on the cument and long-tenmbusiness plans of each
repotting ynit, Digeount rate assutmptions are based on an assessment of the rigk inherent in the future cash flows of the respective reporting umits,
Ifnecessary, the second step of the goodwill impairment test compares the implied fair value of the reporting unit’s goodwill with the carrying
amount of that goodwill The implied fair value of goodwill is determined in a similar manner as the detemmination of goodwill recognized in a
business combination.

2007 Impairment Analysis —

The 2007 annual impairment test was performed as of October 1, 2007. The results indicated that the fair values of the Company’s goodwill
exceeded the carrying amount, and therefore, the assets were not impaired.

2008 Impairment Analysis —

During the 2008 annual impairment testing, as a result of the current and continuing decline in the market value of commmnications equipment
suppliers in general, coupled with the volatile macroeconomic conditions, ARRIS determined that the fair values ofthe ATS and MCS reporting units
were less than their respective carryimg values. As a result, the Company proceeded to step two of the goodwill impairment test to determine the
implied fair value of the ATS and MCS goodwill ARRIS concluded that the implied fair value of the goodwill was less than its carrying value and
recorded an impairment charge as of October 1, 2008. During the fourth quarter of 2008, ARRIS experienced a continued decline in market conditions,
especially as a result of the housing market, with respect to its ATS reporting unit. As a result, the Company determined that it was possible that the
future cash flows and growth rates for the ATS reporting unit had declined since the impairment test date of October 1, 2008. Further, the
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Company considered whether the continued volatility in capital markets between October 1, 2008 and December 31, 2008 could result in a change in
the discount rate, potentially resulting in further impairment. As a result of these factors, the Company performed an interimtest as of December 31,
2008 for the ATS and MCS reporting units. The Company did not performan interim test for the BCS reporting unit as it did not believe that an event
occurred or circumstances changed that would more likely than not reduce the fair value of the reporting unit below its carrying amount. The
Company concluded that its remaining ATS and MCS goodwill was further impaired and recorded an incremental goodwill impairment charge. This
expense has been recorded in the goodwill impairment line on the consolidated statements of operations. The fair value of the BCS reporting unit
exceeded its carrying value, and therefore, no impairment charge was necessary. As part of management’s review process of the fair values assumed
for the reporting units, the Company reconciled the combined fair value to its market capitalization and concluded that the fair values used were
reasonable.

2009 Impairment Analysis —

The 2009 annual impairment tegt was performed as of October 1, 2009, The results indicated that the implied fair values of the Company’s
goodwill exceeded the camrying amount, and therefore, the assets were not impaired.

Following is a summary of the Company’s goodwill (in thousands):

BCS ATS MCS Total
Balance as of December 31, 2007 $ 150,569 § 179827 § 124956 $ 455352
Purchase accounting adjustments — C-COR acquisition — (12,577 (5,123) (17,700)
Acquisition of Auspice Corporation — — 3329 3,329
Impairment — (128,884) (80,413) (205,297)
Balance as of December 31,2008 150,569 38366 42,749 231,684
Acquisition of EG Technology, Inc. 3,745 — — 3,745
Acquisition of Digeo, Inc. 2,021 — — 2,021
Adjustment to deferred tax assets — C-COR acquisition — (1,292) (770) (2,062)
Balance as of December 31, 2009 $ 156,335 $ 37014 $ 4197 $ 235388
Intangibles

ARRIS tests its property, plant and equipment and amortizable intangible assets for recoverability when events or changes in circumstances
indicate that their camrying amounts may not be recoverable. Emmples of such circumstances include, but are not limited to, operating or cash flow
losses fromthe ude of such assets or changes in ourintended uses of such assets. To test for recovery, the Company groups assets (an “Asset
Group™) in a manner that represents the lowest level for which identifiable cash flows are largely independent of the cash flows of other groups of
assety and liabilitics, The carrying amount of a long-lived asget or an agset group is not recoverable if it exceeds the sumof the undiscounted cagh
flows expected to result from the use and eventual disposition of the asset or asset group. In detemmining future undiscounted cash flows, the
Company has made a “policy decigsion” to use pre-taxcash flows in our evaluation, which is consistently applied.

Ifthe Company determines that an asset or asset group is not recoverable, then we would record an impainnent charge if the caoying value of
the asset or asset group exceeds its fair value, Fair value is based on estimated discounted future cash flows expected to be generated by the asset
or asset group. The assumptions underlying cash flow projections would represent management’s best estimates at the time of the impairnment
review.

As of December 31, 2008, for reasons similar to those described above, the Company conducted a review of our long-lived assets in 2008,
inchiding amortizble intangible assets, This review did not indicate that an
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impairment existed. No review for impairment of long-lived assets was conducted in 2007 or 2009 as the Company did not believe that indicators of
impairment cxisted.
Sepamble intangible assets that are not deemed to have an indefinite life are amortized over theiruseful lives. The Company’s intangible assets

have an amortization pericd of sixmonths to ten years, The gross carrying amount and accurmlated amortization of the Company’s intangible
assets, other than goodwill, as of December 31, 2009 and December 31, 2008 are as follows (in thousands):

December 31, 2009 December 31, 2008

Weighted Welghted

Average Awverage
Remaining Remaining

Gross Accumulated Net Book Life Gross Accumulated NetBook Life

Amount Amortization Value (Years) Amount Amortization Value (Years)
Customer relationzhips $328359 § 163,129 $ 165,230 59 $327459 § 135,253  § 192,206 569
Developed technology 53,568 14,470 35,098 5.8 40,141 7,496 32,645 4.9
Trademarks & patents 317 73 244 1.7 60 12 48 1.6
Order backlog 7,940 7,940 — — 7.940 7,940 — —
Non-compete agreements 5,110 5,110 — = 5,110 2,661 2,449 0.9

Total $395204 § 190,722  § 204,572 $380,710 $ 153,362 $227,348

Amortization expense recorded on the intangible assets listed in the above table for the years ended December 31, 2009, 2008, and 2007 was
$37.4 million, $44.2 million and $2.3 million, respectively. The estimated total amortization expense for each of the next five fiscal years is as follows (in
thousands).

2010 $ 35957
2011 35,755
2012 35,586
2013 35,34
2014 28,923

Note 14. Long-Term Obligations
Debt, capital lease obligations and other long-term liabilities consist of the following (in thousands):

December 31, December 31,
2009 2008
2.00% convertible senior notes (net of discount of $49,802 in 2009 and $64,267 in 2008) $ 211,248 s 211,733
2.00% Pennsylvania Industrial Development Authority debt, net of current portion — 137
Total long-term debt 211,248 211.870
Other long-term linbilities:
Defemred compensation 5,673 4,896
Accred warranty 3413 4,532
Deferred revenue 2,969 2,671
Landlord funded leasehold improvements 900 1,308
Other long-term liabilities 3,066 1,936
Total other long-term liabilities 16,021 15,343
Total long-term obligations $ 227269 $ 227213
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In 2006, the Company issued $276.0 million of 2% convertible senior notes due 2026. The notes are convertible, at the option of the helder,
based on an initial conversion rate, subject to adjustment, of 62,1504 shares per $1,000 principal amount (which represents an initial conversion price
of approximately $16.09 per share of our common stock), into cash up to the principal amount and, if applicable, shares of the Company’s common
stock, cash or 2 combination thereof. The notes may be converted during any calendar quarter in which the closing price of ARRIS’ common stock
for 20 or more trading days in a period of 30 consecutive trading days ending on the last trading day ofthe immediately preceding calendar quarter
exceeds 120% ofthe conversien price in effect at that time (which, based on the current conversion price, would be $19.31) and upon the occumence
of certain other events. Upon conversion, the holder will receive the principal amount in cagh and an additional payment, in either cash or stock at
the option of the Company. The additional payment will be based on a formula which calculates the difference between the initial conversion rate
($16.09) and the market price at the date cfthe conversion. As of February 25, 2010, the notes could not be converted by the helders thereof. Interest
is payable on May 15 and November 15 of each year. The Company may redeemthe notes at any time on or after November 15, 2013, subject to
certain conditions. In addition, the holders may require the Company to purchase all or a portion of their convertible notes on or after November 15,
2013.

In May 2008, the FASB issued new guidance on accounting for convertible debt instruments that may be settled in cash upon convemsion. The
guidance requires that the lability and equity components of convertible debt instraments that may be settled in cagh upen conversion (including
partial cash settlement) to be separately accounted for in a manner that reflects the issuer’s nonconvertible debt borrowing rate. The resulting debt
discount is accreted aver the period the convertible debt is expected to be outstanding ag additional non-cagh interest expenge, Retrogpective
application to all periods presented is required except for instruments that were not outstanding during any of the periods that will be presented in
the annual financial statements for the period of adoption but were outstanding during an earlier period. The adoption of the guidance on January 1,
2009 affected the accounting treatment of the notes. Upon adoption, the Company recorded an adjustment to increase additional paid-in capital as of
the November 6, 2006 issuance date by approximately $87.3 million. The Company is accreting the resulting debt discount to interest expense over
the estimated seven year life of the convertible notes, which represents the first redemption date of November 15, 2013 when the Company may
redeem the notes at its election or the note holders may require their redemption. The Company recorded a pre-tax adjustment of approximately
$23.0 million to retained earnings that represents the debt discount accretion during the years ending December 31, 2006, 2007 and 2008. During the
year ended Decendber 31, 2009, the Company recognized non-cash interest expense of $11.1 million, and will recognize additional non-cash mterest
expense of $11.9 million, $12.9 million, $13.9 million and $11.2 million during the years ending December 31, 2010, 2011, 2012 and 2013, respectively, for
accretion of the debt discount, to the extent that the convertible notes remain outstanding.

The Company pzid approximately $7.8 million of finance fees related to the issuance of the notes. Of the $7.8 million, approximately $2.5 million
was attributed to the equity component of the convertible debt instrument. The portion related to the debt issuance costs are being amortized over
seven years. The remaiing balance of unamortized financing costs fromthese notes as of December 31, 2009 and 2008 was $2.8 million, and
$3.7 million, respectively.
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The following tables present the effect on the Company’s affected financial statement line items for the two years ended December 31, 2007
and 2008 (in thousands, cxcept per share data):

For the year Fnded For the year Ended
December 31, 2007 December 31, 2008
As As
Originally As Inerease  Originally As Increase
_Reported _Adjusted  (Decrease) Reported _Adjusted (Decrease)
Statement of Operations:
Interest expense $ 6614 $ 16188 $§ 9574 § 6740 S 17123 § 10383
Income (loss) from continuing operations before income taxes 139,087 129,513 (9,574) (116,881) (127,264) (10,383)
Income tax expense 40,951 37370 (3,581) 6,258 2375 (3,883)
Net income (loss) 98,340 92,347 (5993) (123,139) (129,639) (6,500)
Basic net income (loss) per share:
Income (loss) from continuing operations before income taxes $ 125 § 117 § (008 8 (09 § (1.02) $§ (008
Basic net income (loss) per share 3 089 § 08 § (006 § 099 5 (10 § (0.05
Diluted net income per (loss) share:
Income (loss) from continuing operations before income taxes 3 123 § 115 § (008) $§ (094 $ (1.02) § (0.08)
Diluted net income (loss) per share 5 087 % 082 $§ (005 $ 099 § (o § (009
As of December 31, 2008
As Originally As Increase
—_Reported _Adjusted (Decrease)
Balance Sheet:
Noncurrent deferred income tax assets $ 11,514 $ 12,157 $ 643
Other agsets 8,294 6,575 (1,719)
Long-termdebt, net of current portion 276,137 211,870 (64,267)
Noncurrent deferred income tax liabilities 17,565 41,598 24,033
Capital in excess of par value 1,105,998 1,159,097 53,099
Accumulated deficit (188,562) (202,503) (13,941)

As of December 31, 2009 and 2008, the face value ofthe outstanding notes was $261.0 million and $276.0 million, respectively. During the first
quarter of 2009, the Company acquired $15.0 million face value of the notes for approzinmtely $10.6 million. The Conpany also wrote off
approximately $0.2 million of deferred finance fees associated with the portion of the notes acquired. As a result, the Company realized a gain of
approximately $4.2 million on the retirement of the notes.

The Company has not paid cash dividends on its common stock since its inception. In 2002, to implement its shareholder rights plan, the
Company’s beard of directors declared a dividend consisting of one right for each share of its common stock outstanding. Each right represents the
right to purchase one one-thousandth of a share of its Seties A Patticipating Preferred Stock and becomes exercisable only if'a person or group
acquires beneficial ownership of 15% or more of its common stock or announces a tender or exchange offer for 15% or more of its common stock or
under other similar circumstances,
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Note 15. Earnings Per Share

The following is a reconciliation ofthe numemtors and denominators of the basic and diluted earmings (loss) per share computations for the

periods indicated (in thousands except per share data):.

For the Years Ended December 31

2009 2008 2007
Basic:

Income (loss) from continuing operations $ 90,769 $ (129,639) $ 92,143
Income from discontinued operations — — 24
Net income (loss) $ 90,765 $  (129,639) 5 92347
Weighted average shares outstanding 124,716 124,878 110,843
Basic earnings (loss) per share $ 0.73 $ (L.04) § o83

Diluted:
Income (logs) from continuing operations $ 90,769 $ (129,639 $ 92143
Income from discontinued operations — — 204
Net incone (loss) $ 90,769 $  (129,639) $ 92,347
Weighted average shares outstanding 124,716 124,878 110,843
Net effect of dilutive shares 3,369 — 2,184
Total 128,085 124,878 113,027
Diluted earnings (loss) per share 3 0.71 $ (1.04) s 0.82

In November 2006, the Company issued $276.0 million of convettible senior notes. Upon conversion, ARRIS will satisfy at least the principal
amount in cash, rather than common stock. This reduced the potential eamings dilution to only include the conversion premium, which is the
difference between the conversion price per share of common stock and the average share price, The average share price in 2009, 2008 and 2007 was

less than the conversion price of $16.09 and, consequently, did not result in dilution.

Exclided from the dilutive securities described above are employee stock options to acquire 3.8 million, 8.8 million and 2.7 million shares as of
December 31, 2009, 2008 and 2007, respectively. These exclusions are made if the exercise prices of these options are greater than the average market

price of the common stock for the period, or if we have net logses, both of which have an anti-dilutive effect.

2
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Note 16. Income Taxes

Income tax expense (benefit) consisted of the following (in thousands):

Cumrent — Federal
State
Foreign

Deferred — Federal
State

Foreign

A reconciliation of the statutory federal income taxrate of 35% and the effective income taxrates is as follows:

Statutory federal income tax expense (benefit)
Effects of:
State income taxes, net of federal benefit
Differences between U.S. and foreign income taxrates
Impainment of goodwill
Domestic manufacturing deduction
Decrease in valuation allowance
Federal tax exempt interest
Acquired in-process research and development
Research and development tax credits
Other, net

Years Ended December 31
2009 2008 2007
§ 26,586 $ 13492 $ 31,044
3,867 5,903 5,269
344 (258) 233
30,797 19,137 36,546
11,856 (12,007) 4,744
4450 (798) 463
(3,254 9 (809)
13,052 (12,879) 4405
$ 43,849 $ 6258 3 40,951
Years Ended December 31
2009 2008 2007
35.0% 35.00% 35.0%
52% 4.4% 2.8%
0.5% (1.0%  (0.7%
— 43.3% =
2.0% (1.7% -
(G.6% 0%  G8%
(0.)% 03%  @D%
— — 1.6%
(35)% (@0%  (43%
1.1% (02)% 1.0%
32.6% 5.4% 29.5%
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Deferred income taxes reflect the net taxeffects of temporary differences between camying amounts of assets and liabilities for financial
reporting purposes and the amounts used for income tax purposes. Significant components of ARRIS’ net deferred income taxasscts (habilitics)

were as follows (in thousands):

Current deferred income taxassets:

Inventory costs
Federal research and development credits
Federal/state net operating loss carryforwands
Foreign net operating loss carryforwards
‘Warranty reserve
Deferred revenue
Other, principally operating expenses

Total cumrent defemred income taxassets

Noncurrent deferred income taxassets:

Fedeml/state net operating loss camyforwards
Federal capital loss carryforwards
Foreign net operating loss carmryforwards
Federal alternative minimum tax (“AMT”) credit
Federal research and development credits
Pension and deferred compensation
Equity compensation
‘Warranty reserve
Other, principally operating expenses
Total noncument deferred ncome tax assets
Total deferred income taxassets

Current deferred income tax liabilities:

Other, principally operating expenses
Total current deferred income tax abilitics

Non-current deferred income tax liabilities:
Property, plant and equipment, depreciation and basis differences

Other noncurrent liabilities

Convertible debt

Geodwill and Intangibles
Total noncurrent deferred income tax liabilities
Total defetred income tax ligbilitics

Net deferred income taxassets
Valuation allowance

Net deferred income taxassets

December 31,
2009 2008
5 1,124 $ 10,504
679 3,000
7457 11,703
100 69
204 2,840
12,945 11,844
6,926 5,995
40,035 43,955
8,270 15,464
124 163
10,015 13,242
2,204 2,224
7,719 16,649
1272 8372
8,943 6,728
852 =
5314 2,932
51,333 65,774
91,368 111,729
954 (1,059)
(954) (1,059)
(1.623) (833)
(1,730) (512)
(18,708 (24.036)
(45,828) (56,103)
(67,885) (81,484)
(68.339) (82,543)
22,529 26,186
(16,979 (15,718)
3 5,550 $ 13,468

The valuation allowance for deferred income taxassets of $17.0 million and $15.7 million at December 31, 2009 and 2008, respectively, relates to

the uncertainty surrounding the realization of certain deferred income tax
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assets in various jurisdictions. A valuation allowance should be established and maintained when it is more-likely-than-net that all or a portion of
deferred income tax asscts will not be realized. The $1.3 million increase in valuation allowance in 2009 was predominantly due to increascs in state
deferred taxassets within legal entities experiencing cunmlative losses, offset by releases of valnation allowances in Europe due to settlements of
income taxaudits. The Company continually reviews the adequacy ofits valuation allowances by reassessing whether it is more-likely-than-not to
realize its various deferred income tax assets.

As of December 31, 2009 and December 31, 2008, ARRIS had $25.8 million and $57.8 million, respectively, of U.S. Federsl net operating losses
available to offset against future ARRIS taxable income. The U.S. Federal net operating losses may be carried forward for twenty years. The available
acquired U.S. Federnl net operating losses as of December 31, 2009, will expire between the years 2013 and 2023. As of December 31, 2009, ARRIS
alse had $181.4 million of 1,8, state net operating loss carryforwards in various states, The amounts available for utilition vaty by state dug to the
apportionment of the Company’s taxable income and state law governing the expiration of these net operating losses. U.S. state net operating loss
catryforwands of approximately $27.8 million relaie to the exercise of employee stock options and restricted stock (“equity compensation™), Any
future cash benefit resulting from the utilization of these U.8. state net operating losses attributable to this portion of equity compensation will be
credited directly to paid in capital during the year in which the cash benefit is realized. Additionally, ARRIS has foreign net operating loss
catryforwands available, as of December 31, 2009, of approximately $47.3 million with varying expiration dates. Approximately $23.5 million of the
available foreign net operating loss carryforwards were acquired from C-COR, and approximately $21.8 million. of the total foreign net operating loss
carryforwards relate to ARRIS® Irish subsidiary and have an indefinite life,

ARRIS’ ability to use U.S. Federz] and state net operating loss carryforwards to reduce firture taxeble income, or to use research and
development tax credit carryforwards to reduce future mcome tax liabilities, is subject to restrictions attributable to equity transactions that resulted
in a change of ownership during prior tax years, as defined in Internal Revenue Code Sections 382 and 383. All of the tax attributes (net operating
losses carried forward and tax credits carried forward) acquired from the C-OOR Incorporated transaction are subject to restrictions arising from
equity transactions, including transactions that created ownership changes within C-COR prior to its acquisition by ARRIS. With the exception of
$0.6 million of its U.S federal net operating loss carryforwards and $158.6 million of its U.S. state net operating loss caryforwards, ARRIS does not
expect that the limitations placed on its net operating Josses and research and development tax credits as a result of applying these and other rules
will result in the expiration of its net operating loss and research and development tax credit carryforwards. However, future equity transactions
could further limit the utilization of these tax attributes.

During the past several years, ARRIS has identified and reported U.S, federal research and development taxcredits in the amount of
$45.5 million, and domestic state research and development taxcredits in the amount of $5.1 million. During the tax years ending Decetrber 31, 2009,
and 2008, we utilized $19.3 million and $12.1 million, respectively, to offset against U.S. federal and state income tax liabilities. As of December 31,
2009, ARRIS has $6,2 million of available domestic federal research and development tax credits and $2.7 million of availabk domestic state research
and development tax credits carried forward from 2008, The remaining unutilized domestic federal research and development tax credits can be carried
back one year and carried forwand twenty years. The domestic state research and development texcredits camy forward and will expire pursuant to
the various applicable domestic state rules.

ARRIS intends to indefinitely reinvest the undistributed eamings of its foreign subsidiaries. Accordingly, no deferred income taxes have been
recorded for the difference between its financial and taxbasis investment in its foreign subsidiaries. If these eamings were distributed to the U.S. n
the form of dividends, or otherwise, ARRIS would have additional U.S. taxable income and, depending on the company’s taxposture in the year of
repatriation, may have to pay additional U.S. income taxes. Withholding taxes may also apply to the repatristed eamings. Determination of the
amcunt of unrecognized income tax liability related to these permanently reinvested and undistributed foreign subsidiary eamnings is cumently not
practicable. However, we expect that the income tax liability from a repatristion of these earnings would not be material since almost all of ARRIS’
undistributed eamings are held by legal entities that file income taxretumns in the United States.
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Tabular Reconciliation of Unrecognized Tax Benefits {in thousands):

December 31,

_2009 2008

Beginning balance $ 16,620 $ 5871
Gross increases — taxpositions in prior period 24 8
Gross decreases — taxpositions in prior period (2,235) —
Groge increases — current-period taxpositions 2,867 5,206
Increases fromacquired businesses — 1,888
Decreases relating to settlernents with taxing authorities — (355)
Ending balance $ 17,276 $ 16,620

The Company and its subsidiaries file income taxretums in the U.S. federal jurisdiction, and various state and foreign jurisdictions. With few
exceptions, the Company is no longer subject to U.S. federal, state and local, or non-U.S. income tax examinations by taxauathorities for years before
2001. The Company and its subsidiaries are currently under income taxaudit in only three jurisdictions (the state of Florida, the state of Califomia,
and the state of Tllinois) and they have not received notices of any planned or propesed income tax audits. During 2009, the Company reached a
settlement agreement with the Netherlands for tax years through 2009. The Company also conclided its tax audit with French taxing authorities with
no change to the taxreturns as originally filed. The Company has no outstanding unpaid income tax assessments for prior income tax audits.

At the end of 2009, the Conpany’s total tax liability related to uncertain net taxpositions totaled approximately $16.9 million, all of which would
cause the effective income taxrate to change upon the recognition ARRIS does not currently anticipate that the total amount of untecognized tax
benefits will materially increase or decrease within the next twelve months. The Company reported approximately $0.8 million and $0.4 million,
respectively, of interest and penalty accrual related to the anticipated payment of these potential taxliabilities as of December 31, 2009 and 2008. The
Company classifies interest and penalties recognized on the liability for uncertain taxpositions as income taxexpense. During 2009 and 2008, the
Company reperted $0.4 million and $0.2 million, respectively, of income tax expense arising fromaccruals of interest and penalties associated with
uncenain tax provigions,

Note17. Commitments

ARRIS leases office, distribution, and warehouse facilities as well as equipment under long-term leases expiring at various dates through 2023.
Included in these operating leases are certain amounts related to restructuring activities; these lease payments and related sublease income are
inchided in restructuring accruals on the consolidated balance sheets, Future minimgm operating lease payments under non-cancelable leases at
December 31, 2009 were as follows (in thousands):

Operating Leases

2010 5 8,154
2011 5,860
2012 3,658
2013 2,445
2014 1,096
Thereafter 1,955
Less sublease income (167)
Total minimym leas¢ payments § 23,001

Total rental expense for all operating leases amounted to approximately $9.1 million, $9.0 million and $5.4 million for the years ended
December 31, 2009, 2008 and 2007, respectively.
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As of December 31, 2009, the Company had approximately $4.5 million of restricted cash. Of the total restricted cash, $2.5 million related to
outstanding letters of credit that were cash collateralized and $2.0 million is security for hedge transactions. Additionally, the Company had
contractual obligations of approximately $103.1 million under agreements with non-cancelable terms to purchase goods or services over the next
year. All contractual obligations outstanding at the end of prior years were satis fied within a 12 month period, and the obligations outstanding as of
Decendber 31, 2009 are expected to be satisfied in 2010,

Note 18.  Stock-Based Compensation

ARRIS grants stock options under its 2008 Stock Incentive Plan (“2008 SIP”), 2007 Stock Incentive Plan (2007 SIP”) and 2004 Stock Incentive
Plan (“2004 SIP”) and issues stock purchase rights under its Employee Stock Purchase Plan (“ESFF”). Upon approval of the 2004 SIP by
stockholders on May 26, 2004, all shares available for grant under the 2002 Stock Incentive Plan (2002 SIP™) and the 2001 Stock Incentive Plan
(2001 SIP”") were cancelled. However, those shares subject to outstanding stock awards issued under the 2002 SIP and the 2001 SIP that are
forfeited, cancelled, or expire unexercised; shares tendered (either actually or through attestation) to pay the option exercige price of such
outstanding awards; and shares withheld for the payment of withholding taxes associated with such outstanding awards retum to the share reserve
of the 2002 SIP and 2001 SIP and shall be available again for issuance under those plans. All options cutstanding as of May 26, 2004 under the 2002
SIP and 2001 SIP remained exercisable. These plans are described below.

In 2008, the Board of Directors approved the 2008 SIP to facilitate the retention and continued motivation of key employees, consultants and
directors, and to align more closely their interests with those of the Company and its stockholders. Awards under the 2008 SIP may be in the form of
stock options, stock grants, stock units, restricted stock, stock appreciation rights, performance shares and units, and dividend equivalent rights. A
total of 12,300,000 shares of the Company’s common stock may be issued pursuant to this plan. The Plan has been designed to allow for flexibility in
the form of awards; however, awards denominated in shares of common stock other than stock options and stock appreciation rights will be counted
againgt the Plan limit as 1,58 shares for every one share covered by such an award, The vesting requirements for issuance under this plan may vary;
however, awards generally are required to have a minirmm three-year vesting period or term.

Tn 2007, the Board of Directors approved the 2007 SIP to facilitate the retention and continued motivation of key employees, consultants and
directors, and to align more clesely their interests with these of the Company and its stockholders. Awands under the 2007 SIP may be in the form of
incentive stock options, non-qualified stock options, stock grants, stock units, restricted stock, stock appreciation rights, performance shares and
units, and dividend equivalent rights. A total of 5,000,000 shares of the Company’s common stock may be issued pursuant to this plan. The vesting
requirements for issuance under this plan may vary.

In 2004, the Board of Directors approved the 2004 SIP to facilitate the retention and continued motivation of key employees, consultants and
directors, and to align more clesely their interests with those of the Company and its stockholders. Awards under the 2004 STP may be in the form of
incentive stock options, non-qualified stock options, stock grants, stock units, restricted stock, stock appreciation rights, performance shares and
units, dividend equivalent rights and reload options. A total of 6,000,000 shares of the Company’s common stock may be issued pursuant to this
plan. The vesting requirements for issuance under this plan may vary.

In 2002, the Board of Directors approved the 2002 SIP to facilitate the retention and continued motivation of key employees, congultants and
directors, and to align more closely their interests with those of the Company and its stockholders. Awards under the 2002 SIP may be in the form of
incentive stock options, non-qualified stock options, stock grants, stock units, restricted stock, stock appreciation rights, performance shares and
units, dividend equivalent rights and reload options. A total of 2,500,000 shares of the Company’s common stock were originally resetved for
issuance under this plan. The vesting requirements for issuance under this plan vary.

In 2001, the Board of Directors approved the 2001 SIP to facilitate the retention and continued motivation of key employees, consultants and
directors, and to align more clesely their interests with those of the Company and its stockholders. Awards under the 2001 SIP may be in the form of
incentive stock options, non-qualified stock options,
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stock grants, stock units, restricted stock, stock appreciation rights, performance shares and units, dividend equivalent rights and reload options. A
total of 9,580,000 sharcs of the Company’s common stock were originally reserved for issuance under this plan. The vesting requirements for
issuance under this plan vary.

In 2001, the Board of Directors approved a propesal to grant truncated options to employees and board members having previous stock
options with exercise prices more than 33% higher than the market price of the Company's stock at $10.20 per share. The truncated options to
purchase stock of the Company pursuant to the Company’s 2001 SIP, have the following terms; (a) one fourth of each option shall be exercisable
immediately and an additional one fourth shall become exercisable or vest on each anniversary of this grant; (b) each option shall be exercisable in
full after the closing price of the stock has been at or above the target price as determined by the agreement for twenty consecutive trading days (the
“Accelerated Vesting Date™); (c) each option shall expire on the earliest of (i) the tenth anniversary of grant, (i) six months and one day fromthe
accelemted vesting date, (jii) the occurrence of an earlier expimtion event as provided in the terms of the options granted by 2000 stock option plans.
No compensation was recorded in relation to these options,

In connection with the Company’s reorganization on August 3, 2001, the Company froze additional grants under other prior plans, which were
the 2000 Stock Incentive Plan (2000 SIP”), the 2000 Mid-Level Stock Option Plan (“MIP”), the 1997 Stock Incentive Plan (“SIP”), the 1993 Employce
Stock Incentive Plan (“ESIP”), the Director Stock Option Plan (*DSOP™), and the TSX Long-Term Incentive Plan (“LTIF”). All options granted under
the previous plans are still excrcisable. The Board of Directors approved the prior plans to facilitate the retention and continued motivation ofkey
employees, consultants and directors, and to align more closely their interests with those ofthe Company and its stockholders. Awards under these
plans were in the form of incentive stock options, non-qualified stock options, stock grants, stock units, restricted stock, stock appreciation rights,
performance shares and units, dividend equivalent rights and reload options. A total of 2,500,000 shares of the Company’s common stock were
originally reserved for issuance under this plan. Options granted under this plan vest in fourths on the anniversary date of the grant beginning with
the first anniversary and terminate ten years fromthe date of grant. Vesting requirements for issuance under the prior plans varied, as did the related
date of termination.

Stock Opti

ARRIS grants stock options to certain employees. Upon stock option exercise the Company issues new shares. Stock options genemlly vest
ovet three or four years of setvice and have cither seven or ten year conitaciual terms, The exercise price of an option is equal to the fair market
value of ARRIS’ stock on the date of grant. Upon adoption of SFAS No. 123R on July 1, 2005, ARRIS elected to continue to use the Black-Scholes
model and engages an indépendent third party to assist the Company in determining the Black-Scholes valuation of its equity awards. The volatility
factors are based upon a combination ofhistorical volatility over a period of time and estimates of implied volatility based on traded option contracts
on ARRIS common stock. The expected temm of the awards granted are based upon a weighted average life of exercise activity ofthe grantee
population, The risk-free interest rate is based upon the U.S. treasury strip yield at the grant date, using a remaining term equal to the expected life.
The expected dividend yield is 0%, as the Company has not paid cash dividends on its common stock since its inception. In calculating the stock
compensation expense, ARRIS applies an estimated pre-vesting forfeiture rate based upon histerical rates. The gtock compensation expense is
amortized over the vesting period using the straight-line method.
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A summary of activity of ARRIS” options granted under its stock incentive plans is presented below:

Weighted
Average Agpregate
Weighted Remaining Intrinsic
Average Contractual Term Value
Options Exercise Price (in years) (in thousands)
Begimning balance, January 1, 2009 10,245,338 $ 10.21
Grants 10,000 595
Exercised (1,704,211) 647
Forfeited (17,757 13.07
Expired (618,861) 2267
Ending balance, December 31, 2009 7,914,509 10.03 2.84 3 27,705
Exercisable at December 31, 2009 7,086,744 9.68 314 8 15,151

The weighted average assumptions used in this model to value ARRIS’ stock options during 2009, 2008 and 2007 were as follows: risk-free
interest rates of 1.5%, 2.5% and 4.4%, respectively; a dividend yickd of 0%; volatility factor of the expected market price of ARRIS’ common stock of
0.53, 0.51 and 0.52, respectively; and a weighted average expected life of 4.0 years, 4.0 years and 4.4 years, respectively. The weighted average grant-
date fuir value of options granted during 2009, 2008, and 2007 were $5.95, $9.11and $6.28, respectively. The total intrinsic value of options exercised
duting 2009, 2008, and 2007 was approximately $8.6 million, $0.6 million, $12.3 million, respectively.

Restricted Stock (Non-Perk ) and Stock Uni

ARRIS grants restricted stock and stock units to certain employees and its non-employee directors. The Company records a fixed
compensation expense equal to the fair market value of the shares of restricted stock granted on a straight-line basis over the requisite services
period for the restricted shares. The Company applies an estimated post-vesting forfeiture rate based upon historical rates.

The following table summarizzg ARRIS® unvested restricted stock (excluding perforrance-related) and stock unit trangactions during the year
ending December 31, 2009:

‘Weighted Average

Grant Date

Shares Fair Value
Unvested at January 1, 2008 2,550,491 3 6.66
Granted 2,854,247 7.66
Vested (731,507) 732
Forfeited (85,419) 702
Unvested at December 31, 2009 4,587,812 717

Restricted Shares — Subject to Performance Turgets

ARRIS grants to certain employees restricted shares, in which the number of shares is dependent upon performance targets. The number of
shares which could potentially be issued ranges from zero to 150% of the target award. Compensation expense is recognized using the graded
method and is based upon the fair market value of the shares estimated to be carned. The fair value of the restricted shares is estimated on the date
of grant using the same valiation model as that used for stock options and other restricted shares.

9
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The following table summarizes ARRIS’ unvested performance-related restricted stock transactions during the year ending December 31, 2009:

‘Weighted Average

Grant Date

Shares Fair Value
Unvested at January 1, 2009 438,204 $ %.63
Granted — —
Vested (143,985) 10.48
Forfeited — —
Unvested at December 31, 2009 294,219 921

Restricted Shares — Subject to Comparative Market Performance

ARRIS grants to certain employees restricted shares, in which the number of shares is dependent upon the Company’s total shareholder retum
as compared to the shareholder return of the NASDAQ composite over a three year period. The number of shares which could potentialty be issued
ranges from zero to 200% of the target award. Compensation expense is recognized on a straight-line basis over three year measurement period and is
based upon the fair market value of the shares estimated to be earned. The fair value of the restricted shares is estimated on the date of grant using a
lattice model.

The following table summarizes ARRIS” unvested market-related restricted stock transactions during the year ending December 31, 2009:

Weighted Average

Grant Date

Shares Fair Value
Unvested at January 1, 2008 — $ —
Granted(1) 190429 $ 7.69
Vested — $ —
Forleited — $ —
Unvested at December 31, 2009 190,429 5 1.69

(1) The final payout of these restricted shares will not be determined until December 31, 2011. Based on cur current expectation, we are estimating a
payout of 135% of the target award.

The total intrinsic value of restricted shares, including both non-performance and performance-related shares, vested and issued during 2009,
2008 and 2007 was $6.4 million, $2.9 million and $9.3, respectively.

Emplovee Stock Purchase Plan (“ESPP”)

ARRIS offers an ESPP to certain employees. The plan complies with Section 423 of the U.S. Internal Revenue Code, which provides that
employees willnot be immediately taxed on the difference between the market price of the stock and a discounted purchase price if it meets certain
requirements, Participants can request that up to 10% of their base compensation be applied toward the purchase of ARRIS common stock under
ARRIS’ ESPP. Purchases by any one participant are limited to $25,000 (based upon the fair market value) in any one year. The exercise price is the
lower of 85% of the fair market value of the ARRIS common stock on either the first day of the purchase period or the last day of the purchase
period. A plan provision which allows for the more favorable of two exercise prices is commonly referred to as a *look-back” feature. Any discount
offered in excess of five percent generally will be considered compensatory and appropriately is recognized as compensation expense. Additionally,
any ESPP offering a look-back feature is considered compensatory. ARRIS uses the Black-Scholes option valuation model to value shares issued
under the ESPP. The valuation is comprised of two components; the 15% discount cfa share of common stock and 85% of a sixmonth option held
{related to the loole-back feature). The weighted avernge
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

assumptions used to estimate the fair value of purchase rights granted under the ESPP for 2009, 2008, and 2007 were as follows: risk-free nterest
rates 0f0.2%, 2.1%, and 4.4%, respectively; a dividend yield of 0%; volatility factor of the expected market price of ARRIS’ comxmon stock of 0.41,
0.67 and 0.41, respectively; and a weighted average expected life of 0.5 year for each. The Company recorded stock compensation expense related to
the ESPP of approximately $0.8 million, $0.6 million and $0.4 million for the years ended December 31, 2009, 2008, and 2007, respectively.

Unrecognized Compensation Cost

Ag of December 31, 2009, there was approximately $29.0 million of total unrecognized compensation cost related to unvested share-baged
awards granted under the Company’s incentive plans. This compensation cost is expected to be recognized over a weighted-average peried of
2.7 years.

Treasury Stock

During the first quarter of 2008, we acquired approximately 13 million shares at a cost of $76 million, The repurchased shares are held as
treasury stock on the Consolidated Balance Sheet as of December 31, 2008.

Note 19. Fmployee Benefit Plang

The Company sponsors a qualified and a non-qualified non-contributory defined benefit pension plan that cover certain U.8. employees. As of
January 1, 2000, the Company froze the qualified defined pension plan benefits for its participants. These participants elected to enroll in ARRIS’
enhanced 401(k) plan. Due to the cessation of plan accruals for such a large group of participants, a curtailment was considered to have occurred.

The U.8. pension plan benefit formulas genemlly provide for payments to retired employees based upon their length of service and
compensation as defined in the plans. ARRIS’ investment policy i8 to fund the qualified plan as required by the Employee Retirement Income
Security Act of 1974 (“ERISA™) and to the extent that such contributions are tax deductible.

The investment strategics of the plans place a high priority on benefit secutity, The plans invest conservatively so as not to expose assets to
depreciation in adverse markets. The plans’ strategy alse places a high priority on eaming a rate of return greater than the annual inflation rate along
with maintaining average market results. The plan has targeted asset diversification across different asset classes and markets to take advantage of
economic environments and to also act as a risk minimizer by dampening the portfolio’s volatility. The following table summarizes the weighted
average pension asset allocations as December 31, 2009 and 2008, and the expected rate of retum by asset category:

Weighted Average Allocation

Target —Actual

2009 2009 2008
Equity securities 60% 56% 49%
Debt securities 30% 35% 42%
Cash and cash equivalents 10% 5% P
100% 100% 100%
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The following table summarizes the Company’s pension plan assets by category and by level (as described in Note 5 of the Notes to the
Consolidated Financial Statements) as of December 31, 2009 (in thousands):

Level 1 Level2 Level 3 _Total
Cash and cash equivalents(1) $ 93 $ — $ — 3 o3
Exquity securities:(2)

U.S. large cap — 5,249 — 5,249

U.S. mid cap — 2,745 — 2,745

U.S. small cap — 2,160 — 2,160

International — 1,423 — 1423
Fixed income securities:

U.S. govemment bonds(3) — 8,172 — 8,172

Total $ 923 $ 19,749 5 — 3 20,672

(1) Cash and cash equivalents, which are used to pay benefits and administrative expenses, are held in a money market fund.

(2) Equity securities consist of common and preferred stock, nmtual funds, and common trust funds. Investments in common and preferred stocks
are valued using quoted market prices nmltiplied by the number of shares owned. Investments in nutual fonds and ¢common trust funds are
valued at the net asset value per share rultiplied by the number of shares held,

(3) Fixed income securities consist of U.8. govemment securities in mutual funds, and are valued at the net asset value per share mulktiplied by the
number of shares held.

The Company has established a rabbi trust and to fund the pengion obligations of the Chief Excutive Officer under his Supplemental
Retirement Plan including the benefit under the Company’s non-qualified defined benefit plan. In addition, the Company has established a rabbi trust
for certain executive officers to fund the Company’s pension Liability to those officers under the non-qualified plan,
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Summary data for the non-contributory defined benefit pension plans is as follows:

Years Ended December 31,
2009 2008
{in thousands)
Change in Projected Benefit Obligation:

Projected benefit obligation at beginning of year $ 34337 § 25,687
Service cost 981 1,027
Interest cost 2,119 2,316
Actuarial loss 570 2,199
Benefit payments {752) (892)
Prejected benefit obligation at end of year $ 37,255 $ 34337
Change in Plan Assets:
Fair valie of plan assets at beginning of year § 15351 $ 19,188
Actual return on plan assets 3,955 @,096)
Company contributions 2,118 1,151
Expenses and benefits paid from plan assets (752) (892)
Fair value of plan assets at end of year(1) $ 20,672 $ 15351
Funded Status:
Funded status of plan $ (16,583) $ (18.986)
Unrecognized actuarial loss 6,725 2,461
Unamortized prior service cost 261 722
Net amount recognized 5 959 3 (8803)

(1) In addition to the pension plan agsets, ARRIS has established two rabbi trusts to further fund the pension obligations of the Chictf Exccutive
Officer and certain other executives. The balance of these assets as of December 31, 2009 was approximately $9.7 million and are included in
Investments on the Consolidated Balance Sheets.

Amounts recognized in the statement of financial position consist of:

Years Ended December 31

2009 2008
(in thousands)
Current liabilities 8 {175) 3 (166)
Noncurrent ligbilitics (16,407) (18,820)
Accummlated other comprehensive income(1) 6,985 10,183
Tetal 5 (9597 $  (3,803)

(1) The totalunfunded pengion linbility on the Conselidated Balance Sheets as of December 31, 2009 and 2008 included a related income taxeffect
of $(0.9) million and $(2.1) million, respectively.
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Other changes in plan assets and benefit obligations recognized in other comprehensive income (loss) are as follows:

Years Ended
December 31.
2009 2008
(in thousands)
Net (gain) loss 5 2259 $ 8,088
Amortization of net logs (C1g)] —
Amortiztion of prior service cost (462) (598)
Total recognized in other comprehensive income (loss) $ (3,199 $ 7490

The following table summarizes the amounts in other comprehensive income (loss) expected to be amortized and recognized as a component of
net periodic benefit cost in 2010 (in thousands):

Amortiztion of net logs $280
Amortization of prior service cost 260

Information for defined benefit plans with accumilated benefit obligations in excess of plan assets i3 as follows:

December 31
2009 2008
{in thousands)
Accumilated benefit obligation $ 36489 $ 33,125
Projected benefit obligation $ 37255 $ 34,337
Plan assets $ 20672 $ 15351

Net periodic pension cost for 2009, 2008 and 2007 for pension and supplemental benefit plans includes the following components (in
thousands).

2009 2008 2007
Service cost $§ 98l $ 1027 $ 558
Interest cost 2,119 2,316 1,648
Retum on assets (expected) (1,126) {1,792) (1,277
Amortization of net actuarial loss 477 — 102
Amortization of prior service cost(1) 462 597 477
Net periodic pension cost(2) § 2913 $ 2148 $ 1,508

(1) Prior service cost s amortized on a straight-line basis over the average remaining service period of employees expected to receive benefits under
the plan.

(2) For 2008, this represents 15 months of expense as a result of changing the measurement date from Septendber 30 to December 31. Ofthe total net
periodic pension cost of $2,148 thousand, approximately $1,718 thousand was included in pension expense in the Consolidated Statements of
Operations and $430 thousand was reflected as an adjustment to retained eamings in the Consolidated Balance Sheet.

The weighted-average aciuarial assumptions used to detemmine the benefit obligations for the three years presented are set forth below:

2008 2008 2007
Assumed discount rate for non-qualified plan participants 5.75% 625% 6.25%
Assumed discount rate for qualified plan participants 5.75% 625% 625%
Rate of compensation increase 3.75% 3.75% 3.75%
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The weighted-average actuarial assumptions used to determine the net periodic benefit costs are set forth below:

2009 2008 2007
Assumed discount rate for non-qualified plan participants 6.25% 6.25% 5.75%
Assumed discount rate for qualified plan participants 6.25% 6.25% 5.75%
Rate of compensation increase 3.7%% 3.75% 3.75%
Expected long-term rate of retum on plan assets 7.50% 7.50% 8.00%

The expected long-termrate of return on assets is derived using the building bleck approach which includes assumptions for the long term
inflation rate, real retum, and equity risk premiums.

No mininmm funding contributions are required in 2010 for the plan; however, the Company may make a volintary contribution.

As of Decernber 31, 2009, the expected benefit payments related to the Company’s defined benefit pension plans during the next ten years are
as follows (in thousands):

2010 $ 9

2011 972

2012 1,096

2013 13,555

2014 1,399

2015 - 2019 7,896
Other Benefit Plans

ARRIS has established defined contribution plans pursuant to the Internal Revenue Code Section 401(k) that cover all eligible U.S. employees.
ARRIS contributes to these plans based upon the dollar amount of each participant’s contribution. ARRIS made matching contributions to these
plans of approximately $4.4 miltion, $4.1 million and $2.1 million in 2009, 2008, and 2007, respectively.

The Company has a deferred compensation plan that does not qualify under Section 401(k) of the Internal Revenue Code, which was available
to certain current and former officers and key executives of C-<OOR. During 2008, this plan was merged into a new non-qualified deferred
compensation plan which is also available to key executives of the Company. Employee compensation deferrals and matching contributions are held
in a rabbi trust, The total of net employee deferrals and matching contributions, which is reflected in other long-term lighilitics, was $1.4 million and
$0.8 million at December 31, 2009 and 2008, respectively. Total expenses included in continuing operations for the matching contributions were
approximately $74 thousand in 2009, The match is contributed on a one year lag, and thercfore, no expenses were recorded in 2008 as this was the
year the plan was established.

The Company previously offered a deferred compensation arrangement, which allowed certain employees to defer a portion of their earnings
and defer the related income taxes. As of December 31, 2004, the plan was frozen and no further contributions are allowed. The deferred eamings are
invested in a rabbi trust. The total of net enployee deferral and matching contributions, which is reflected in other long-term liabilities, was
$2.4 million and $1.9 million at December 31, 2009 and 2008, respectively.

The Company also has a deferred retirement salary plan, which was limited to certain current or former officers of C-COR, The present value of
the estimated future retirement benefit payments is being accrued over the estimated service period fromthe date of signed agreements with the
employees. The acerued balance of thiy plan, the majority of which is included in other long-term liabilitics, was $2.0 million and $2.3 million at
Decerber 31, 2009 and 2008, respectively. Total expenses inchided in continuing operations for the deferred retirement salary plan were
approximately $204 thousand and $284 thousand for 2009 and 2008, respectively.

105

107



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Note 20. Summary Quarterly Consolidated Financial Information (unaudited)
The following table summarizes ARRIS® quarterly consolidated financial information (in thousands, except per share data):

Quarters in 2009 Ended

March 31, _June 30, September 30, December 31
Net sales $ 253518 $ 278521 $ 275712 3 295,995
Gross margin(1) 95,510 117,280 115473 134,500
Operating income(2) 22,389 38,154 38,809 49,305
Income from continuing operations 12,882 22,909 21,699 33,279
Net income(3)(4) § 12882 $ 22909 $ 21,69 § 33279
Net income per basic share:
Income from continuing operaticns 4 0.10 $ 0.18 $ 0.17 $ 0.26
Net income ] 0.10 3 0.18 3 0.17 3 026
Net income per diluted share:
Income from continying operations $ 0.10 $ 0.18 3 0.17 $ 026
Net income $ 0.10 $ 0.18 3 0.17 3 0.26

Quarters in 2008 Ended

March 31, _June 30, September 30, December 31
Net sales $ 273,506 $ 281110 $ 297,551 3 292398
Gross margin(1) 85,248 92,884 106,134 108,863
Operating income (loss)(2) 6,485 15,547 36,301 (176,446)
Income (loss) from continuing operations 3,829 7,829 22434 (163,731)
Net income (loss)}(3)(4) $ 3,829 $ 7,829 3 22434 $ (163,731)
Net income (loss) per basic share:
Income (loss) fromcontinuing operations $ 0.03 $ 0.06 $ 0.18 3 (1.33)
Net income (loss) H 0.03 $ 0,06 3 018 3 (133)
Net income (loss) per diluted share:
Income (loss) from continuing operations $ 0,03 $ 0.06 $ 0.18 $ (1.33)
Net income (loss) 5 0.03 3 0.06 3 018 3 (1.33)

(1) During each quarter in 2009 and 2008, the Company recognized stock compensation expense of approximately $0.3 million and $0.2 million
respectively in cost of goods sold which impacted gross margins.
(2) In addition to (1) above, the following iterng impacted operating income (logs):

— During the first, second, third and fourth quarters of 2009, the Company recognized stock compensation expensc (included in operating
expenses) of approximately $3.1 million, $3.7 million, $3.9 million and $3.8 million, respectively. During the first, second, third and fourth
quarters of 2008, the Company recognized stock compensation expense (included in operating expenses) of approximately $2.4 million,
$2.6 million, $2.6 million and $2.7 million, respectively.

— During the first, second, third and fourth quarters of 2009, the Company recorded restructuring reserve adjustments of $0.1 million,
$0.6 million, $0.1 million, and $2.9 million, respectively. During the first, second, third and fourth quarters of 2008, the Company recorded
restructuring reserve adjustments of $0.4 million, $0.2 million, $0.2 million, and $0.4 million, respectively. The adjustments predominantly
related to changes in estimates related to real estate leases.
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— During the first quarter of 2008, the Company recorded expenses of approximately $0.4 million related to the integration of C-COR into
ARRIS following the December 2007 acquisition.

— During the first, second, third and fourth quarters of 2009, the Company recognized amortization of intangible assets of approximately
$9.3 million, $9.3 million, $9.3 million and $9.5 million, respectively. During the first, second, third and fourth quarters of 2008, the Company
recognized amortization of intangible assets of approximately $13.3 million, $12.5 million, $9.1 million and $9.3 million, respectively.

— During the fourth quarter 2008, ARRIS recorded goodwill impaimment charges of $209.3 million with respect to the goodwill testing.
(3) During each quarter in 2009 and 2008, the Company recognized non cash interest expense of approximately $2.8 million and $2.7 million
respectively in other income / expense.
During the first quarter 0f 2009, the Company recorded a gain of $4.2 million related to the repurchase of a portion of the convertible debt.

(4) During the first and third quarter of 2009, the Company recorded an income tax expense of $1.3 million for state valuation allowances, research &
development tax credits and provision to return differences resulting fromfiling of the 2008 tax return,

During the fourth quarter of 2009, the Company recorded a tax benefit of $4.6 million for changes to foreign valuation allowances relating to
historic net operating losses in the various jurisdictions.

During the third quarter of 2008, the Company reconded an income taxbenefit of $1,5 million related to certain provision to return adjustments,

During the fourth quarter of 2008, ARRIS recorded an income tax adjustment of approximately $24.7 million related to the deferred tax impacts
associated with the goodwill impairment.

Note 21. Subsequent Events

The Company has evaluated whether any subsequent events have occumed through the time of filing of these financial statements with the
SEC that would require digclosure in these financial statements and conchided that there were none.
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PART IIL

Ttem 10. Directors, Execiutive Officers, and Corporate Governance

Information relating to directors and officers of ARRIS, the Audit Committee of the board of dircctors and stockholder nominations for
directors is set forth under the captions entitled “Election of Directors,” “Section 16(a) Beneficial Ownership Reporting Compliance,” and
“Committees ofthe Board of Directors and Meeting Attendance™ in the Company’s Proxy Statement for the 2009 Anuual Meeting of Stockholders to
be held in 2010 and is incorporated herein by reference. Certain information concerning the executive officers of the Company i8 set forth in Part I of
this document under the caption entitled “Executive Officers of the Company™.

ARRIS’ code of ethics and financial code of ethics (applicable to our CEO, senior financial officers, and all finance, accounting, and legal
managers) are available on our website at www.amisicomunder Investor Relations, Corporate Govemance. The website also will disclose whether
there have been any amendments or waivers to the Code of Ethics and Financial Code of Ethics, ARRIS will provide copies of these documents in
electronic or paper form upon request to Investor Relations, free of charge.

ARRIS’ board of directors has identified Matthew Keamey and John Petty, both members of the Audit Committee, as our audit committee
financial experts, as defined by the SEC.

Ttem11. Executive Comp 1l

Information regarding compensation of officers and directors of ARRIS is set forth under the captions entitled “Executive Compensation,”
“Compensation of Directors,” “Employment Contracts and Termination of Employment and Change-In-Control Amrangements,” “Conmmittees ofthe
Board of Directors and Meeting Attendance — Compensation Committee,” and “Compensation Committee Report” in the Proxy Statement and is
incorporated herein by reference.

Item12, Security Ownership of Certain Beneficial Owners, Manag t and Related Stockholders Matiers

Information regarding ownership of ARRIS common stock is set forth under the captions entitled “Equity Compensation Plan Information,”
“Security Ownership of Management” and “Security Ownership of Principal Stockholders™ in the Proxy Statement and is incorporated herein by
reference,

Item 13. Certain Relationships, Related Transactions, and Director Independence

Information regarding certain relationships, related transactions with ARRIS, and director independence is set forth under the captions entitled
“Compensation of Directors,” “Certain Relationships and Related Party Transactions,” and “Election of Directors* in the Proxy Staterment and is
incorporated herein by reference.

Ttem 14. Principal Accountant Fees and Services

Information regarding principal accountant fees and services is set forth under the caption “Relationship with Independent Registered Public
Accounting Firm” in the Proxy Statement and is incorporated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedules
(a) (1) Financial Statements

The following Consolidated Financial Statements of ARRIS Group, Inc. and Report of Emst & Young LLP, Independent Registered Public
Accounting Firm are filed as part of this Report.

fn i ic A ing Firm
Oonsohdated Balance Sheets at December 31, 2009 and 2008
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{a) (2) Financial Statement Schedules

The following consolidated financial statement schedule of ARRIS is included in this item pursuant to paragraph (b) of Item 15:

Schedule IT— Valuation and Qualifying Accounts
All other schedules for which provision is made in the applicable accounting regulation of the Securities and Exhange Commission are not

required under the related instructions or are not applicable, and therefore have been omitted.

SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

Balance at
Beginning
Description of Period
YEAR ENDED DECEMBER 31, 2009
Reserves and allowance deducted from
asset accounta:
Allowance for doubtful accounts § 3988
Reserve for obsclete and excess inventory(3) § 18811
Income tax valuation allowance(d) $ 15718
YEAR ENDED DECEMBER 31, 2(08
Reserves and allowance deducted from
asset accounts:
Allowanee for doubtful accounts $ 282
Reserve for obsoclete and excess inventory(3) $ 12,848
Income tax valuation allowance(4) $ 23494
YEAR ENDED DECEMBER 31, 2007
Reserves and allowance deducted from
agget accounts:
Allowance for doubtful accounts $ 3576
Reserve for obsclete and excess inventory(3) § 13245
Income tax valuation allowance(4) 5 939

Charge to
Expenses(1)

o oY o8

$
5
5

{In thousands)

(1,836
11,413
7,178

1,151
12,815

279
3,397
19,294

Deductions(2)

o5 08 o5

o o5 55

$
3
3

(16)

5917

(11)
6,852
7,776

1,029
3,794
5193

Balance at
End of
Period

2,168

2,151
16979

WA A

3,988
18,811
15718

o o

$ 2826
$ 12,848
5 2349

(1) Inthe year ended December 31, 2009, the charge to expense for the allowance for doubtful accounts primarily represents an adjustment fora
change in estimate related to uncollectible accounts. In the year ended December 31, 2007, the charge to expense for income tax valuation

allowances primarily represents an adjustment to goodwill for the acquired allowances from C-COR.

(2) Represents: a) Uncollectible accounts written off, net of recoveries and write-offs, b) Net change in the sales retum and allowance account, and
¢) Disposal of obsolete and ¢xcess inventory, and d) Release and correction of valuation allowances,

(3) The reserve for obsolescence and excess inventory is included in inventories.

(4) The income tax valuation allowance is included in current and noncurmrent deferred income tax assets.
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(@ (3)ExhihitList

Each management contract or compensation plan required to be filed as an exhibit is identified by an asterisk (*).

Exhibit

Number

3.1

32

33

4.1

42

43
10.1(a)*
10.1(by*
10.1()*
10.1(d)*
10.1¢)*
102(a)*
1020y
102(c)*

103(a)*
103(b)*

Description of Exhibit
Amended and Restated Certificate of Incomporation

Certificate of Amendment to Amended and Restated Certificate of Incorporation
By-laws
Form of Certificate for Common Stock

Rights Agreement dated October 3, 2002

Indenture dated November 13, 2006

Amended and Restated Employment Agreement with Robert J. Stanzione, dated
August 6, 2001

Supplemental Executive Retirement Plan for Robert J. Stanzione, effective August 6,
2001

Amendment to Employment Agreement with Robert J. Stanzione, dated December 8,
2006

Second Amendment to Amended and Restated Employment A greement with Robert
J. Stanzione, dated Novenber 26, 2008

First Amendment to the Robert Stanzione Supplernental Bxzeutive Retirement Plan,
dated November 26, 2008

Amended and Restated Employment Agreement with Lawrence A, Margolis, dated
April 29, 1999

Amendment to Employment Agreement with Lawrence Margolis, dated December 8,
2006

Second Amendment to Amended and Restated Employment A greement with
Lawrence Margolis, dated November 26, 2008

Employment Agreement with David B. Poits dated December 8, 2006

First Amendment to Employment Agreement with David B. Potts, dated

November 26, 2008

1

The filings referenced for
incorporation by reference are
ARRIS (formerly known as
Broadband Parent, Inc.) filings
unless otherwise noted
Registration Statement #333-61524,
BExhibit 3.1
August 3, 2001 Form 8-A, Exhibit 3.2
April 15, 2009 Form 8-K, Exhibit 3.1
Registration Statement #333-61524,
Bxhibit 4.1
October 3, 2002 Form 8-K, Exhibit 4.1
November 16, 2006 Form 8-K, Exhibit 4.5
September 30, 2001 Form 10-Q,
Exhibit 10.10(c)
September 30, 2001 Form 10-Q),
Exhibit 10,10(d)

December 12, 2006 Form 8-K, Eshibit 10.7
November 28, 2008 Form 8-K, Exhibit 10.8
November 28, 2008 Form 8-K, Exhibit 10.9
June 30, 1999 Form 10-Q, Exhibit 10,33, filed
by ANTEC Corp

December 12, 2006 Form 8-K, Exhibit 10.6

November 28, 2008 Form 8-K, Exhibit 10.7
December 12, 2006 Form 8-K,, Exhibit 10.4

November 28, 2008 Form 8K, Fxhibit 10.6
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Exhibit
Number
10.4(a)*
104(0)*

10.5(a)*
10.5(b)*

10.6(a)*
1060y

10.7*
10.8%
109*

10.10¢

10.11*

10.12*
10.13*
10.14*
10.15%
10.16*

Description of Exhibit
Employment Agreement with Ronald M, Coppock, dated December 8, 2006

First Amendment to Employment Agreement with Ronald M. Coppock, dated

November 26, 2008

Employment Agreement with James D. Lakin, dated December 8, 2006
First Amendment to Employment Agreement with James D. Lakin, dated
November 26, 2008

Employment Agreement with Bryant K. Isaacs, dated Decemiber 8, 2006
First Amendment to Enployment Agreement with Bryant K. Isaacs, dated
November 26, 2008

Employment Agreement with Bruce McClelland, dated November 26, 2008
Employment Agreement with John Caczz, dated Novendber 26, 2008
Management Incentive Plan

2001 Stock Incentive Plan

2004 Stock Incentive Plan

2007 Stock Incentive Plan

2008 Stock Incentive Plan

Form of Stock Options Grant under 2001 and 2004 Stock Incentive Plans
Form of Restricted Stock Grant under 2001 and 2004 Stock Incentive Plans
Form of Incentive Stock Option Agreement

112

The filings referenced for
incorporation by reference are
ARRIS (formerly known as
Broadband Parent, Ine.) filings
unless otherwise noted

Deceniber 12, 2006 Form 8-K, Exhibit 10,1

November 28, 2008 Form 8-K, Exhibit 10.3
December 12, 2006 Form 8-K, Exhibit 10.2

November 28, 2008 Form 8K, Exhibit 10,5
December 12, 2006 Form 8-K, Exhibit 10.3

November 28, 2008 Form 8K, Exhibit 10.4
November 28, 2008 Form 8-K, Exhibit 10.2
November 28, 2008 Form 8-K, Exhibit 10.1
July 2,2001 AppendixIV of Proxy Statement
filed as part of Registration Statement #333-
61524, filed by Broadband Parent
Corporation

July 2, 2001 Appendix IIT of Proxy Statement
filed as part of Registration Statement #333-
61524, files by Broadband Parcnt
Corporation

AppendixB of Proxy Statement filed on
April 20, 2004

June 30, 2007, Form 10-Q) Exhibit 10.15

June 30, 2008, Form 10-Q Exhibit 10.15
March 31, 2005 Form 10-Q, Exhibit 10.20
March 31, 2005 Form 10-Q, Exhibit 10.21
September 30, 2007, Form 10-Q Exhibit 10.1
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Exhibit

Number

10.17*
10.18*
10.19*
10.20*
1021*
1022
1023
1024
1025*
21

311
312
32.1
322

Description of Exhibit

Form of Nonqualified Steck Option Agreement

Form of Restricted Stock Award Agreement

Form of Nonqualified Stock Options Agreement

Form of Reatricted Stock Geant

Form of Reatricted Stock Unit Grant

Solectron Manufacturing Agreement and Addendum

Mitsumi Agreement

FormofRestricted Stock Agreement

Form of Restricted Stock Unit

Subsidiaries ofthe Registrant

Congent of Emst & Young LIP

Powers of Attomey

Section 302 Certification of the Chief Executive Officer
Section 302 Certification of the Chief Financial Officer

Section 906 Certification of the Chief Executive Officer
Section 906 Certification of the Chief Financial Officer
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The filings referenced for
incorporation by reference are
ARRIS (formerly known as
Broadband Parent, Ine.) filings
unless otherwise noted

September 30, 2007, Form 10-Q Exhibit 10.2
September 30, 2007, Form 10-Q Exhibit 10.3
April 11,2008, Form 8-K Eshibit 10.1
April 11,2008, Form 8-K Exhibit 10.2
April 11,2008, Form 8-K Exhibit 10.3
December 31, 2001 Form 10-K, Exhibit 19,15
December 31, 2001 Form 10-K, Exhibit 10.16
March 31, 2009, Form 10-Q, Ezhibit 10.24
March 31, 2009, Form 10-Q, Ezhibit 10.24
Filed herewith.
Filed herewith,
Filed herewith.
Filed herewith.
Filed herewith.
Filed herewith.
Filed herewith.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securitics Exchange Act of 1934, the Registrant has duly caused this report to be

signed on its behalf by the undersigned, thereunto duly authorized.

ARRIS GROUP, INC.

/s/ DAVID B. POTTS

David B. Potts
Executive Vice President,
Chief Financial Officer and
Chief Accounting Officer

Dated: February 26, 2010

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of

the Registrant and in the capacities and on the dates indicated.

{3/ RJ STANZIONE Chief Bxecutive Officer and
Robert J. Stenzionc Chairman of the Board of Directors
/s/ DAVID B. POTTS Executive Vice President,
David B. Potts Chief Financial Officer and
Chief Accounting Officer
/s/ ALEX B. BEST* Director
AlexB. Best
/s/ HARRY L. BOSCO* Director
Hamy L. Bosco
/s/ JOHN A. CRAIG* Director
John A. Craig
/s/ MATTHEW B. KEARNEY* Director
Matthew B. Keamey
/s/ WILLIAM H. LAMBERT* Director
‘William H. Lambert
/8/ JOHN R, PETTY* Director
John R. Petty
/s/ DAVID A. WOODLE* Director
David A. Woodle
/s/ JAMES A, CHIDDIX* Director
James A, Chiddix
*By: /s/ LAWRENCE A. MARGOLIS
Lawrence A. Margolis
(as attorney in fact

Jor each person indicated)

114

February 26, 2010

February 26, 2010

February 26, 2010

February 26, 2010

February 26, 2010

February 26, 2010

February 26, 2010

February 26, 2010

February 26, 2010

February 26, 2010

116





