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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements

BROCADE COMMUNICATIONS SYSTEMS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

(Unaudited)

                 

  
Three Months Ended

 
Six Months Ended

  May 1,  April 26,  May 1,  April 26,

  
2004

 
2003

 
2004

 
2003

Net revenues  $145,579  $ 130,946  $290,619  $ 254,062 
Cost of revenues   65,120   60,262   130,555   117,285 
   

 
   

 
   

 
   

 
 

Gross margin   80,459   70,684   160,064   136,777 
Operating expenses:                 

Research and development   37,555   36,548   75,708   68,418 
Sales and marketing   27,214   31,962   53,550   62,723 
General and administrative   6,055   5,304   11,796   10,266 
Settlement of an acquisition-related claim   6,943   —   6,943   — 
Amortization of deferred stock compensation   127   212   311   281 
In-process research and development   —   134,898   —   134,898 
Restructuring costs   10,461   10,888   10,093   21,006 
Lease termination charge and other, net   —   —   75,591   — 

   
 
   

 
   

 
   

 
 

Total operating expenses   88,355   219,812   233,992   297,592 
   

 
   

 
   

 
   

 
 

Loss from operations   (7,896)   (149,128)   (73,928)   (160,815)
Interest and other income, net   4,643   4,942   9,168   9,901 
Interest expense   (2,896)   (3,362)   (5,566)   (6,712)
Gain on repurchases of convertible subordinated debt   —   —   521   — 
Gain on investments, net   396   155   396   529 
   

 
   

 
   

 
   

 
 

Loss before benefit from income taxes   (5,753)   (147,393)   (69,409)   (157,097)
Income tax benefit   (3,775)   (1,376)   (30,672)   (4,190)
   

 
   

 
   

 
   

 
 

Net loss  $ (1,978)  $(146,017)  $ (38,737)  $(152,907)
   

 

   

 

   

 

   

 

 

Net loss per share – Basic and Diluted  $ (0.01)  $ (0.57)  $ (0.15)  $ (0.62)
   

 

   

 

   

 

   

 

 

Shares used in per share calculation – Basic and Diluted   259,625   254,687   258,531   244,792 
   

 

   

 

   

 

   

 

 

The accompanying notes are an integral part of these condensed consolidated financial statements.
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BROCADE COMMUNICATIONS SYSTEMS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except par value)

(Unaudited)

         
  May 1,  October 25,

  
2004

 
2003

Assets         
Current assets:         

Cash and cash equivalents  $ 227,643  $ 360,012 
Short-term investments   350,072   57,971 

   
 
   

 
 

Total cash, cash equivalents and short-term investments   577,715   417,983 
Accounts receivable, net of allowances of $4,333 and $4,180 at May 1, 2004 and October 25, 2003,

respectively   79,456   74,935 
Inventories, net   4,054   3,961 
Deferred tax assets, net   27,238   29,569 
Prepaid expenses and other current assets   13,457   14,593 

   
 
   

 
 

Total current assets   701,920   541,041 
Long-term investments   182,431   417,582 
Property and equipment, net   138,644   124,274 
Deferred tax assets, net   265,690   231,203 
Convertible subordinated debt issuance costs   5,145   6,288 
Other assets   2,603   3,558 
   

 
   

 
 

Total assets  $1,296,433  $1,323,946 
   

 

   

 

 

Liabilities and Stockholders’ Equity         
Current liabilities:         

Accounts payable  $ 31,442  $ 42,942 
Accrued employee compensation   30,525   30,546 
Deferred revenue   28,442   19,892 
Current liabilities associated with lease losses   6,028   7,759 
Other accrued liabilities   78,262   64,963 

   
 
   

 
 

Total current liabilities   174,699   166,102 
Non-current liabilities associated with lease losses   19,342   16,518 
Convertible subordinated debt   433,726   442,950 
Commitments and contingencies (Note 8)         
Stockholders’ equity:         

Preferred stock, $0.001 par value         
5,000 shares authorized, no shares outstanding   —   — 

Common stock, $0.001 par value, 800,000 shares authorized:         
Issued and outstanding: 260,431 and 257,641 shares at May 1, 2004 and October 25, 2003,

respectively   260   258 
Additional paid-in capital   738,258   725,253 
Deferred stock compensation   (1,647)   (872)
Accumulated other comprehensive income   2,592   5,797 
Accumulated deficit   (70,797)   (32,060)

   
 
   

 
 

Total stockholders’ equity   668,666   698,376 
   

 
   

 
 

Total liabilities and stockholders’ equity  $1,296,433  $1,323,946 
   

 

   

 

 

The accompanying notes are an integral part of these condensed consolidated financial statements.
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BROCADE COMMUNICATIONS SYSTEMS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)
         

  
Six Months Ended

  
May 1, 2004

 
April 26, 2003

Cash flows from operating activities:         
Net loss  $ (38,737)  $(152,907)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:         

Deferred taxes   (30,041)   — 
Depreciation and amortization   25,926   23,074 
Loss on disposal of property and equipment   5,340   2,619 
Amortization of debt issuance costs   1,018   1,233 
Net gains on investments and marketable equity securities   (202)   (530)
Gain on repurchases of convertible subordinated debt   (521)   — 
Amortization of deferred stock compensation   311   281 
Provision for doubtful accounts receivable and sales returns   1,985   752 
Non-cash restructuring charges   6,123   7,989 
In-process research and development   —   134,898 
Settlement of an acquisition-related claim   6,943   — 
Changes in operating assets and liabilities:         

Accounts receivable   (6,506)   31,205 
Inventories   (93)   338 
Prepaid expenses and other assets   2,166   5,464 
Accounts payable   (2,475)   (16,458)
Accrued employee compensation   (21)   5,425 
Deferred revenue   8,550   (2,485)
Other accrued liabilities   3,088   (16,348)
Liabilities associated with lease losses   (3,069)   (4,715)

   
 
   

 
 

Net cash provided by (used in) operating activities   (20,215)   19,835 
   

 
   

 
 

Cash flows from investing activities:         
Purchases of property and equipment   (41,496)   (16,736)
Purchases of short-term investments   (36,615)   (41,652)
Proceeds from maturities of short-term investments   58,998   2,875 
Purchases of long-term investments   (198,162)   (60,755)
Proceeds from maturities of long-term investments   111,078   — 
Proceeds from sale of marketable equity securities   —   1,998 
Acquired cash and cash equivalents from acquisition of Rhapsody   —   2,453 

   
 
   

 
 

Net cash used in investing activities   (106,197)   (111,817)
   

 
   

 
 

Cash flows from financing activities:         
Payments on assumed capital lease and debt obligations in connection with the acquisition of Rhapsody   —   (12,583)
Purchases of convertible subordinated debt   (8,580)   — 
Settlement of repurchase obligation   (9,029)   — 
Proceeds from issuance of common stock, net   11,685   3,798 

   
 
   

 
 

Net cash used in financing activities   (5,924)   (8,785)
   

 
   

 
 

Effect of exchange rate fluctuations on cash and cash equivalents   (33)   178 
   

 
   

 
 

Net decrease in cash and cash equivalents   (132,369)   (100,589)
Cash and cash equivalents, beginning of period   360,012   516,535 
   

 
   

 
 

Cash and cash equivalents, end of period  $ 227,643  $ 415,946 
   

 

   

 

 

Supplemental disclosure of cash flow information:         
Common stock issued for acquisition of Rhapsody, net of acquisition costs  $ —  $ 137,134 
Net assets acquired from acquisition of Rhapsody  $ —  $ 3,556 

The accompanying notes are an integral part of these condensed consolidated financial statements.
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BROCADE COMMUNICATIONS SYSTEMS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. Organization and Operations of Brocade

     Brocade Communications Systems, Inc. (Brocade or the Company) develops, markets, sells, and supports data storage networking products and services, offering a line of storage
networking products that enables companies to implement highly available, scalable, manageable, and secure environments for data storage. The Brocade SilkWorm® family of storage area
networking (SAN) products is designed to help companies reduce the cost and complexity of managing business information within a data storage environment while ensuring the
availability of mission critical applications. Brocade products and services are marketed, sold, and supported worldwide to end-users through distribution partners, including original
equipment manufacturers (OEMs), value-added distributors, systems integrators, and value-added resellers.

     Brocade was incorporated on May 14, 1999 as a Delaware corporation, succeeding operations that began on August 24, 1995. The Company’s headquarters are located in San Jose,
California.

     Brocade, SilkWorm, and the Brocade logo are trademarks or registered trademarks of Brocade Communications Systems, Inc. in the United States and/or in other countries. All other
brands, products, or service names are or may be trademarks or service marks of, and are used to identify, products or services of their respective owners.

2. Summary of Significant Accounting Policies

Fiscal Year

     The Company’s fiscal year is the 52 or 53 weeks ending on the last Saturday in October. As is customary for companies that use the 52/53-week convention, every fifth year contains a
53-week year. Fiscal year 2004 is a 53-week fiscal year and fiscal year 2003 was a 52-week fiscal year. The second quarter of fiscal year 2004, the quarter currently being reported, consisted
of 14 weeks, which is one week more than a typical quarter.

Basis of Presentation

     The accompanying financial data as of May 1, 2004, and for the three and six months ended May 1, 2004 and April 26, 2003, has been prepared by the Company, without audit, pursuant
to the rules and regulations of the Securities and Exchange Commission (SEC). Certain information and footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the United States of America have been condensed or omitted pursuant to such rules and regulations. The October 25, 2003
Condensed Consolidated Balance Sheet was derived from audited consolidated financial statements, but does not include all disclosures required by generally accepted accounting principles
in the United States of America. However, the Company believes that the disclosures are adequate to make the information presented not misleading. These Condensed Consolidated
Financial Statements should be read in conjunction with the Consolidated Financial Statements and notes thereto included in the Company’s Annual Report on Form 10-K for the fiscal year
ended October 25, 2003.

     In the opinion of management, all adjustments (which include only normal recurring adjustments, except as otherwise indicated) necessary to present a fair statement of financial position
as of May 1, 2004, results of operations for the three and six months ended May 1, 2004 and April 26, 2003, and cash flows for the six months ended May 1, 2004 and April 26, 2003, have
been made. The results of operations for the three and six months ended May 1, 2004 are not necessarily indicative of the operating results for the full fiscal year or any future periods.

Cash and Cash Equivalents

     The Company considers all highly liquid investments with an original or remaining maturity of three months or less at the date of purchase to be cash equivalents.
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Investments and Equity Securities

     Investment securities with original or remaining maturities of more than three months but less than one year are considered short-term investments. Investment securities with original or
remaining maturities of one year or more are considered long-term investments. Short-term and long-term investments consist of debt securities issued by United States government
agencies, municipal government obligations, and corporate bonds and notes. Short-term and long-term investments are maintained at two major financial institutions, are classified as
available-for-sale, and are recorded on the accompanying Condensed Consolidated Balance Sheets at fair value. Fair value is determined using quoted market prices for those securities.
Unrealized holding gains and losses are included as a separate component of accumulated other comprehensive income on the accompanying Condensed Consolidated Balance Sheets, net of
any related tax effect. Realized gains and losses are calculated based on the specific identification method and are included in interest and other income, net, on the Condensed Consolidated
Statements of Operations.

     Marketable equity securities consist of equity holdings in public companies and are classified as available-for-sale when there are no restrictions on the Company’s ability to immediately
liquidate such securities. Marketable equity securities are recorded on the accompanying Condensed Consolidated Balance Sheets at fair value. Fair value is determined using quoted market
prices for those securities. Unrealized holding gains and losses are included as a separate component of accumulated other comprehensive income on the accompanying Condensed
Consolidated Balance Sheets, net of any related tax effect. Realized gains and losses are calculated based on the specific identification method and are included in interest and other income,
net on the Condensed Consolidated Statements of Operations.

Concentrations

     Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of cash, cash equivalents, short-term and long-term investments, and accounts
receivable. Cash, cash equivalents, and short-term and long-term investments are primarily maintained at four major financial institutions in the United States. Deposits held with banks may
be redeemed upon demand and may exceed the amount of insurance provided on such deposits. The Company principally invests in United States government agency debt securities,
municipal government obligations, and corporate bonds and notes, and limits the amount of credit exposure to any one entity.

     A majority of the Company’s trade receivable balance is derived from sales to OEM partners in the computer storage and server industry. As of May 1, 2004 and October 25, 2003,
79 percent and 77 percent, respectively, of accounts receivable were concentrated with five customers. The Company performs ongoing credit evaluations of its customers and generally does
not require collateral on accounts receivable balances. The Company has established reserves for credit losses and sales returns, and other allowances. The Company has not experienced
material credit losses in any of the periods presented.

     For the three months ended May 1, 2004 and April 26, 2003, three customers each represented greater than ten percent of the Company’s total revenues for combined totals of 68 percent
and 72 percent of total revenues, respectively. For the six months ended May 1, 2004 and April 26, 2003, three customers and four customers, respectively, each represented greater than ten
percent of the Company’s total revenues for combined totals of 68 percent and 79 percent of total revenues, respectively. The level of sales to any one of these customers may vary, and the
loss of, or a decrease in the level of sales to, any one of these customers, could seriously harm the Company’s financial condition and results of operations.

     The Company currently relies on single and limited supply sources for several key components used in the manufacture of its products. Additionally, the Company relies on two contract
manufacturers for the production of its products. The inability of any single and limited source suppliers or the inability of either contract manufacturer to fulfill supply and production
requirements could have a material adverse effect on the Company’s future operating results.

     The Company’s business is concentrated in the SAN industry, which has been impacted by unfavorable economic conditions and reduced information technology (IT) spending rates.
Accordingly, the Company’s future success depends upon the buying patterns of customers in the SAN industry, their response to current and future IT investment trends, and the continued
demand by such customers for the Company’s products. The Company’s success will depend upon its ability to enhance its existing products and to develop and introduce, on a timely basis,
new cost-effective products and features that keep pace with technological developments and emerging industry standards.
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Revenue Recognition

     Product revenue. Product revenue is recognized when persuasive evidence of an arrangement exists, delivery has occurred, the fee is fixed or determinable, and collection is probable.
However, for newly introduced products, many of the Company’s large OEM customers require a product qualification period during which the Company’s products are tested and approved
by the OEM customer for sale to their customers. Revenue recognition, and related cost, is deferred for shipments to new OEM customers and for shipments of newly introduced products to
existing OEM customers until satisfactory evidence of completion of the product qualification has been received from the OEM customer. Revenue from sales to the Company’s master
reseller customers is recognized in the same period in which the actual sell-through occurred.

     The Company reduces revenue for estimated sales returns, sales programs, and other allowances at the time of shipment. Sales returns, sales programs, and other allowances are estimated
based upon historical experience, current trends, and the Company’s expectations regarding future experience. In addition, the Company maintains allowances for doubtful accounts, which
are also accounted for as a reduction in revenue. The allowance for doubtful accounts is estimated based upon analysis of accounts receivable, historical collection patterns, customer
concentrations, customer creditworthiness, current economic trends and changes in customer payment terms and practices.

     Service revenue. Service revenue consists of training, warranty, and maintenance arrangements, including post-contract customer support (PCS) services. PCS services are offered under
renewable, annual fee-based contracts or as part of multiple element arrangements and typically include upgrades and enhancements to the Company’s software operating system, and
telephone support. Service revenue, including revenue allocated to PCS elements, is deferred and recognized ratably over the contractual period. Service contracts are typically one to three
years in length. Training revenue is recognized upon completion of the training. Service revenue was not material in any of the periods presented.

     Multiple-element arrangement. The Company’s multiple-element product offerings include computer hardware and software products, and support services. The Company also sells
certain software products and support services separately. The Company’s software products are essential to the functionality of its hardware products and are, therefore, accounted for in
accordance with Statement of Position 97-2, “Software Revenue Recognition” (SOP 97-2), as amended. The Company allocates revenue to each element based upon vendor-specific
objective evidence (VSOE) of the fair value of the element or, if VSOE is not available, by application of the residual method. VSOE of the fair value for an element is based upon the price
charged when the element is sold separately. Revenue allocated to each element is then recognized when the basic revenue recognition criteria are met for each element.

Warranty Expense

     The Company provides warranties on its products ranging from one to three years. Estimated future warranty costs are accrued at the time of shipment and charged to cost of revenues
based upon historical experience.

Advertising Costs

     The Company expenses all advertising costs as incurred. Advertising costs were not material in any of the periods presented.

Stock-Based Compensation

     The Company has several stock-based compensation plans that are described in the Company’s Annual Report on Form 10-K for the fiscal year ended October 25, 2003. The Company
accounts for stock-based awards using the intrinsic value method of accounting in accordance with Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees” (APB 25). Under the intrinsic value method of accounting, no compensation expense is recognized in the Company’s Condensed Consolidated Statements of Operations
because the exercise price of the Company’s employee stock options equals the market price of the underlying common stock on the date of grant.

     Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation,” (SFAS 123), established a fair value based method of accounting for stock-based
awards. Under the provisions of SFAS 123, companies that elect to account for stock-based awards in accordance with the provisions of APB 25 are required to disclose the pro forma net
loss that would have resulted from the use of the fair value based method under SFAS 123.
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     Statement of Financial Accounting Standards No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure, an Amendment of FASB Statement No. 123,” (SFAS
148), amended the disclosure requirements of SFAS 123 to require more prominent disclosures in both annual and interim financial statements regarding the method of accounting for stock-
based employee compensation and the effect of the method used on reported results. The pro forma information resulting from the use of the fair value based method under SFAS 123 is as
follows (in thousands except per share amounts):

                 

  
Three Months Ended

 
Six Months Ended

  May 1,  April 26,  May 1,  April 26,

  
2004

 
2003

 
2004

 
2003

Net income (loss) – as reported  $ (1,978)  $(146,017)  $(38,737)  $(152,907)
Add: Stock-based compensation expense included in

reported net loss, net of tax   76   127   186   169 
Deduct: Stock-based compensation expense determined

under the fair value based method, net of tax   (9,255)   (34,520)   (20,963)   (43,484)
   

 
   

 
   

 
   

 
 

Pro forma net loss  $(11,157)  $(180,410)  $(59,514)  $(196,222)
   

 

   

 

   

 

   

 

 

Basic and diluted loss per share:                 
As reported  $ (0.01)  $ (0.57)  $ (0.15)  $ (0.62)
Pro forma  $ (0.04)  $ (0.71)  $ (0.23)  $ (0.80)

     The assumptions used for the three and six months ended May 1, 2004 and April 26, 2003 are as follows:

                 

  
Three Months Ended

 
Six Months Ended

  May 1,  April 26,  May 1,  April 26,

  
2004

 
2003

 
2004

 
2003

Stock Options                 
Expected dividend yield   0.0%   0.0%   0.0%   0.0%
Risk-free interest rate   1.7 – 4.5%   1.1 – 3.5%   1.4 – 4.3%   1.1 – 3.5%
Expected volatility   54.9%   81.6%   56.1%   81.6%
Expected life (in years)   2.9   2.8   2.9   2.8 

                 

  
Three Months Ended

 
Six Months Ended

  May 1,  April 26,  May 1,  April 26,

  
2004

 
2003

 
2004

 
2003

Employee Stock Purchase Plan                 
Expected dividend yield   0.0%   0.0%   0.0%   0.0%
Risk-free interest rate   1.0%   1.0%   1.0%   1.0%
Expected volatility   61.7%   60.7%   61.7%   60.7%
Expected life (in years)   0.5   0.5   0.5   0.5 

Computation of Net Loss per Share

     Basic net loss per share is computed using the weighted-average number of common shares outstanding during the period, less shares subject to repurchase. Diluted net loss per share is
computed using the weighted-average number of common shares and dilutive potential common shares outstanding during the period. Dilutive potential common shares result from the
assumed exercise of outstanding stock options, by application of the treasury stock method, that have a dilutive effect on earnings per share, and from the assumed conversion of outstanding
convertible debt if it has a dilutive effect on earnings per share.

Comprehensive Loss

     The components of comprehensive loss, net of tax, are as follows (in thousands):
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Three Months Ended

 
Six Months Ended

  May 1,  April 26,  May 1,  April 26,

  
2004

 
2003

 
2004

 
2003

Net loss  $(1,978)  $(146,017)  $(38,737)  $(152,907)
Other comprehensive income (loss):                 

Change in net unrealized gains (losses) on marketable equity securities
and investments   (3,110)   (24)   (3,172)   1,267 

Cumulative translation adjustments   (176)   18   (33)   178 
   

 
   

 
   

 
   

 
 

Total comprehensive loss  $(5,264)  $(146,023)  $(41,942)  $(151,462)
   

 

   

 

   

 

   

 

 

Reclassifications

     Certain reclassifications have been made to prior year balances in order to conform to the current year presentation.

Recent Accounting Pronouncements

     In May 2003, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards No. 150, “Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity” (SFAS 150). SFAS 150 establishes standards for how an issuer classifies and measures certain financial instruments with characteristics of
both liabilities and equity. SFAS 150 is effective for financial instruments entered into or modified after May 31, 2003, and otherwise is effective at the beginning of the first interim period
beginning after June 15, 2003. The Company’s adoption of SFAS 150 did not have any effect on the Company’s financial position, results of operations, or cash flows.

     In December 2003, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 104, “Revenue Recognition” (SAB 104), which supercedes SAB 101,” Revenue
Recognition in Financial Statements.” The primary purpose of SAB 104 is to rescind accounting guidance contained in SAB 101 related to multiple element revenue arrangements, which
was superceded as a result of the issuance of EITF 00-21, “Accounting for Revenue Arrangements with Multiple Deliverables.” While the wording of SAB 104 has changed to reflect the
issuance of EITF 00-21, the revenue recognition principles of SAB 101 remain largely unchanged by the issuance of SAB 104. The adoption of SAB 104 did not have a material impact on
the Company’s financial statements.

3. Restructuring Costs

Fiscal 2004 Second Quarter Restructuring

     During the quarter ended May 1, 2004, the Company implemented a restructuring plan designed to optimize the Company’s business model to drive improved profitability through
reduction of headcount as well as certain structural changes in the business. The plan encompassed organizational changes, which includes a reduction in force of 110 people, or nine
percent, announced on May 19, 2004. As a result, the Company recorded $10.5 million in restructuring costs consisting of severance and benefit charges, equipment impairment charges, and
contract termination and other charges. Severance and benefits charges of $7.5 million consisted of severance and related employee termination costs, including outplacement services,
associated with the reduction of the Company’s workforce. Equipment impairment charges of $1.2 million primarily consisted of excess equipment that is no longer being used as a result of
the restructuring program. Contract termination and other charges of $1.7 million were primarily related to the cancellation of certain contracts in connection with the restructuring of certain
business functions.

     Remaining accrued liabilities related to the Company’s fiscal 2004 second quarter restructuring program are included in other accrued liabilities on the accompanying Condensed
Consolidated Balance Sheets. The Company expects to pay or otherwise substantially settle the remaining accrued liabilities during the next nine months.

Fiscal 2003 Second Quarter Restructuring

     During the quarter ended April 26, 2003, the Company reevaluated certain aspects of its business model and completed a program to restructure certain business operations, reorganize
certain aspects of the Company, and reduce the Company’s operating expense structure. The restructuring program included a workforce reduction of approximately nine percent,
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primarily in the sales, marketing, and engineering organizations. In addition, as a result of the restructuring, certain assets associated with reorganized or eliminated functions were
determined to be impaired.

     Total restructuring costs incurred of $10.9 million consisted of severance and benefit charges, equipment impairment charges, and contract termination and other charges. Severance and
benefits charges of $4.2 million consisted of severance and related employee termination costs, including outplacement services, associated with the reduction of the Company’s workforce.
Equipment impairment charges of $5.2 million primarily consisted of excess equipment that is no longer being used as a result of the restructuring program. Contract termination and other
charges of $1.5 million were primarily related to the cancellation of certain contracts in connection with the restructuring of certain business functions.

     Remaining accrued liabilities related to the Company’s fiscal 2003 second quarter restructuring program are included in other accrued liabilities on the accompanying Condensed
Consolidated Balance Sheets. During the six months ended May 1, 2004, the Company recorded a reduction of $0.4 million to restructuring costs, primarily due to a lower than expected
outcome related to outplacement costs. No other material changes in estimates were made to the fiscal 2003 second quarter restructuring accrual. The Company expects to pay or otherwise
substantially settle the remaining accrued liabilities during fiscal year 2004.

     Fiscal 2003 First Quarter Restructuring

     During the three months ended January 25, 2003, the Company completed a restructuring program to realign the organization and reduce the Company’s expense structure. The
restructuring program included a workforce reduction of approximately 12 percent, consolidation of excess facilities, and the restructuring of certain business functions.

     Total restructuring costs incurred of $10.1 million consisted of severance and benefit charges, contract termination and equipment impairment charges. Severance and benefits charges of
$8.5 million consisted of severance and associated employee termination costs related to the reduction of the Company’s workforce, including outplacement services and the write-off of
employee loans of certain terminated employees. Contract termination charges of $0.9 million were primarily related to the cancellation of certain contracts in connection with the
restructuring of certain business functions and the consolidation of excess facilities. Equipment impairment charges of $0.6 million were related to excess computer equipment resulting from
the workforce reduction, consolidation of excess facilities, and the restructuring of certain business functions.

     Remaining accrued liabilities related to the restructuring programs are included in other accrued liabilities on the accompanying Condensed Consolidated Balance Sheets. Remaining
accrued liabilities related to severance and benefits are expected to be substantially paid or otherwise settled during fiscal year 2004.

     The following table summarizes the total restructuring costs incurred and charged to restructuring expense during the second quarter of fiscal year 2004 and the first and second quarters
of fiscal year 2003, costs paid or otherwise settled, and the remaining unpaid or otherwise unsettled accrued liabilities (in thousands) as of May 1, 2004:
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      Contract     
  Severance  Terminations  Equipment   

  
and Benefits

 
and Other

 
Impairment

 
Total

Fiscal 2003 restructuring costs  $ 12,714  $ 2,425  $ 5,867  $ 21,006 
Cash payments   (10,019)   (1,938)   —   (11,957)
Non-cash charges   (2,221)   —   (5,867)   (8,088)
Adjustments   (178)   —   —   (178)

   
 
   

 
   

 
   

 
 

Remaining accrued liabilities at October 25, 2003   296   487   —   783 
Cash payments for 2003 restructuring   (21)   (186)   —   (207)
Adjustments for 2003 restructuring   (225)   (143)   —   (368)

   
 
   

 
   

 
   

 
 

Remaining accrued liabilities for 2003 restructuring   50   158   —   208 
   

 
   

 
   

 
   

 
 

Fiscal 2004 second quarter restructuring costs   7,480   1,740   1,241   10,461 
Cash payments for 2004 restructuring   (715)   (380)   —   (1,095)
Non-cash charges   —   —   (1,241)   (1,241)

   
 
   

 
   

 
   

 
 

Remaining accrued liabilities for 2004 restructuring   6,765   1,360   —   8,125 
   

 
   

 
   

 
   

 
 

Total restructuring accrued liabilities at May 1, 2004  $ 6,815  $ 1,518  $ —  $ 8,333 
   

 

   

 

   

 

   

 

 

4. Balance Sheet Details

     The following tables provide details of selected balance sheet items (in thousands):

         
  May 1,  October 25,

  
2004

 
2003

Inventories, net:         
Raw materials  $ 497  $ 893 
Finished goods   3,557   3,068 

   
 
   

 
 

Total  $ 4,054  $ 3,961 
   

 

   

 

 

Property and equipment, net:         
Computer equipment and software  $ 70,108  $ 71,887 
Engineering and other equipment   109,123   104,544 
Furniture and fixtures   3,895   3,882 
Leasehold improvements   38,981   34,777 
Land and building   30,000   — 

   
 
   

 
 

   252,107   215,090 
Less: Accumulated depreciation and amortization   (113,463)   (90,816)

   
 
   

 
 

Total  $ 138,644  $124,274 
   

 

   

 

 

Other accrued liabilities:         
Income taxes payable  $ 27,355  $ 30,815 
Accrued warranty   4,209   3,723 
Inventory purchase commitments   4,156   4,305 
Accrued sales programs   12,730   7,946 
Accrued restructuring   8,333   783 
Accrued acquisition-related claim   6,943   — 
Other   14,536   17,391 

   
 
   

 
 

Total  $ 78,262  $ 64,963 
   

 

   

 

 

-12-



Table of Contents

     Leasehold improvements as of May 1, 2004 and October 25, 2003, are shown net of estimated asset impairments related to facilities lease losses (see Note 6).

     During the three months ended May 1, 2004, the Company recorded a $6.9 million charge for estimated settlement of a claim related to the acquisition of Rhapsody Networks, Inc.
(Rhapsody). The estimated settlement amount was recorded based on the fair value of the shares of common stock to be issued to the former Rhapsody shareholders at $5.16 per share as of
the date of the settlement agreement. As of May 1, 2004, the estimated settlement amount of $6.9 million was included in accrued liabilities in the accompanying Condensed Consolidated
Balance Sheet.

5. Investments and Equity Securities

     The following tables summarize the Company’s investments and equity securities (in thousands):

                 
      Gross  Gross   
  Amortized  Unrealized  Unrealized  Fair

  
Cost

 
Gains

 
Losses

 
Value

May 1, 2004                 
U.S. government obligations  $452,568  $5,578  $(1,694)  $456,452 
Corporate bonds and notes   76,422   32   (403)   76,051 
Equity securities   694   50   —   744 
   

 
   

 
   

 
   

 
 

Total  $529,684  $5,660  $(2,097)  $533,247 
   

 

   

 

   

 

   

 

 

Reported as:                 
Short-term investments              $350,072 
Other current assets               744 
Long-term investments               182,431 

               
 
 

Total              $533,247 
               

 

 

October 25, 2003                 
U.S. government obligations  $409,045  $9,063  $ (37)  $418,071 
Corporate bonds and notes   57,649   27   (194)   57,482 
Equity securities   694   —   (25)   669 
   

 
   

 
   

 
   

 
 

Total  $467,388  $9,090  $ (256)  $476,222 
   

 

   

 

   

 

   

 

 

Reported as:                 
Short-term investments              $ 57,971 
Other current assets               669 
Long-term investments               417,582 

               
 
 

Total              $476,222 
               

 

 

     For the three months ended May 1, 2004 and April 26, 2003, as well as for the six months ended May 1, 2004 and April 26, 2003, total gains realized on the sale of investments or
marketable equity securities were $0.2 million and zero, respectively. As of May 1, 2004 and October 25, 2003, net unrealized holding gains of $3.6 million and $8.8 million, respectively,
were included in accumulated other comprehensive income in the accompanying Condensed Consolidated Balance Sheets.

     The following table summarizes the maturities of the Company’s investments in debt securities issued by United States government agencies, municipal government obligations, and
corporate bonds and notes as of May 1, 2004 (in thousands):

         
  Amortized  Fair

  
Cost

 
Value

Less than one year  $344,578  $350,072 
Due in 1 – 2 years   55,957   55,788 
Due in 2 – 3 years   128,455   126,643 
   

 
   

 
 

Total  $528,990  $532,503 
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6. Liabilities Associated with Facilities Lease Losses

Lease Termination Charge and Other, Net

     On November 18, 2003, the Company purchased a building located at its San Jose headquarters. This 194,000 square foot facility was previously leased, and certain unused portions of
the facility were previously reserved and included in the facilities lease loss liability noted below. The total consideration for the building purchase was $106.8 million plus transaction costs,
consisting of the purchase of land and building valued at $30.0 million and a lease termination fee of $76.8 million. The value of the land and building as of the purchase date was
determined based on the estimated fair market value of the land and building. As a result of the building purchase, during the six months ended May 1, 2004, the Company recorded
adjustments of $23.7 million to the previously recorded facilities lease loss reserve, deferred rent, and leasehold improvement impairments related to the purchased facility.

     During the six months ended May 1, 2004, the Company consolidated the engineering organization and development, test and interoperability laboratories into the purchased facilities
and vacated other existing leased facilities. As a result, the Company recorded a charge of $20.9 million related to estimated facilities lease losses, net of expected sublease income, on the
vacated facilities. These charges represented the fair value of the lease liability based on assumptions regarding the vacancy period, sublease terms, and the probability of subleasing this
space. The assumptions that the Company used were based on market data, including the then current vacancy rates and lease activities for similar facilities within the area. Should there be
changes in real estate market conditions or should it take longer than expected to find a suitable tenant to sublease the remaining vacant facilities, adjustments to the facilities lease losses
reserve may be necessary in future periods based upon then current actual events and circumstances.

     The following table summarizes the activity related to the lease termination charge and other, net incurred in the six months ended May 1, 2004 (in thousands):

     
Lease termination charge  $ 76,800 
Closing costs and other related charges   1,234 
Reversal of previously recorded lease loss reserve   (16,933)
Reversal of previously recorded leasehold impairment reserve   (2,954)
Reversal of previously recorded deferred rent liability   (3,844)
Additional reserve booked as a result of facilities consolidation   20,855 
Asset impairments associated with facilities consolidation   433 
   

 
 

Total charge, net  $ 75,591 
   

 

 

     The tax effect associated with the lease termination charges and other, net resulted in an increase of $32.4 million in long-term deferred tax assets and a decrease of $2.3 million in short-
term deferred tax assets. As of May 1, 2004 and October 25, 2003, total short-term and long-term deferred tax assets were $292.9 million and $260.8 million, respectively.

Facilities Lease Losses Liability

     During the three months ended October 27, 2001, the Company recorded a charge of $39.8 million related to estimated facilities lease losses, net of expected sublease income, and a
charge of $5.7 million in connection with the estimated impairment of certain related leasehold improvements. These charges represented the low-end of the then estimated range of
$39.8 million to $63.0 million and may be adjusted upon the occurrence of future triggering events.

     During the three months ended July 27, 2002, the Company completed a transaction to sublease a portion of these vacant facilities. Accordingly, based on then current market data, the
Company revised certain estimates and assumptions, including those related to estimated sublease rates, estimated time to sublease the facilities, expected future operating costs, and
expected future use of the facilities. The Company reevaluates its estimates and assumptions on a quarterly basis and makes adjustments to the reserve balance if necessary.

     As previously described, in November 2003 the Company purchased a previously leased building. In addition, the Company consolidated the engineering organization and development,
test and interoperability laboratories into the purchased facilities and vacated other existing leased facilities. As a result, during the six months ended May 1, 2004, the Company recorded
adjustments to the facilities lease loss reserve recorded in fiscal year 2001 described above, and recorded additional reserves in connection with the facilities consolidation.
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     The following table summarizes the activity related to the facilities lease losses reserve, net of expected sublease income (in thousands), for the six months ended May 1, 2004:

     
  Facilities

  
Lease Losses

Reserve balances at October 25, 2003  $ 24,277 
Reversal of previously recorded lease loss reserve associated with building purchase   (16,933)
Additional reserve booked as a result of November 2003 facilities consolidation   20,855 
Cash payments on facilities leases   (3,069)
Non-cash charges and other adjustments, net   240 
   

 
 

Reserve balances at May 1, 2004  $ 25,370 
   

 

 

     Cash payments for facilities leases related to the above noted facilities lease losses will be paid over the respective lease terms through fiscal year 2010.

7. Convertible Subordinated Debt

     On December 21, 2001, and January 10, 2002, the Company sold, in private placements pursuant to Section 4(2) of the Securities Act of 1933, as amended, $550 million in aggregate
principal amount, two percent convertible subordinated notes due January 2007 (the notes or convertible subordinated debt). The initial purchasers purchased the notes from the Company at
a discount of 2.25 percent of the aggregate principal amount. Holders of the notes may, in whole or in part, convert the notes into shares of the Company’s common stock at a conversion rate
of 22.8571 shares per $1,000 principal amount of notes (aggregate of approximately 9.9 million shares based on outstanding debt of $433.7 million as of May 1, 2004) at any time prior to
maturity on January 1, 2007. At any time on or after January 5, 2005, the Company may redeem the notes in whole or in part at the following prices expressed as a percentage of the
principal amount:

     
Redemption Period

 
Price

Beginning on January 5, 2005 and ending on December 31, 2005   100.80%
Beginning on January 1, 2006 and ending on December 31, 2006   100.40%
On January 1, 2007 and thereafter   100.00%

     The Company is required to pay interest on January 1 and July 1 of each year, beginning July 1, 2002. Debt issuance costs of $12.4 million are being amortized over the term of the notes.
The amortization of debt issuance costs will accelerate upon early redemption or conversion of the notes. The net proceeds remain available for general corporate purposes, including
working capital and capital expenditures. As of May 1, 2004, the remaining balance of unamortized debt issuance costs was $5.1 million.

     During the first quarter of fiscal year 2004, the Company repurchased on the open market $9.2 million in face value of its convertible subordinated debt. The Company paid an average of
$0.93 on each dollar of face value for an aggregate purchase price of $8.6 million, which resulted in a pre-tax gain of $0.5 million for the first quarter of fiscal year 2004. There was no debt
repurchased during the second quarter of fiscal year 2004. To date, the Company has repurchased a total of $116.3 million in face value of its convertible subordinated debt. As of May 1,
2004, the remaining balance outstanding of the convertible subordinated debt was $433.7 million.

     The notes are not listed on any securities exchange or included in any automated quotation system; however, the notes are eligible for trading on the PortalSM Market. On April 30, 2004,
the average bid and ask price on the Portal Market of the notes was 92.50, resulting in an aggregate fair value of approximately $401.2 million.

8. Commitments and Contingencies

Leases

     The Company leases its facilities and certain equipment under various operating lease agreements expiring through August 2010. In connection with its facilities lease agreements, the
Company has signed unconditional, irrevocable letters of
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credit totaling $8.3 million as security for the leases. Future minimum lease payments under all non-cancelable operating leases as of May 1, 2004 were $89.6 million. In addition to base
rent, many of the facilities lease agreements require that the Company pay a proportional share of the respective facilities’ operating expenses.

     As of May 1, 2004, the Company had recorded $25.4 million in facilities lease loss reserves related to future lease commitments, net of expected sublease income (see Note 6).

Product Warranties

     The Company provides warranties on its products ranging from one to three years. Estimated future warranty costs are accrued at the time of shipment and charged to cost of revenues
based upon historical experience. The Company’s accrued liability for estimated future warranty costs is included in other accrued liabilities on the accompanying Condensed Consolidated
Balance Sheets. The following table summarizes the activity related to the Company’s accrued liability for estimated future warranty costs during the three months ended May 1, 2004 (in
thousands):

     
  Accrued

  
Warranty

Balance at October 25, 2003  $3,723 
Liabilities accrued for warranties issued during the period   1,367 
Warranty claims paid during the period   (285)
Changes in liability for pre-existing warranties during the period   (596)
   

 
 

Balance at May 1, 2004  $4,209 
   

 

 

     In addition, the Company has standard indemnification clauses contained within its various customer contracts. As such, the Company indemnifies the parties to whom it sells its products
with respect to the Company’s product infringing upon any patents, trademarks, copyrights, or trade secrets, as well as against bodily injury or damage to real or tangible personal property
caused by a defective Company product. As of May 1, 2004, there have been no known events or circumstances that have resulted in an indemnification related liability to the Company.

Manufacturing and Purchase Commitments

     The Company has manufacturing agreements with Solectron Corporation (Solectron) and Hon Hai Precision Industry Co. (Foxconn) under which the Company provides twelve-month
product forecasts and places purchase orders in advance of the scheduled delivery of products to the Company’s customers. The required lead-time for placing orders with each of Solectron
and Foxconn depends on the specific product. As of May 1, 2004, the Company’s aggregate commitment to Solectron and Foxconn for inventory components used in the manufacture of
Brocade products was $50.1 million, net of purchase commitment reserves of $4.2 million, which the Company expects to utilize during future normal ongoing operations. The Company’s
purchase orders placed with Solectron and Foxconn are cancelable, however if cancelled, the agreements with Solectron and Foxconn require the Company to purchase from Solectron and
Foxconn all inventory components not returnable or usable by, or sold to, other customers of Solectron or Foxconn.

Legal Proceedings

     From time to time, claims are made against the Company in the ordinary course of its business, which could result in litigation. Claims and associated litigation are subject to inherent
uncertainties and unfavorable outcomes could occur, such as monetary damages, fines, penalties or injunctions prohibiting the Company from selling one or more products or engaging in
other activities. The occurrence of an unfavorable outcome in any specific period could have a material adverse affect on the Company’s results of operations for that period or future
periods.

     On May 23, 2003, a suit captioned Vixel Corporation v. Brocade Communications Systems, Inc. was filed in the United States District Court for the Northern District of California. The
complaint alleges that Brocade products infringe United States Patents Nos. 6,118,776; 6,470,007; and 6,185,203 relating to switching and Fibre Channel technologies. The complaint seeks
unspecified compensatory and exemplary damages and to permanently enjoin Brocade from infringing the patents in the future. A case management conference is scheduled for July 2, 2004.
The Company believes that it has meritorious defenses to the claims and intends to defend the action vigorously. The Company believes that the ultimate disposition of this matter will not
have a material adverse effect on its business or financial position and results of operations.
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     On July 20, 2001, the first of a number of putative class actions for violation of the federal securities laws was filed in the United States District Court for the Southern District of New
York against the Company, certain of its officers and directors, and certain of the underwriters for the Company’s initial public offering of securities. These cases were consolidated under the
caption Chae v. Brocade Communications Systems, Inc. et al. The complaints generally alleged that various underwriters engaged in improper and undisclosed activities related to the
allocation of shares in the Company’s initial public offering. On March 1, 2002, the Court entered an order dismissing without prejudice all claims against the Company and its officers and
directors named in the consolidated proceeding. On April 19, 2002, a consolidated amended class action captioned In Re Brocade Communications Systems, Inc. Initial Public Offering
Securities Litigation was filed making claims against the Brocade parties that are substantially similar to those alleged in the earlier case. The complaint seeks unspecified damages on behalf
of a purported class of purchasers of common stock from May 24, 1999 to December 6, 2000. The lawsuit against the Brocade parties is one of a number of cases challenging underwriter
practices in the initial public offerings of more than 300 cases. All of the cases have been coordinated for pretrial proceedings as In Re Initial Public Offering Securities Litigation, 21 MC
92(SAS). In October 2002, the individual defendants were dismissed without prejudice from the action, pursuant to a tolling agreement. On February 19, 2003, the Court issued an Opinion
and Order dismissing all of the plaintiffs’ claims against the Company. Subsequently, the plaintiffs in all of the cases presented a settlement proposal to all of the issuer defendants. As of
June 2004, a substantial majority of the issuer defendants, including Brocade, accepted the proposed settlement and are awaiting approval of the settlement by the Court.

9. Segment Information

     The Company is organized and operates as one operating segment: the design, development, marketing and selling of infrastructure for SANs. The CEO is the Company’s Chief
Operating Decision Maker (CODM), as defined by SFAS 131, “Disclosures about Segments of an Enterprise and Related Information.” The CODM allocates resources and assesses the
performance of the Company based on revenues and overall profitability.

     Revenues are attributed to geographic areas based on the location of the customer to which products are shipped. Domestic revenues include sales to certain OEM customers who take
possession of Brocade products domestically and then distribute these products to their international customers. Domestic and international revenues were approximately 62 percent and
38 percent of total revenues, respectively, for the three months ended May 1, 2004 compared to 66 percent and 34 percent, respectively, for the three months ended April 26, 2003. Domestic
and international revenues were approximately 63 percent and 37 percent of total revenues, respectively, for the six months ended May 1, 2003 compared to 67 percent and 33 percent,
respectively, for the six months ended April 26, 2003. To date, service revenue has not exceeded 10 percent of total revenues. Identifiable assets located in foreign countries were not material
as of May 1, 2004 and October 25, 2003. For the three months ended May 1, 2004 and April 26, 2003, three customers each represented greater than ten percent of the Company’s total
revenues for combined totals of 68 percent and 72 percent of total revenues, respectively. For the six months ended May 1, 2004 and April 26, 2003, three and four customers each
represented greater than ten percent of the Company’s total revenues for combined totals of 68 percent and 79 percent of total revenues, respectively.

10. Gain on Investments, net

     Net gain on investments for the three months ended May 1, 2004 and April 26, 2003 was $0.4 million and $0.2 million, respectively, and for the six months ended May 1, 2004 and
April 26, 2003 was $0.6 million and $0.5 million, respectively. Net gain on investments for the three and six months ended May 1, 2004 and three months ended April 26, 2003 was related
to the disposition of private strategic investments. Net gain on investments for the six months ended April 26, 2003 consisted of a gain of $2.5 million recorded in the three months ended
January 25, 2003, that resulted from the acquisition by a third party of a non-publicly traded company in which Brocade had a minority equity investment. This gain was partially offset by
an impairment charge of $2.2 million recorded during the three months ended January 25, 2003, that resulted from an other-than-temporary decline in the estimated fair value of a minority
equity investment in a different non-publicly traded company. The impairment charge reduced the carrying value of the Company’s investment to zero, which is the estimated fair value.
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11. Net Loss per Share

     The following table presents the calculation of basic and diluted net loss per common share (in thousands, except per share amounts):

                 

  
Three Months Ended

 
Six Months Ended

  May 1,  April 26,  May 1,  April 26,

  
2004

 
2003

 
2004

 
2003

Net loss  $ (1,978)  $(146,017)  $ (38,737)  $(152,907)
   

 

   

 

   

 

   

 

 

Basic and diluted net loss per share:                 
Weighted-average shares of common stock outstanding   259,765   255,670   259,023   245,400 
Less: Weighted-average shares of common stock subject to repurchase   (500)   (983)   (492)   (608)

   
 
   

 
   

 
   

 
 

Weighted-average shares used in computing basic net loss per share   259,265   254,687   258,531   244,792 
Dilutive effect of potential common shares   —   —   —   — 
   

 
   

 
   

 
   

 
 

Weighted-average shares used in computing diluted net loss per share   259,265   254,687   258,531   244,792 
   

 

   

 

   

 

   

 

 

Basic and diluted net loss per share  $ (0.01)  $ (0.57)  $ (0.15)  $ (0.62)
   

 

   

 

   

 

   

 

 

     For the three and six months ended May 1, 2004 and April 26, 2003, stock options outstanding of 46.6 million and 15.3 million shares, respectively, were antidilutive as the Company had
net losses for the periods, and therefore, not included in the computation of diluted earnings per share. In addition, for the three and six months ended May 1, 2004 and April 26, 2003,
potential common shares of 9.9 million and 12.6 million common shares, respectively, resulting from the potential conversion of the Company’s convertible subordinated debt were
antidilutive and therefore not included in the computation of diluted earnings per share.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

     This Quarterly Report on Form 10-Q (Quarterly Report) contains forward-looking statements. These forward-looking statements include predictions regarding our future:

 • revenues and profits, including average selling price per port and number of ports shipped;
 • gross margin;
 • new products and market opportunity;
 • customer concentration;
 • research and development expenses;
 • sales and marketing expenses;
 • general and administrative expenses;
 • pricing and cost reduction activities;
 • income tax provision and effective tax rate;
 • realization of deferred tax assets;
 • cash flows from employee participation in employee stock programs;
 • liquidity and sufficiency of existing cash, cash equivalents, and short-term investments for near-term requirements;
 • purchase commitments;
 • technology and products;
 • outcomes of pending or threatened litigation; and
 • financial condition and results of operations as a result of recent accounting pronouncements.

     You can identify these and other forward-looking statements by the use of words such as “may,” “will,” “should,” “expects,” “plans,” “anticipates,” “believes,” “estimates,” “predicts,”
“intends,” “potential,” “continue,” or the negative of
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such terms, or other comparable terminology. Forward-looking statements also include the assumptions underlying or relating to any of the foregoing statements.

     Our actual results could differ materially from those anticipated in these forward-looking statements as a result of various factors, including those set forth below under the heading “Risk
Factors.” All forward-looking statements included in this document are based on information available to us on the date hereof. We assume no obligation to update any forward-looking
statements.

     The following information should be read in conjunction with the Condensed Consolidated Financial Statements and notes thereto included in Item 1 of this Quarterly Report, and with
the Management’s Discussion and Analysis of Financial Condition and Results of Operations and the Consolidated Financial Statements and notes thereto contained in our Annual Report on
Form 10-K for the fiscal year ended October 25, 2003.

Results of Operations

     The following table sets forth certain financial data for the periods indicated as a percentage of total net revenues:

                 

  
Three Months Ended

 
Six Months Ended

  May 1,  April 26,  May 1,  April 26,

  
2004

 
2003

 
2004

 
2003

Net revenues   100.0%   100.0%   100.0%   100.0%
Cost of revenues   44.7   46.0   44.9   46.2 
   

 
   

 
   

 
   

 
 

Gross margin   55.3   54.0   55.1   53.8 
   

 
   

 
   

 
   

 
 

Operating expenses:                 
Research and development   25.8   27.9   26.1   26.9 
Sales and marketing   18.7   24.4   18.4   24.7 
General and administrative   4.2   4.1   4.1   4.0 
Settlement of an acquisition-related claim   4.8   0.0   2.4   0.0 
Amortization of deferred stock compensation   0.1   0.2   0.1   0.1 
In-process research and development   0.0   103.0   0.0   53.1 
Restructuring costs   7.1   8.3   3.4   8.3 
Lease termination charge and other, net   0.0   0.0   26.0   0.0 

   
 
   

 
   

 
   

 
 

Total operating expenses   60.7   167.9   80.5   117.1 
   

 
   

 
   

 
   

 
 

Loss from operations   (5.4)   (113.9)   (25.4)   (63.3)
Interest and other income, net   3.1   3.8   3.1   3.9 
Interest expense   (2.0)   (2.6)   (1.9)   (2.6)
Gain on repurchases of convertible subordinated debt   0.0   0.0   0.2   0.0 
Gain on investments, net   0.3   0.1   0.1   0.2 
   

 
   

 
   

 
   

 
 

Loss before benefit from income taxes   (4.0)   (112.6)   (23.9)   (61.8)
Income tax benefit   (2.6)   (1.1)   (10.6)   (1.6)
   

 
   

 
   

 
   

 
 

Net loss   (1.4)%   (111.5)%   (13.3)%   (60.2)%
   

 

   

 

   

 

   

 

 

     Revenues. Our revenues are derived primarily from sales of our SilkWorm family of products. Our SilkWorm products, which range in size from 8 ports to 128 ports, connect servers and
storage devices creating a SAN. Each server or storage device typically uses multiple ports to connect to the SAN. The second quarter of fiscal year 2004 consisted of 14 weeks, which is one
week more than a typical quarter. Net revenues for the three months ended May 1, 2004 were $145.6 million, an increase of 11 percent compared with net revenues of $130.9 million for the
three months ended April 26, 2003. This increase in net revenues for the period reflects a 38 percent increase in the number of ports shipped, partially offset by a 21 percent decline in
average selling price per port. Net revenues for the six months ended May 1, 2004 were $290.6 million, an increase of 14 percent compared with net revenues of $254.1 million for the six
months ended April 26, 2003. This increase in net revenues for the period reflects a 47 percent increase in the number of ports shipped, partially offset by a 23 percent decline in average
selling price per port. We believe the increase in the number of ports shipped for the three and six months ended May 1, 2004 reflects higher demand for our products as end-users continue
to consolidate storage and server infrastructures using SANs, expand existing SANs to support more applications, and deploy SANs in new environments. In addition, during the
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quarter ended May 1, 2004, we introduced and began shipping a number of new products and we believe some of the increase in ports shipped reflects the initial stocking by our OEM
customers of these new products.

     We expect the number of ports shipped to fluctuate depending on the demand for our existing and recently introduced products as well as the timing of product transitions by our OEM
customers. We also expect that average selling price per port will likely continue to decline at rates similar to those noted above as a result of continued competition in the SAN industry.

     Domestic and international revenues were approximately 62 percent and 38 percent of total revenues, respectively, for the three months ended May 1, 2004, compared to 66 percent and
34 percent, respectively, for the three months ended April 26, 2003. Domestic and international revenues were approximately 63 percent and 37 percent of total revenues, respectively, for
the six months ended May 1, 2004, compared to 67 percent and 33 percent, respectively, for the six months ended April 26, 2003. Historically, domestic revenues have been between
60 percent and 75 percent of total revenues. International revenues, which primarily consisted of sales to customers in Western Europe and the greater Asia Pacific region, have increased
primarily as a result of faster growth in the Asia Pacific region. However, certain OEM customers take possession of our products domestically and then distribute these products to their
international customers. Because we account for all of those OEM revenues as domestic revenues, we cannot be certain of the extent to which our domestic and international revenue mix is
impacted by the practices of our OEM customers.

     A significant portion of our revenues is concentrated among a relatively small number of customers. For the three months ended May 1, 2004 and April 26, 2003, three customers each
represented greater than ten percent of our total revenues for combined totals of 68 percent and 72 percent of total revenues, respectively. For the six months ended May 1, 2004 and
April 26, 2003, three customers and four customers, respectively, each represented greater than ten percent of our total revenues for combined totals of 68 percent and 79 percent of total
revenues, respectively. We expect that a significant portion of our future revenues will continue to come from sale of products to a relatively small number of customers. Therefore, the loss
of, or a decrease in the level of sales to, any one of these customers could seriously harm our financial condition and results of operations.

     Gross margin. Gross margin for the three months ended May 1, 2004 was 55.3 percent, compared with 54.0 percent for the three months ended April 26, 2003. Gross margin for the six
months ended May 1, 2004 was 55.1 percent, compared with 53.8 percent for the three months ended April 26, 2003. Cost of goods sold consists of product costs, which are variable, and
manufacturing operations costs, which are generally fixed. For the three months ended May 1, 2004 as compared to the three months ended April 26, 2003, product costs relative to net
revenues decreased by 0.7% due to decreases in component and manufacturing costs. Manufacturing operations costs relative to net revenues decreased by 0.6% principally due to increases
in net revenues. For the six months ended May 1, 2004 as compared to the six months ended April 26, 2003, product costs relative to net revenues decreased by 0.3% also primarily due to
lower component and manufacturing costs. Manufacturing operations costs relative to net revenues decreased by 1.0% principally due to the increase in net revenues.

     Gross margin is primarily affected by average selling price per port, number of ports shipped, and cost of goods sold. We expect that average selling price per port for our products will
likely continue to decline in the future at rates similar to those noted in the periods covered by this Quarterly Report as a result of continuing competitive pricing pressures and new product
introductions by us or our competitors. We believe that we have the ability to mitigate the effect of declines in average selling price per port on gross margins through our product and
manufacturing operations cost reductions. During fiscal year 2003, the average selling price per port began to decline at a higher than historical rate. To the extent that this dynamic
continues, we may not be able to reduce our costs fast enough to prevent a decline in our gross margins. In addition, we must also maintain or increase current volume of ports shipped to
maintain our current gross margins. If we are unable to offset future reductions of average selling price per port with reduced product and manufacturing costs, or if as a result of future
reductions in average price per port our revenues do not grow, our gross margins may be negatively affected.

     We introduced several new products in the second quarter of fiscal year 2004 and expect to introduce additional new products in the future. As new or enhanced products are introduced,
we must successfully manage the transition from older products in order to minimize disruption in customers’ ordering patterns, avoid excessive levels of older product inventories, and
provide sufficient supplies of new products to meet customer demands. Our gross margins will be adversely affected if we fail to successfully manage the introductions of these new
products.

     Research and development expenses. Research and development (R&D) expenses consist primarily of salaries and related expenses for personnel engaged in engineering and R&D
activities; fees paid to consultants and other outside service
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providers; nonrecurring engineering charges; prototyping expenses related to the design, development, testing and enhancement of our products; depreciation related to engineering and other
test equipment; and IT and facilities expenses. The second quarter of fiscal year 2004 consisted of 14 weeks, which is one week more than a typical quarter.

     For the three months ended May 1, 2004, R&D expenses increased by $1.1 million, or three percent, to $37.6 million as compared with $36.5 million for the three months ended April 26,
2003. This increase is primarily due to a $1.0 million increase in overhead expenses associated with the extra week and a $1.4 million increase in expenses related to new product
development, which were offset by a decrease of $1.0 million in facilities expenses due to savings from our building purchase.

     For the six months ended May 1, 2004, R&D expenses increased by $7.3 million, or 11 percent, to $75.7 million as compared with $68.4 million for the six months ended April 26, 2003.
This increase is primarily due to a $5.4 million increase in expenses related to new product development and a $2.5 million increase in salaries and related expenses, offset by a $1.3 million
decrease in facilities expenses due to savings from our building purchase. The increase in salaries and related expenses reflects the effects of both the extra week in the second quarter of
fiscal 2004 and our acquisition of Rhapsody Networks, Inc. (Rhapsody) in January 2003.

     We currently anticipate that R&D expenses for the three months ending July 31, 2004 will remain relatively consistent with the three months ended May 1, 2004 on an absolute dollars
basis as we will not have the incremental spending associated with the extra week during the second quarter of fiscal year 2004 and we expect savings from our restructuring programs,
offset by increased product development expenses.

     Sales and marketing expenses. Sales and marketing expenses consist primarily of salaries, commissions and related expenses for personnel engaged in marketing and sales; costs
associated with promotional and travel expenses; and IT and facilities expenses. The second quarter of fiscal year 2004 consisted of 14 weeks, which is one week more than a typical quarter.

     Sales and marketing expenses for the three months ended May 1, 2004 decreased by $4.7 million, or 15 percent, to $27.2 million as compared with $32.0 million for the three months
ended April 26, 2003. This decrease is primarily due to a $4.4 million decrease in travel and marketing program expenses resulting from various cost-cutting actions, partially offset by a
$0.6 million increase in salaries and related expenses associated with the extra week in the second quarter of fiscal year 2004.

     For the six months ended May 1, 2004, sales and marketing expenses decreased by $9.2 million, or 15 percent, to $53.6 million as compared with $62.7 million for the six months ended
April 26, 2003. This decrease is primarily due to a $6.0 million decrease in travel and marketing program expenses resulting from various cost-cutting actions and a $3.2 million decrease in
salaries and related expenses, which reflects both the effect of the headcount reduction that occurred in the first and second quarters of fiscal year 2003, partially offset by the extra week in
the second quarter of fiscal year 2004.

     We currently anticipate that sales and marketing expenses for the three months ending July 31, 2004 will decrease on an absolute dollar basis as we will not have the incremental spending
associated with the extra week during the second quarter of fiscal year 2004, and we expect savings from our restructuring programs.

     General and administrative expenses. General and administrative (G&A) expenses consist primarily of salaries and related expenses for corporate executives, finance, human resources
and investor relations, as well as recruiting expenses, accounting and professional fees, corporate legal expenses, other corporate expenses, and IT and facilities expenses. The second quarter
of fiscal year 2004 consisted of 14 weeks, which is one week more than a typical quarter.

     G&A expenses for the three months ended May 1, 2004 increased by $0.8 million, or 14 percent, to $6.1 million as compared with $5.3 million for the three months ended April 26,
2003. For the six months ended May 1, 2004, G&A expenses increased by $1.5 million, or 15 percent, to $11.8 million as compared with $10.3 million for the six months ended April 26,
2003. For the three and six months ended May 1, 2004, the increase in G&A expenses is primarily due to increased salaries and related expenses as a result of the extra week in the second
quarter of fiscal year 2004 as well as an increase in personnel.

     We currently anticipate that G&A expenses for the three months ending July 31, 2004 will decrease on an absolute dollar basis as we will not have the incremental spending associated
with the extra week during the second quarter of fiscal year 2004 and we expect savings from our restructuring programs.
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     Amortization of deferred stock compensation. Amortization of deferred stock compensation was $0.1 million and $0.2 million for the three months ended May 1, 2004 and April 26, 2003,
respectively, and $0.3 million for each of the six months ended May 1, 2004 and April 26, 2003. In the second quarter of fiscal year 2003, we recorded $1.7 million of deferred stock
compensation in connection with our acquisition of Rhapsody. The $1.7 million of deferred stock compensation represented the intrinsic value of unvested restricted common stock and
assumed stock options, and is being amortized over the respective remaining service periods on a straight-line basis. As of May 1, 2004, the remaining unamortized balance of this deferred
stock compensation was $0.4 million. In addition, in the second quarter of fiscal year 2004, we recorded $1.4 million of deferred stock compensation in connection with restricted stock
award grants to certain employees. As of May 1, 2004, the remaining unamortized balance of this deferred stock compensation was $1.2 million. Amortization of deferred stock
compensation for the six months ended April 26, 2003 consisted of deferred stock compensation related to the Rhapsody acquisition and grant of certain stock options to employees during
the year ended October 31, 1999, which resulted in deferred stock compensation of $5.1 million. As of January 25, 2003, all of the $5.1 million previously recorded deferred stock
compensation had been fully amortized.

     Settlement of an acquisition-related claim. In connection with our acquisition of Rhapsody, we agreed to issue up to an additional 2.9 million shares of our common stock if the Rhapsody
business successfully completed specified product milestones by November 30, 2003. As disclosed in our Form 10-K for the fiscal year ended October 25, 2003 and Form 10-Q for the
quarter ended January 24, 2004, we did not issue the additional 2.9 million shares because we believe that the specified product milestones were not met. Subsequently, we agreed to settle
the claim rather than engage in a costly and protracted arbitration. As a result, we have recorded a $6.9 million charge in the second quarter of fiscal year 2004 and will issue 1.3 million
shares of common stock to the former Rhapsody shareholders in exchange for a release of claims. As of May 1, 2004, the estimated settlement amount of $6.9 million was included in
accrued liabilities in the accompanying Condensed Consolidated Balance Sheet.

     In-process research and development. On January 27, 2003, we completed our acquisition of Rhapsody, a provider of next-generation intelligent switching platforms. As of the
acquisition date, Rhapsody was a development stage company that had no recognized revenue and a core technology that required substantial additional resources to bring it to technological
feasibility. As a result, the acquisition was accounted for as an asset purchase and the total purchase price of $138.5 million was allocated to the assets acquired, liabilities assumed, and
acquired in-process R&D based on their respective fair values. The excess of purchase price over the fair value of net assets received was allocated to acquired in-process R&D and acquired
non-monetary assets on a pro-rata basis. Acquired in-process R&D of $134.9 million was expensed during the three months ended April 26, 2003 because it had not yet reached
technological feasibility and had no alternative future use. No acquired in-process R&D was recorded in any of the other periods presented. As of May 1, 2004, the development of this
technology has been completed and we are beginning to generate revenues related to this technology.

     Restructuring costs. During the three months ended May 1, 2004, we implemented a restructuring plan, which was designed to optimize our business model to drive improved
profitability. The plan encompassed organizational changes including a reduction in force. Accordingly, we recorded $10.5 million in restructuring costs consisting of severance and benefit
charges, equipment impairment charges, and contract termination and other charges. Restructuring costs for the six months ended May 1, 2004, were $10.1 million and include a reduction of
$0.4 million to restructuring costs related to our other previously recorded restructuring liability, primarily due to a lower than expected outcome related to outplacement costs (see Note 3,
“Restructuring Costs,” of the Notes to Condensed Consolidated Financial Statements). As a result of this restructuring, we expect initial cost savings of $3 million to $4 million in the third
quarter of fiscal year 2004, which is primarily headcount related. However, we expect this savings to be offset by planned incremental spending in research and development in fiscal year
2004. We also expect to realize additional savings in future quarters.

     During the three months ended April 26, 2003, we reevaluated certain aspects of our business model and completed a program to restructure and reorganize certain business operations
and to reduce our expense structure. The restructuring program included a workforce reduction of approximately nine percent, primarily in the sales, marketing, and engineering
organizations. In addition, as a result of the restructuring, certain assets associated with reorganized or eliminated functions were determined to be impaired. Accordingly, during the three
months ended April 26, 2003, we recorded restructuring costs of $10.9 million. Restructuring costs for the six months ended April 26, 2003, were $21.0 million and include $10.1 million in
restructuring costs incurred in connection with a company-wide restructuring program affected during the three months ended January 25, 2003 (see Note 3, “Restructuring Costs” of the
Notes to Condensed Consolidated Financial Statements).

     Lease termination charge and other, net. During the three months ended January 24, 2004, we purchased a previously leased building located at our San Jose headquarters for
$106.8 million in cash plus transaction costs, consisting of the
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purchase of land and building valued at $30.0 million and a lease termination fee of $76.8 million. The 194,000 square foot facility, which houses our engineering organization and
development, test and interoperability laboratories, was previously leased. As a result of the building purchase, during the first quarter of fiscal year 2004, we recorded adjustments to the
previously recorded facilities lease loss reserve and recorded a charge of $75.6 million primarily related to lease termination, facilities consolidation and other associated costs (see Note 6,
“Liabilities Associated with Facilities Lease Losses,” of the Notes to Condensed Consolidated Financial Statements). No lease termination charge was recorded in any of the other periods
presented. As a result of the building purchase, we expect to reduce our operating expenses in fiscal year 2004 by approximately $4 million to $6 million.

     Interest and other income, net. Net interest and other income was $4.6 million and $4.9 million for the three months ended May 1, 2004 and April 26, 2003, respectively, and $9.2 and
$9.9 million for the six months ended May 1, 2004 and April 26, 2003, respectively. The decrease for both the three and six months ended May 1, 2004 compared with the three and six
months ended April 26, 2003 was primarily the result of lower interest rates and decreased average cash and investment balances. The decreases in our cash and investment balances were
primarily related to the purchase of a building at our San Jose headquarters and the repurchases of our two percent convertible subordinated notes due 2007 (the notes or convertible
subordinated debt) in the six months ended May 1, 2004.

     Interest expense. Interest expense was $2.9 million and $3.4 million for the three months ended May 1, 2004 and April 26, 2003, respectively, and $5.6 million and $6.7 million for the
six months ended May 1, 2004 and April 26, 2003, respectively. Interest expense primarily represents the interest cost associated with our convertible subordinated debt. The decrease for
both the three and six months ended May 1, 2004 compared with the three and six months ended April 26, 2003 was primarily the result of the repurchases of our convertible subordinated
debt, resulting in a lower debt outstanding as of May 1, 2004. The balance outstanding of our convertible subordinated debt as of May 1, 2004 and April 26, 2003 was $433.7 million and
$550.0 million, respectively.

     Gain on repurchases of convertible subordinated debt. During the three months ended January 24, 2004, we repurchased on the open market $9.2 million in face value of our convertible
subordinated debt. We paid an average of $0.93 on each dollar of face value for an aggregate purchase price of $8.6 million, which resulted in a pre-tax gain of $0.5 million for the six
months ended May 1, 2004. There were no repurchases of convertible subordinated debt in any of the other periods presented.

     Income tax benefit. Our effective tax rate for the three months ended May 1, 2004 was a benefit of 65.6 percent, compared with a benefit of 0.9 percent for the three months ended
April 26, 2003. Our effective tax rate for the six months ended May 1, 2004 was a benefit of 44.2 percent, compared with a benefit of 2.7 percent for the six months ended April 26, 2003.
The effective tax rate in the three and six months ended May 1, 2004 was impacted by certain non-routine events, including a lease termination, facilities consolidations and a reduction in
force. Additionally, our effective tax rate reflects the mix of income earned in various tax jurisdictions that apply a broad range of income tax rates. To the extent that international revenues
and earnings differ from those historically achieved, a factor largely influenced by the buying behavior of our OEM partners, or if unfavorable changes in tax laws and regulations or other
non-routine events that are not deductible occur, our effective tax rate may be impacted.

Liquidity and Capital Resources

     Cash, cash equivalents, short-term investments and long-term investments were $760.1 million as of May 1, 2004. For the six months ended May 1, 2004, we used $20.2 million in cash
from operating activities, primarily due to our operating net loss for the six months ended May 1, 2004, which includes lease termination, facilities lease losses and other related charges.
Days sales outstanding in accounts receivable for the six months ended May 1, 2004 was 52 days, compared with 47 days for the six months ended April 26, 2003.

     Net cash used in investing activities for the six months ended May 1, 2004 totaled $106.2 million and was the result of $64.7 million in net purchases of short and long-term investments
and $41.5 million invested in capital equipment, including $30.0 million for building purchase at our San Jose headquarters. Net cash used in financing activities for the six months ended
May 1, 2004 was $5.9 million, and was the result of repurchases of our convertible subordinated debt, partially offset by net proceeds from the issuance of common stock related to
employee participation in employee stock programs and exercises of stock options of $11.7 million.
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     Net proceeds from the issuance of common stock related to employee participation in employee stock programs have historically been a significant component of our liquidity. The extent
to which our employees participate in these programs generally increases or decreases based upon changes in the market price of our common stock. As a result, our cash flows resulting
from the issuance of common stock related to employee participation in employee stock programs will vary. However, due to our voluntary stock option exchange program, which was
completed in July 2003, we do not expect to generate significant cash flow from the issuance of common stock related to the employee participation in employee stock programs during
fiscal year 2004 unless our future common stock price exceeds $6.54 per share.

     We have manufacturing agreements with Solectron Corporation (Solectron) and Hon Hai Precision Industry Co. (Foxconn) under which we provide twelve-month product forecasts and
place purchase orders in advance of the scheduled delivery of products to our customers. The required lead-time for placing orders with each of Solectron and Foxconn depends on the
specific product. As of May 1, 2004, our aggregate commitment to Solectron and Foxconn for inventory components used in the manufacture of Brocade products was $50.1 million, net of
purchase commitment reserves of $4.2 million, which we expect to utilize during future normal ongoing operations. Although the purchase orders we place with Solectron and Foxconn are
cancelable, the terms of the agreements require us to purchase from Solectron and Foxconn all inventory components not returnable or usable by, or sold to other customers of Solectron or
Foxconn.

     On December 21, 2001, and January 10, 2002, we sold $550 million in aggregate principal amount of our convertible subordinated debt (see Note 7, “Convertible Subordinated Debt,” of
the Notes to Condensed Consolidated Financial Statements). Holders of the notes may, in whole or in part, convert the notes into shares of our common stock at a conversion rate of 22.8571
shares per $1,000 principal amount of notes (aggregate of approximately 9.9 million shares based on outstanding debt of $433.7 million as of May 1, 2004) at any time prior to maturity on
January 1, 2007. At any time on or after January 5, 2005, we may redeem the notes in whole or in part at the following prices expressed as a percentage of the principal amount:

     
Redemption Period

 
Price

Beginning on January 5, 2005 and ending on December 31, 2005   100.80%
Beginning on January 1, 2006 and ending on December 31, 2006   100.40%
On January 1, 2007 and thereafter   100.00%

     We are required to pay interest on January 1 and July 1 of each year, beginning July 1, 2002. Debt issuance costs of $12.4 million are being amortized over the term of the notes. The
amortization of debt issuance costs will accelerate upon early redemption or conversion of the notes. The net proceeds remain available for general corporate purposes, including working
capital and capital expenditures. As of May 1, 2004, the remaining balance of unamortized debt issuance costs was $5.1 million.

     During the three months ended January 24, 2004, we repurchased on the open market $9.2 million in face value of our convertible subordinated debt. We did not repurchase any of our
convertible subordinated debt during the three months ended May 1, 2004. To date, we have repurchased a total of $116.3 million in face value of our convertible subordinated debt. As of
May 1, 2004, the remaining balance outstanding of the convertible subordinated debt was $433.7 million.

     On November 18, 2003, we purchased a previously leased building located at our San Jose headquarters, and issued a $1.0 million guarantee as part of the purchase agreements.

     The following table summarizes our contractual obligations (including interest expense) and commitments as of May 1, 2004 (in thousands):
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      Less than      After

  
Total

 
1 year

 
1 – 3 years

 
3 years

Contractual Obligations:                 
Convertible subordinated debt, including interest  $459,750  $ 8,675  $451,075  $ — 
Non-cancelable operating leases   89,613   18,171   27,842   43,600 
Unconditional purchase obligations, gross   54,264   54,264   —   — 
   

 
   

 
   

 
   

 
 

Total contractual cash obligations  $603,627  $81,110  $478,917  $43,600 
   

 

   

 

   

 

   

 

 

Other Commitments:                 
Standby letters of credit  $ 8,343  $ n/a  $ n/a  $ n/a 
   

 

   

 

   

 

   

 

 

Guarantee  $ 1,015  $ n/a  $ n/a  $ n/a 
   

 

   

 

   

 

   

 

 

     We believe that our existing cash, cash equivalents, short-term and long-term investments, and cash expected to be generated from future operations will be sufficient to meet our capital
requirements at least through the next 12 months. Our future capital requirements will depend on many factors, including: the rate of revenue growth; the timing and extent of spending to
support product development efforts and the expansion of sales and marketing; the timing of introductions of new products and enhancements to existing products; and the market
acceptance of our products.

Critical Accounting Policies and Estimates

     Our discussion and analysis of financial condition and results of operations is based upon our Condensed Consolidated Financial Statements, which have been prepared in accordance
with accounting principles generally accepted in the United States of America. The preparation of these Condensed Consolidated Financial Statements requires us to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. We evaluate, on an on-going basis, our
estimates and judgments, including those related to sales returns, bad debts, excess inventory and purchase commitments, investments, warranty obligations, restructuring costs, lease losses,
income taxes, and contingencies and litigation. We base our estimates on historical experience and assumptions that we believe to be reasonable under the circumstances, the results of which
form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.

     The methods, estimates, and judgments we use in applying our most critical accounting policies have a significant impact on the results that we report in our Consolidated Financial
Statements. The SEC considers an entity’s most critical accounting policies to be those policies that are both most important to the portrayal of a company’s financial condition and results of
operations, and those that require management’s most difficult, subjective or complex judgments, often as a result of the need to make estimates about matters that are inherently uncertain at
the time of estimation. We believe the following critical accounting policies, among others, require significant judgments and estimates used in the preparation of our Consolidated Financial
Statements:

 • Revenue recognition, and allowances for sales returns, sales programs, and doubtful accounts;
 
 • Warranty reserves;
 
 • Inventory and purchase commitment reserves;
 
 • Restructuring charges and lease loss reserves;
 
 • Litigation costs; and
 
 • Accounting for income taxes.

     Revenue recognition, and allowances for sales returns, sales programs, and doubtful accounts. Product revenue is generally recognized when persuasive evidence of an arrangement
exists, delivery has occurred, fee is fixed or determinable, and collection is probable. However, for newly introduced products, many of our large OEM customers require a product
qualification period during which our products are tested and approved by the OEM customer for sale to their customers. Revenue recognition, and related cost, is deferred for shipments to
new OEM customers and for shipments of newly introduced products to existing OEM customers until satisfactory evidence of completion of the product qualification has been received
from the OEM customer. Revenue from sales to our master resellers customers is recognized in the same period in which the actual sell-through occurred.
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     We reduce revenue for estimated sales returns, sales programs, and other allowances at the time of shipment. Sales returns, sales programs, and other allowances are estimated based on
historical experience, current trends, and our expectations regarding future experience. Reductions to revenue associated with sales returns, sales programs, and other allowances include
consideration of historical sales levels, the timing and magnitude of historical sales returns, claims under sales programs, and other allowances, and a projection of this experience into the
future. In addition, we maintain allowances for doubtful accounts, which are also accounted for as a reduction in revenue, for estimated losses resulting from the inability of our customers to
make required payments. We analyze accounts receivable, historical collection patterns, customer concentrations, customer creditworthiness, current economic trends and changes in
customer payment terms and practices when evaluating the adequacy of the allowance for doubtful accounts. If actual sales returns, sales programs, and other allowances exceed our
estimate, or if the financial condition of our customers was to deteriorate, resulting in an impairment of their ability to make payments, additional allowances and charges may be required.

     Service revenue consists of training, warranty, and maintenance arrangements, including post-contract customer support (PCS) services. PCS services are offered under renewable, annual
fee-based contracts or as part of multiple element arrangements and typically include upgrades and enhancements to our software operating system software, and telephone support. Service
revenue, including revenue allocated to PCS elements, is deferred and recognized ratably over the contractual period. Service contracts are typically one to three years in length. Training
revenue is recognized upon completion of the training.

     Our multiple-element product offerings include computer hardware and software products, and support services. We also sell certain software products and support services separately.
Our software products are essential to the functionality of our hardware products and are, therefore, accounted for in accordance with Statement of Position 97-2, “Software Revenue
Recognition” (SOP 97-2), as amended. We allocate revenue to each element based upon vendor-specific objective evidence (VSOE) of the fair value of the element or, if VSOE is not
available, by application of the residual method. VSOE of the fair value for an element is based upon the price charged when the element is sold separately. Revenue allocated to each
element is then recognized when the basic revenue recognition criteria are met for each element. Changes in the allocation of revenue to each element in a multiple element arrangement may
affect the timing of revenue recognition.

     Warranty reserves. We provide warranties on our products ranging from one to three years. Estimated future warranty costs are accrued at the time of shipment and charged to cost of
revenues based upon historical experience, current trends and our expectations regarding future experience. If actual warranty costs exceed our estimate, additional charges may be required.

     Inventory and purchase commitment reserves. We write down inventory and record purchase commitment reserves for estimated excess and obsolete inventory equal to the difference
between the cost of inventory and the estimated fair value based upon assumptions about future demand, product transition cycles, and market conditions. Although we strive to ensure the
accuracy of our forecasts of future product demand, any significant unanticipated changes in demand or technological developments could have a significant impact on the value of our
inventory and commitments, and our reported results. If actual market conditions are less favorable than those projected, additional inventory write-downs, purchase commitment reserves,
and charges against earnings might be required.

     Restructuring charges and lease loss reserves. We monitor and regularly evaluate our organizational structure and associated operating expenses. Depending on events and circumstances,
we may decide to restructure our operations to reduce future operating costs as our business requirements evolve. In determining the restructuring charges, we analyze our future operating
requirements, including the required headcount by business functions and facility space requirements. Our restructuring costs, and any resulting accruals, involve significant estimates made
by management using the best information available at the time the estimates are made, some of which may be provided by third parties. In recording facilities lease loss reserves, we make
various assumptions, including the time period over which the facilities will be vacant, expected sublease terms, expected sublease rates, anticipated future operating expenses, and expected
future use of the facilities. Our estimates involve a number of risks and uncertainties, some of which are beyond our control, including future real estate market conditions and our ability to
successfully enter into subleases or lease termination agreements with terms as favorable as those assumed when arriving at our estimates. We regularly evaluate a number of factors to
determine the appropriateness and reasonableness of our restructuring and lease loss accruals including the various assumptions noted above. If actual results differ significantly from our
estimates, we may be required to adjust our restructuring and lease loss accruals in the future.

     Litigation costs. We are subject to the possibility of legal actions arising in the ordinary course of business. We regularly monitor the status of pending legal actions to evaluate both the
magnitude and likelihood of any potential loss. We accrue for
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these potential losses when it is probable that a liability has been incurred and the amount of loss, or possible range of loss, can be reasonably estimated. If actual results differ significantly
from our estimates, we may be required to adjust our accruals in the future.

     Accounting for income taxes. The determination of our tax provision is subject to judgments and estimates due to operations in several tax jurisdictions outside the United States. Sales to
our international customers are principally taxed at rates that are lower than United States rates, resulting in a reduction of our effective tax rate. The ability to maintain our current effective
tax rate is contingent upon existing tax laws in both the United States and in the respective countries in which our international subsidiaries are located. Future changes in domestic or
international tax laws could affect the continued realization of the tax benefits we are currently receiving and expect to receive from international sales. In addition, a decrease in the
percentage of our total revenue from international customers or in the mix of international revenue among particular tax jurisdictions could change our overall effective tax rate. Also, our
current effective tax rate assumes that United States income taxes are not provided for undistributed earnings of certain non-United States subsidiaries. These earnings could become subject
to United States federal and state income taxes and foreign withholding taxes, as applicable, should they be either deemed or actually remitted from our international subsidiaries to the
United States.

     The carrying value of our net deferred tax assets, which is made up primarily of income tax deductions and credits resulting from stock option exercises, assumes that we will be able to
generate sufficient future income to fully utilize these tax deductions and credits. If we do not generate sufficient future income, the realization of these deferred tax assets may be impaired
resulting in additional income tax expense. We evaluate the expected realization of our deferred tax assets and assess the need for valuation allowances quarterly.

Recent Accounting Pronouncements

     In May 2003, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards No. 150, “Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity” (SFAS 150). SFAS 150 establishes standards for how an issuer classifies and measures certain financial instruments with characteristics of
both liabilities and equity. SFAS 150 is effective for financial instruments entered into or modified after May 31, 2003, and otherwise is effective at the beginning of the first interim period
beginning after June 15, 2003. The Company adopted SFAS 150 in the fourth quarter ended October 25, 2003 and the adoption did not have any effect on the Company’s financial position,
results of operations, or cash flows.

     In December 2003, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 104, “Revenue Recognition” (SAB 104), which supercedes SAB 101, “Revenue
Recognition in Financial Statements.” The primary purpose of SAB 104 is to rescind accounting guidance contained in SAB 101 related to multiple element revenue arrangements, which
was superceded as a result of the issuance of EITF 00-21, “Accounting for Revenue Arrangements with Multiple Deliverables.” While the wording of SAB 104 has changed to reflect the
issuance of EITF 00-21, the revenue recognition principles of SAB 101 remain largely unchanged by the issuance of SAB 104. The adoption of SAB 104 did not have a material impact on
the Company’s financial statements.

Risk Factors

As we introduce new products, we must manage the transition between our new products and our older products.

     As new or enhanced products are introduced, we must successfully manage the transition from older products in order to minimize disruption in customers’ ordering patterns, avoid
excessive levels of older product inventories, and provide sufficient supplies of new products to meet customer demands. When we introduce new products and product enhancements, we
face numerous risks relating to product transitions, including the inability to accurately forecast demand, excess inventories of older products, product and software defects, and different
sales and support requirements due to the complexity of these new products. For example, during the second quarter of fiscal year 2004, we introduced and began shipping new director
switch and server products. If we fail to successfully manage the transition to these new products or if the products do not achieve market acceptance, our business and financial results will
be adversely affected. For instance, during the fourth quarter of fiscal year 2001, we recorded charges to cost of revenues of $7.7 million primarily associated with the accrual of purchase
commitments for excess inventory components related to a transition of product offerings from 1 to 2 Gigabit per second (Gbit/sec) technology.
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Our success depends on our ability to achieve market acceptance for our recently introduced Silkworm Fabric Application Platform product family, and our ability to develop other new
and enhanced products that achieve widespread market acceptance.

     We currently derive the majority of our revenues from sales of our SilkWorm family of products. We expect that revenue from this product family will continue to account for a
substantial portion of our revenues for the foreseeable future. Therefore, widespread market acceptance of these products is critical to our future success. Factors that may affect market
acceptance include performance, price, and total cost of ownership; features and functionality; availability and price of competing products and technologies; and the success and
development of our OEM partners and other distribution channels. Many of these factors are beyond our control.

     For example, we recently introduced, and intend to continue to make substantial investments in, new products for our Silkworm Fabric Application Platform product family. The first
product in the Silkworm Fabric Application Platform product family that we announced for general availability is the Silkworm Multiprotocol Router. Our success with the Silkworm
Multiprotocol Router and the subsequent products in the Silkworm Fabric Application Platform product family will depend on the market acceptance of these products as well as the extent
to which our OEM partners develop applications for the product family. The success of these new products is subject to risks and uncertainties including our ability to produce these products
in a timely manner, our ability to produce these products in the volume and with the performance and feature set required by customers, market acceptance of these products by both end-
users and our OEM partners, and the availability of applications developed by our OEM partners and other application developers for these products. We cannot be certain that these new
products will be successfully developed or achieve market acceptance. In addition, we cannot be certain that our OEM partners or other application developers will develop applications for
these products in a timely manner, if at all, or if applications that are developed will meet end-user requirements. If these new products do not achieve market acceptance, our business will
be adversely affected.

     Our future success also depends upon our ability to address the rapidly changing needs of our customers by developing and introducing high-quality, cost-effective products and product
enhancements on a timely basis, and by keeping pace with technological developments and emerging industry standards. We expect to launch new products and product enhancements
during the next year that will further expand the market opportunity for our products. We expect that our future revenue growth will be dependent on the success of our current line of
products, new product enhancements, and the continued development of new products. In the past we have experienced delays in product development. Such delays could occur in the
future. If we are unable to timely introduce and make generally available our new products, our business and results of operations could be harmed.

The loss of our third-party contract manufacturers or the failure to accurately forecast demand for our products or successfully manage the production of our products could negatively
affect our ability to manufacture and sell our products.

     We currently depend on two third-party contract manufacturers, Solectron and Foxconn, to manufacture our products. If we should fail to effectively manage the production of our
products through Solectron and Foxconn, or if Solectron or Foxconn experience delays, disruptions, capacity constraints, component parts shortages, or quality control problems in their
manufacturing operations, shipment of our products to our customers could be delayed and our competitive position and reputation could be harmed. Qualifying a new contract manufacturer
and commencing volume production is a lengthy and expensive process and if we are required or choose to change contract manufacturers, we may lose revenue and injure our customer
relationships.

     We provide product forecasts to our contract manufacturers and place purchase orders with them in advance of the scheduled delivery of products to our customers. Although our
purchase orders placed with our contract manufacturers are cancelable, we could be required to purchase certain unused material not returnable, usable by, or sold to other customers if we
cancel any of our orders. Accordingly, if we inaccurately forecast demand for our products, we may be unable to obtain adequate manufacturing capacity from our contract manufacturers to
meet customers’ delivery requirements, or we may accumulate excess inventories. If we are unable to obtain adequate manufacturing capacity from our contract manufacturers or if we
accumulate excess inventories, our business and results of operations may be negatively affected.

     As part of our business strategy, we may seek to transition a greater portion of our product manufacturing to third parties that are located overseas. This kind of transition would expose us
to certain inherent risks, including unexpected changes in regulatory requirements and tariffs, delays related to the acquisition of product components and distribution of our products
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and potentially adverse tax consequences, all of which could harm our business. If we are not successful in our strategy to further transition our manufacturing to overseas markets, or if we
are not successful in the implementation of this overseas manufacturing, our ability to manufacture and sell our products could be substantially impaired.

If we lose key personnel or are unable to hire additional qualified personnel, we may not be successful.

     Our success depends to a significant degree upon the continued contributions of key management, engineering, and sales and marketing personnel, many of whom would be difficult to
replace. We do not have life insurance on any of our key personnel. Our compensation packages include equity-based incentives. To the extent that our stock price remains low, our ability to
continue to offer competitive compensation packages could be affected.

     We believe our future success will also depend in large part upon our ability to attract and retain highly skilled managerial, engineering, sales and marketing, finance, and operations
personnel, and on the ability of management to operate effectively, both individually and as a group. We have experienced difficulty in hiring qualified ASIC, software, system and test, sales
and marketing, key management, and customer support personnel. In addition, our recent reductions in force could potentially make attracting and retaining qualified employees more
difficult in the future. The loss of the services of any of our key employees, the inability to attract or retain qualified personnel in the future, or delays in hiring required personnel,
particularly engineers and sales personnel, could delay the development and introduction of, and negatively affect our ability to sell, our products.

     In addition, companies in the computer storage and server industry whose employees accept positions with competitors frequently claim that their competitors have engaged in unfair
hiring practices. We may receive such claims in the future as we seek to hire qualified personnel. Such claims, if received, could result in material litigation. As a result, we could incur
substantial costs in defending against these claims, regardless of their merits.

Our quarterly and annual revenues and operating results may fluctuate in future periods for a number of reasons, which could adversely affect the trading price of our stock.

     Our quarterly and annual revenues and operating results may vary significantly in the future due to a number of factors, any of which may cause our stock price to fluctuate. Factors that
may affect the predictability of our annual and quarterly results include, but are not limited to, the following:

 • changes in general economic conditions, specifically in the information technology industry;
 • the timing of customer orders, product qualifications, and product introductions of our OEM partners;
 • disruptions or downturns in general economic activity resulting from terrorist activity and armed conflict;
 • announcements, introductions, and transitions of new products by us and our competitors;
 • average selling price per port for our products, which is likely to continue to decline in the future as a result of competitive pricing pressures or new product introductions by us or

our competitors;
 • the ability of new competitors to enter the market and effectively compete against us;
 • deferrals of customer orders in anticipation of new products, services, or product enhancements introduced by us or our competitors;
 • our ability to obtain sufficient supplies of sole- or limited-sourced components, including ASICs, microprocessors, certain connectors, certain logic chips, and programmable

logic devices;
 • increases in prices of components used in the manufacture of our products;
 • our ability to attain and maintain production volumes and quality levels;
 • variations in the mix of our products sold and the mix of distribution channels through which they are sold;
 • pending or threatened litigation; and
 • legislation and regulatory developments.

     Accordingly, the results of any prior periods should not be relied upon as an indication of future performance. It is possible that in some future quarter our revenues or operating results
will not meet the expectations of stock market analysts or investors, and our stock price will decline.
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Increased market competition may lead to reduced sales of our products, reduced margins, reduced profits, and reduced market share.

     The market for SAN solutions is becoming more competitive and subject to rapid technological change. Increased competition has in the past resulted in greater pricing pressures,
reduced sales, reduced margins, reduced profits, and reduced market share. Currently, we believe that we principally face competition from providers of Fibre Channel switching products for
interconnecting servers and storage. These competitors include Cisco Systems, Computer Network Technology Corporation, McDATA Corporation, and Qlogic Corporation.

     The SAN market is likely to become even more competitive as new products and technologies are introduced by existing competitors and as new competitors enter the market. Our OEM
partners could potentially become new competitors by developing and introducing products competitive with our product offerings. These new competitive products could be based on
existing technologies or new technologies that may or may not be compatible with our SAN technology. In addition, our OEM partners, who also have relationships with some of our current
competitors, could choose to sell our competitors’ products instead of our products, or offer preferred pricing or promotions on our competitors’ products.

     Some of our competitors have longer operating histories and significantly greater human, financial, and capital resources than us. These competitors could adopt more aggressive pricing
policies and devote greater resources to the development, promotion, and sale of their products than we can. As a result, they may be able to respond more quickly to changes in customer or
market requirements. We may not have the financial resources, technical expertise or marketing, manufacturing, distribution, and support capabilities to compete successfully against current
or future competitors. This could materially harm our business.

We depend on OEM partners for a majority of our revenues, and the loss of any of these OEM partners could significantly reduce our revenues and negatively affect our financial
results.

     We depend on recurring purchases from a limited number of large OEM partners for the majority of our revenue. Our agreements with our OEM partners are typically cancelable, non-
exclusive, have no minimum purchase requirements and have no specific timing requirements for purchases. For the fiscal quarter ended May 1, 2004, three customers each represented
greater than ten percent of our total revenues for a combined total of 68 percent. We anticipate that our revenues and operating results will continue to depend on sales to a relatively small
number of customers. The loss of any one significant customer, or a decrease in the level of sales to any one significant customer, or unsuccessful negotiation on major terms and conditions
of purchase orders placed during a quarter, could seriously harm our financial condition and results of operations.

     In addition, some of our OEM partners purchase our products for their inventories in anticipation of customer demand. Others require that we maintain inventories of our products in hubs
adjacent to their manufacturing facilities and purchase our products only as necessary to fulfill immediate customer demand. If more of our OEM partners adopt the hub model, their
ordering patterns may become less predictable, particularly as they transition into that model. Consequently, changes in ordering pattern may affect both the timing and volatility of our
reported revenues. In addition, we may be exposed to higher risks of obsolete or excess inventories.

The prices of our products have declined in the past, and we expect the price of our products to continue to decline, which would reduce our revenues, gross margins, and profitability.

     The average selling price per port for our products has declined in the past, and we expect it to continue to decline in the future as a result of changes in product mix, competitive pricing
pressures, increased sales discounts, marketing programs, new product introductions by us or our competitors, or other factors. For example, during the second quarter of fiscal year 2004,
we introduced and began shipping new director switch and server products. It will take some time for us to be able to determine the impact that these new products will have on our total
revenues, gross margins and overall profitability. If we are unable to offset any negative impact that changes in product mix, competitive pricing pressures, increased sales discounts,
enhanced marketing programs, new product introductions by us or our competitors, or other factors may have on us by increasing the number of ports shipped or reducing product
manufacturing cost, our total revenues and gross margins will decline.

     In addition, to maintain our gross margins we must maintain or increase the number of ports shipped, develop and introduce new products and product enhancements, and continue to
reduce the manufacturing cost of our products. Failure to reduce the manufacturing cost of our products in response to declines in average selling price per port would result in a further
decline in our gross margins. Moreover, most of our expenses are fixed in the short-term or incurred in advance of receipt of corresponding revenue. As a result, we may not be able to
decrease our spending to offset any unexpected shortfall in revenues. If this occurs, we could incur losses, our operating results and gross margins would be below our expectations and the
expectations of investors and stock market analysts, and our stock price could be negatively affected.
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Our revenues may be affected by changes in IT spending levels.

     Unfavorable economic conditions and reduced global IT spending rates have adversely affected our operating results and led to a decline in our growth rates. Although general economic
conditions are improving, we are unable to predict if this improvement in general economic conditions will be sustained, and when IT spending rates will improve, if at all. Furthermore,
even if IT spending rates improve, we cannot be certain that the market for SAN solutions will be positively impacted. If there are further reductions in either domestic or international IT
spending rates, or if IT spending rates do not improve, our revenues, operating results and financial condition may be adversely affected.

     Our storage networking products are sold as part of storage systems and subsystems. As a result, the demand for our storage networking products has historically been affected by
changes in storage requirements associated with growth related to new applications and an increase in transaction levels. Although in the past we have experienced historical growth in our
business as enterprise-class customers have adopted SAN technology, demand for SAN products in the enterprise-class sector continues to be adversely affected by the effects of the
weakened economy in recent periods, and because larger businesses are focusing on more efficiently using their existing IT infrastructure rather than making new equipment purchases. If
weakened IT spending levels persist, and new products improve our customers’ ability to utilize their existing storage infrastructure, the demand for SAN products may decline. If this
occurs, our financial condition and results of operations will be harmed.

Failure to manage distribution channels and other customer relationships could negatively affect the demand for our products and reduce our revenues.

     Our success will depend on our continuing ability to develop and manage relationships with large distribution partners, including OEM partners, value-added distributors, systems
integrators, and value-added resellers, and on the sales efforts and success of these distribution partners. Therefore, we must continually assess, anticipate, and respond to the needs of these
distribution partners and ensure that our products integrate with their solutions. We must also continually assess, anticipate, and respond to the needs of our distribution partners’ customers,
who are the end-users of our products.

     Our OEM partners must evaluate and qualify our products for a limited time period before they begin to market and sell them. Assisting these distribution partners through the evaluation
process requires significant sales, marketing, and management efforts on our part, particularly if our products are being qualified with multiple distribution partners at the same time. In
addition, once our products have been qualified, our customer agreements have no minimum purchase commitments. We may not be able to effectively maintain or expand our distribution
channels, manage distribution relationships successfully, or market our products through distribution partners. Our failure to manage successfully our distribution relationships or the failure
of our distribution partners to sell our products could reduce our revenues. In addition, our ability to respond to the needs of our distribution partners in the future may depend on third parties
producing complementary products and applications for our products. If we fail to respond to the needs of these groups, our business and operating results could be harmed.

We are dependent on sole source and limited source suppliers for certain key components.

     We currently purchase several key components used in the manufacture of our products from single or limited sources. We purchase application specific integrated circuits (ASICs) from
a single source, and we purchase microprocessors, certain connectors, certain logic chips, and programmable logic devices from limited sources. In addition, we license certain third-party
software that is incorporated into our operating system software and other software products. If we are unable to buy or license these components on a timely basis, we may not be able to
deliver our products to our customers in a timely manner.

     We use rolling forecasts based on anticipated product orders to determine component requirements. If we overestimate component requirements, we may have excess inventory, which
would increase our costs. If we underestimate component requirements, we may have inadequate inventory, which could interrupt the manufacturing process and result in lost or deferred
revenue. In addition, lead times for components vary significantly and depend on factors such as the specific supplier, contract terms, and demand for a component at a given time. We also
may experience shortages of certain components from time to time, which also could delay the manufacturing and sales processes.
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Failure to manage our business effectively could seriously harm our business, financial condition, and prospects.

     Our ability to successfully implement our business plan, develop and offer products, and manage our business in a rapidly evolving market requires a comprehensive and effective
planning and management process. We continue to change the scope of our operations domestically and internationally, including managing our headcount appropriately. During fiscal year
2003 and the second quarter of fiscal year 2004, we completed programs to restructure certain business operations that included workforce reductions and structural cost reductions. If we do
not properly manage these cost and headcount reductions, our ability to generate revenue or to produce and sell products could be harmed. Changes in our business, headcount,
organizational structure and relationships with customers and other third parties has placed, and will continue to place, a significant strain on management systems and resources. Our failure
to continue to improve upon our operational, managerial, and financial controls, enterprise-wide management information and reporting systems, and procedures, and our failure to continue
to train and manage our workforce worldwide, could seriously harm our business and financial results.

We may engage in future acquisitions that dilute our stockholders and cause us to use cash, incur debt, or assume contingent liabilities.

     We completed our acquisition of Rhapsody on January 27, 2003. As part of our strategy, we expect to continue to review opportunities to buy other businesses or technologies that would
complement our current products, expand the breadth of our markets or enhance our technical capabilities, or that may otherwise offer growth opportunities. We may buy other businesses,
products, or technologies in the future. In the event of any future purchases, we could:

• issue stock, or assume stock option plans that would dilute our current stockholders’ percentage ownership;
• use cash, which may result in a reduction of our liquidity;
• incur debt; or
• assume liabilities.

     These purchases also involve numerous risks, including:

• problems combining the purchased operations, technologies, personnel or products;
• unanticipated costs, litigation and other contingent liabilities;
• diversion of management’s attention from our core business;
• adverse effects on existing business relationships with suppliers and customers;
• risks associated with entering into markets in which we have no, or limited, prior experience; and
• potential loss of key employees of acquired organizations.

     We may not be able to successfully integrate any businesses, products, technologies, or personnel that we might acquire, or to realize expected benefits of acquisitions that we may
undertake in the future.

We may not be able to attain profitability.

     While we may be profitable for individual quarters during fiscal year 2004, we do not expect to attain profitability for the fiscal year 2004 in aggregate, and may not be able to attain
profitability at all in the future. We expect to incur significant costs and expenses for product development, sales and marketing, and customer support. We make investment decisions based
upon anticipated revenues and margins. If these anticipated revenues and margins do not materialize, our future profitability could be adversely affected. We also make operating decisions,
such as our recent purchase of a 194,000 square foot building located at our San Jose headquarters, based on our anticipated future expansion. We expect our building purchase to adversely
affect our earnings per share at least through our fiscal year 2004 as we recorded a $75.6 million charge related to lease termination, facilities consolidation, and other associated costs (see
Note 6, “Liabilities Associated with Facilities Lease Losses,” of the Notes to Condensed Consolidated Financial Statements).

     During fiscal year 2003 and the second quarter of fiscal year 2004, we completed programs to restructure certain business operations that included workforce reductions and the
impairment of certain assets no longer being used as a result of the restructuring programs. We may not be able to achieve our planned reduction in spending related to these restructuring
programs if we incur unforeseen expenses in future quarters or if we are unable to reduce expenses without jeopardizing further development, marketing, and sales of our products.
Additionally, it is possible that these reductions in spending may not be sufficient to achieve their intended goals. If we are unable to achieve our planned reduction in spending or if our

-32-



Table of Contents

current reductions in spending are insufficient, we may be required to undertake additional restructuring activities that may involve our personnel, real estate, fixed assets, marketing
programs and research and development programs.

     These actions involve numerous risks, including unanticipated costs, diversion of management’s attention from our core business and adverse effects on existing business relationships
with suppliers, customers, and employees. In addition, it is difficult to forecast future operating results based on historical results. We plan our operating expenses based in part on future
revenue projections. Our ability to accurately forecast quarterly and annual revenues is limited for the reasons discussed above in “Our quarterly and annual revenues and operating results
may fluctuate in future periods for a number of reasons, which could adversely affect the trading price of our stock.” Moreover, most of our expenses are fixed in the short-term or incurred
in advance of receipt of corresponding revenue. As a result, we may not be able to decrease our spending to offset any unexpected shortfall in revenues. In addition, future regulatory
changes, such as the FASB’s pending proposals to mandate the expensing of stock options, could affect our future profitability. If any of these events occur, we could incur losses, and our
operating results and gross margins may be below our expectations and those of investors and stock market analysts.

     As of May 1, 2004, we have total short-term and long-term deferred tax assets of $292.9 million. If we are unable to attain profitability beyond fiscal year 2004, and the realization of the
deferred tax assets through future taxable income becomes uncertain, we may be required to provide a valuation allowance for our deferred tax assets resulting in additional income tax
expense.

     On July 10, 2003, as part of our voluntary stock option exchange program, we granted to employees 26.6 million new stock options at an exercise price of $6.54 per share. The
26.6 million new stock options represented approximately 10 percent of our total shares of common stock outstanding as of May 1, 2004, and could have a dilutive effect on our future
earnings per share to the extent that we attain profitability in the future, or if market price of our common stock exceeds $6.54 per share.

International political instability and concerns about other international crises may increase our cost of doing business and disrupt our business.

     International political instability, evidenced by the occurrence and threat of terrorist attacks, enhanced national security measures, and military action and armed conflicts, may halt or
hinder our ability to do business and may increase our costs. In addition, concerns about other international crises, such as the SARS virus, may have an adverse effect upon the world
economy and could adversely affect our business operations or the operations of our OEM partners, contract manufacturers and suppliers. This political instability and concerns about other
international crises may, for example:

• negatively affect the reliability and cost of transportation;
 

• negatively affect the desire and ability of our employees and customers to travel;
 

• disrupt the production capabilities of our OEM partners, contract manufacturers and suppliers;
 

• adversely affect our ability to obtain adequate insurance at reasonable rates; and
 

• require us to take extra security precautions for our operations.

     Furthermore, to the extent that air transportation is delayed or disrupted, the operations of our contract manufacturers and suppliers may be disrupted, particularly if shipments of
components and raw materials are delayed.

Uncertainties involving sales and demand forecasts for our products could negatively affect our business.

     We have limited ability to forecast the demand for our products. In preparing sales and demand forecasts, we rely largely on input from our distribution partners. If our distribution
partners are unable to accurately forecast demand, or if we fail to effectively communicate with our distribution partners about end-user demand or other time sensitive information, sales and
demand forecasts may not reflect the most accurate, up-to-date information. Because we make business decisions, such as purchase commitments, based on our sales and demand forecasts,
if these forecasts are inaccurate, our business and financial results could be negatively affected. Furthermore, we may not be able to identify these forecast differences until late in our fiscal
quarter. Consequently, we may not be able to make adjustments to our business model without negatively affecting our business and results of operations.
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We plan to continue to increase our international sales activities, which will subject us to additional business risks.

     We plan to continue to expand our international operations and sales activities. Expansion of international operations will involve inherent risks that we may not be able to control,
including:

• supporting multiple languages;
• recruiting sales and technical support personnel with the skills to design, manufacture, sell, and support our products;
• increased complexity and costs of managing international operations;
• increased exposure to foreign currency exchange rate fluctuations;
• commercial laws and business practices that favor local competition;
• multiple, potentially conflicting, and changing governmental laws and regulations, including differing labor and employment laws;
• longer sales cycles and manufacturing lead times;
• difficulties in collecting accounts receivable;
• reduced or limited protections of intellectual property rights;
• more complicated logistics and distribution arrangements; and
• political and economic instability.

     To date, no material amount of our international revenues and costs of revenues have been denominated in foreign currencies. As a result, an increase in the value of the United States
dollar relative to foreign currencies could make our products more expensive and, thus, less competitive in foreign markets. Additionally, a decrease in the value of the United States dollar
relative to foreign currencies could increase our operating costs in foreign locations. In the future, a larger portion of our international revenues may be denominated in foreign currencies,
including the Euro, which will subject us to risks associated with fluctuations in those foreign currencies. Additionally, we receive significant tax benefits from sales to our international
customers. These benefits are contingent upon existing tax laws in both the United States and in the respective countries in which our international customers are located.

     Future changes in domestic or international tax laws could affect the continued realization of the tax benefits that we currently receive and expect to receive from sales to our international
customers. In addition, a decrease in the percentage of our total revenue from international customers, or in the mix of international revenue among particular tax jurisdictions, could increase
our overall effective tax rate.

Our business may be subject to seasonal fluctuations and uneven sales patterns in the future.

     Many of our OEM partners experience seasonality and uneven sales patterns in their businesses. For example, some of our partners close a disproportionate percentage of their sales
transactions in the last month, weeks and days of each quarter; and other partners experience spikes in sales during the fourth calendar quarter of each year. As a greater percentage of our
products are sold to OEM partners who experience seasonal fluctuations and uneven sales patterns in their businesses, we could begin to experience similar seasonality and uneven sales
patterns. It is difficult for us to evaluate the degree to which the seasonality and uneven sales patterns of our OEM partners may affect our business in the future because the historical growth
of our business may have lessened the effect of this seasonality and uneven sales patterns on our business in the past.

Undetected software or hardware errors could increase our costs and reduce our revenues.

     Networking products frequently contain undetected software or hardware errors, or “bugs,” when first introduced or as new versions are released. Our products are becoming increasingly
complex, and errors may be found from time to time in our new or enhanced products. In addition, our products are combined with products from other vendors. As a result, when problems
occur, it may be difficult to identify the source of the problem. These problems may cause us to incur significant warranty and repair costs, divert the attention of engineering personnel from
product development efforts and cause significant customer relations problems. Moreover, the occurrence of hardware and software errors, whether caused by another vendor’s SAN
products, or ours, could delay or prevent the development of the SAN market.
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We may be unable to protect our intellectual property, which would negatively affect our ability to compete.

     We rely on a combination of patent, copyright, trademark, and trade secret laws, confidentiality agreements, and other contractual restrictions on disclosure to protect our intellectual
property rights. We also enter into confidentiality or license agreements with our employees, consultants, and corporate partners, and control access to and distribution of our technology,
software, documentation, and other confidential information. These measures may not preclude competitors from independently developing products with functionality or features similar to
our products. Despite efforts to protect our proprietary rights, unauthorized parties may attempt to copy or otherwise obtain and use our products or technology. Monitoring unauthorized use
of our products is difficult, and we cannot be certain that the steps we take to prevent unauthorized use of our technology, particularly in foreign countries where the laws may not protect
proprietary rights as fully as in the United States, will be effective.

Others may bring infringement claims, which could be time-consuming and expensive to defend, against us.

     In recent years, there has been significant litigation in the United States involving patents and other intellectual property rights and we have been a party to such litigation. Moreover, we
are currently a party to an intellectual property-related lawsuit, and may be a party to litigation in the future, to protect our intellectual property or as a result of an alleged infringement of the
intellectual property of others. These claims and any resulting lawsuit, including the current lawsuit, could subject us to significant liability for damages and invalidation of proprietary
rights. These lawsuits, regardless of their success, would likely be time-consuming and expensive to resolve and would divert management’s time and attention. Any potential intellectual
property litigation also could force us to do one or more of the following:

• stop selling, incorporating or using products or services that use the challenged intellectual property;
 

• obtain from the owner of the infringed intellectual property a license to the relevant intellectual property, which may require us to license our intellectual property to such owner,
or may not be available on reasonable terms or at all; and

 
• redesign those products or services that use technology that is the subject of an infringement claim.

     If we are forced to take any of the foregoing actions, we may be unable to manufacture, use, sell, import and export our products, which would reduce our revenues.

Our business may be harmed by class-action litigation.

     Securities class-action litigation is often brought against a company following periods of volatility in the market price of its securities. As our stock price remains volatile, we could
become the target of securities litigation in the future. Any future securities litigation in which we become involved could result in substantial costs to us and divert management’s attention
and resources.

Our products must comply with evolving industry standards and government regulations.

     Industry standards for SAN products are continuing to emerge, evolve, and achieve acceptance. To remain competitive, we must continue to introduce new products and product
enhancements that meet these industry standards. All components of the SAN must interoperate together. Industry standards are in place to specify guidelines for interoperability and
communication based on standard specifications. Our products encompass only a part of the entire SAN solution utilized by the end-user, and we depend on the companies that provide other
components of the SAN solution, many of whom are significantly larger than we are, to support the industry standards as they evolve. The failure of these providers to support these industry
standards could adversely affect the market acceptance of our products.

     In addition, in the United States, our products comply with various regulations and standards defined by the Federal Communications Commission and Underwriters Laboratories.
Internationally, products that we develop will be required to comply with standards established by authorities in various countries. Failure to comply with existing or evolving industry
standards or to obtain timely domestic or foreign regulatory approvals or certificates could materially harm our business.
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Provisions in our charter documents, customer agreements, Delaware law, our convertible subordinated debt, and our stockholder rights plan could prevent or delay a change in control
of Brocade, which could hinder stockholders’ ability to receive a premium for our stock.

     Provisions of our certificate of incorporation and bylaws may discourage, delay or prevent a merger or acquisition that a stockholder may consider favorable. These provisions include:

• authorizing the issuance of preferred stock without stockholder approval;
• providing for a classified board of directors with staggered, three-year terms;
• prohibiting cumulative voting in the election of directors;
• limiting the persons who may call special meetings of stockholders;
• prohibiting stockholder actions by written consent; and
• requiring super-majority voting to effect amendments to the foregoing provisions of our certificate of incorporation and bylaws.

     Certain provisions of Delaware law also may discourage, delay, or prevent someone from acquiring or merging with us, and our agreements with certain of our customers require that we
give prior notice of a change of control and grant certain manufacturing rights following a change of control. In addition, we currently have in place a stockholder rights plan. Furthermore,
any of these things could prevent or delay a change in control of Brocade, which could hinder stockholders’ ability to receive a premium for our stock.

     Also, if we incur a “fundamental change” as defined in our convertible subordinated debt, we could be required to repurchase all of our outstanding notes. A “fundamental change” is
generally defined as any transfer or event in which all or substantially all of our common stock is exchanged for, converted into or acquired for, or constitutes solely the right to receive
consideration which is not all or substantially all common stock that is listed on a United States national securities exchange or the Nasdaq National Market or similar automated quotation
system.

We expect to experience volatility in our stock price, which could negatively affect stockholders’ investments.

     The market price of our common stock has experienced significant volatility in the past and will likely continue to fluctuate significantly in response to the following factors, some of
which are beyond our control:

• macroeconomic conditions;
• actual or anticipated fluctuations in our operating results;
• changes in financial estimates and ratings by securities analysts;
• changes in market valuations of other technology companies;
• announcements of financial results by us or other technology companies;
• announcements by us, our competitors, customers, or similar businesses of significant technical innovations, contracts, acquisitions, strategic partnerships, joint ventures or

capital commitments;
• losses of major OEM partners;
• additions or departures of key personnel;
• sales by us of common stock or convertible securities;
• incurring additional debt; and
• other risk factors detailed in this section.

     In addition, the stock market has experienced extreme volatility that often has been unrelated to the performance of particular companies. These market fluctuations may cause our stock
price to fall regardless of how the business performs.

Business interruptions could adversely affect our business.

     Our operations are vulnerable to interruption by fire, earthquake, power loss, telecommunications failure, and other events beyond our control. A substantial portion of our facilities,
including our corporate headquarters, is located near major earthquake faults. In the event of a major earthquake, we could experience business interruptions, destruction of facilities and loss
of life. We neither carry earthquake insurance nor have we set aside funds or reserves to cover such earthquake-related losses. Our operations are also subject to business interruptions that
may occur as a result of a change or upgrade in our
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information technology systems, consolidation of our business operations, or a transition to new facilities in the United States of America or abroad. We do not carry sufficient insurance to
mitigate the effect of potential material business interruptions. Consequently, should a material business interruption occur, our business could be seriously harmed.

Item 3. Quantitative and Qualitative Disclosures About Market Risks

     We are exposed to market risk related to changes in interest rates and equity security prices.

Interest Rate Risk

     Our exposure to market risk due to changes in the general level of United States interest rates relates primarily to our cash equivalents and short-term and long-term investment portfolios.
Our cash, cash equivalents, and short-term and long-term investments are primarily maintained at five major financial institutions in the United States. As of May 1, 2004, we did not hold
any derivative instruments. The primary objective of our investment activities is the preservation of principal while maximizing investment income and minimizing risk.

     The following table presents the hypothetical changes in fair values of our investments as of May 1, 2004 that are sensitive to changes in interest rates (in thousands):

                             
  Valuation of Securities  Fair Value  Valuation of Securities
  Given an Interest Rate  As of  Given an Interest Rate

  
Decrease of X Basis Points

 May 1,  
Increase of X Basis Points

Issuer
 

(150 BPS)
 

(100 BPS)
 

(50 BPS)
 

2004
 

50 BPS
 

100 BPS
 

150 BPS

U.S. government obligations  $464,318  $461,606  $458,911  $456,452  $453,729  $451,122  $448,545 
Corporate bonds and notes  $ 77,679  $ 77,125  $ 76,577  $ 76,051  $ 75,497  $ 74,964  $ 74,436 
   

 
   

 
   

 
   

 
   

 
   

 
   

 
 

Total  $541,997  $538,731  $535,488  $532,503  $529,226  $526,086  $522,981 
   

 

   

 

   

 

   

 

   

 

   

 

   

 

 

     These instruments are not leveraged and are classified as available-for-sale. The modeling technique used measures the change in fair values arising from selected potential changes in
interest rates. Market changes reflect immediate hypothetical parallel shifts in the yield curve of plus or minus 50 basis points (BPS), 100 BPS, and 150 BPS, which are representative of the
historical movements in the Federal Funds Rate.

     The following table (in thousands) presents our cash equivalents and short-term and long-term investments subject to interest rate risk and their related weighted average interest rates as
of May 1, 2004. Carrying value approximates fair value.

         
      Weighted
      Average

  
Amount

 
Interest Rate

Cash and cash equivalents  $227,643   1.0%
Short-term investments   350,072   3.9%
Long-term investments   182,431   2.4%
   

 
     

Total  $760,146   2.8%
   

 

     

     Our convertible subordinated debt is subject to a fixed interest rate and the notes are based on a fixed conversion ratio into common stock. Therefore, we are not exposed to changes in
interest rates related to our long-term debt instruments. The notes are not listed on any securities exchange or included in any automated quotation system; however, the notes are eligible for
trading on the PortalSM Market. On May 1, 2004, the average bid and ask price on the Portal Market of our convertible subordinated debt was 92.50, resulting in an aggregate fair value of
approximately $401.2 million. Our common stock is quoted on the Nasdaq National Market under the symbol “BRCD.” On April 30, 2004, the last reported sale price of our common stock
on the Nasdaq National Market was $5.35 per share.
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Equity Security Price Risk

     Our exposure to market risk due to equity security price fluctuations primarily relates to investments in marketable equity securities. These investments are principally in companies in the
volatile high-technology sector. We do not attempt to reduce or eliminate the market exposure on these securities. Adverse changes in equity prices of 25 percent, 50 percent, and 75 percent
would result in decreases of approximately $0.2 million, $0.4 million and $0.6 million in the fair value of marketable equity securities as of May 1, 2004, respectively. Any changes in fair
value are accounted for as unrealized holding gains and losses, and are included as a separate component of accumulated other comprehensive income on the accompanying Condensed
Consolidated Balance Sheets, net of any related tax effect.

Item 4. Controls and Procedures

(a) Evaluation of disclosure controls and procedures: Under the supervision and with the participation of our management, including our Chief Executive Officer and Chief Financial
Officer, we conducted an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934, as amended, as of the end of the period covered by this Quarterly Report on Form 10-Q (the “Evaluation Date”). Based on this evaluation, our
Chief Executive Officer and Chief Financial Officer concluded as of the Evaluation Date that our disclosure controls and procedures were effective such that the information
relating to the Company, required to be disclosed in our Securities and Exchange Commission (“SEC”) reports (i) is recorded, processed, summarized and reported within the time
periods specified in SEC rules and forms, and (ii) is accumulated and communicated to the Company’s management, including our Chief Executive Officer and Chief Financial
Officer, as appropriate to allow timely decisions regarding required disclosure.

 
(b) Changes in internal control over financial reporting: There was no change in our internal control over financial reporting that occurred during the period covered by this Quarterly

Report on Form 10-Q that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

PART II — OTHER INFORMATION

Item 1. Legal Proceedings

     From time to time, claims are made against us in the ordinary course of our business, which could result in litigation. Claims and associated litigation are subject to inherent uncertainties
and unfavorable outcomes could occur, such as monetary damages, fines, penalties or injunctions prohibiting us from selling one or more products or engaging in other activities. The
occurrence of an unfavorable outcome in any specific period could have a material adverse affect on our results of operations for that period or future periods.

     On May 23, 2003, a suit captioned Vixel Corporation v. Brocade Communications Systems, Inc. was filed in the United States District Court for the Northern District of California. The
complaint alleges that Brocade products infringe United States Patents Nos. 6,118,776; 6,470,007; and 6,185,203 relating to switching and Fibre Channel technologies. The complaint seeks
unspecified compensatory and exemplary damages and to permanently enjoin Brocade from infringing the patents in the future. A case management conference is scheduled for July 2, 2004.
We believe that we have meritorious defenses to the claims and intend to defend the action vigorously. We believe that the ultimate disposition of this matter will not have a material adverse
effect on our business or financial position and results of operations.

     On July 20, 2001, the first of a number of putative class actions for violation of the federal securities laws was filed in the United States District Court for the Southern District of New
York against Brocade, certain of its officers and directors, and certain of the underwriters for Brocade’s initial public offering of securities. These cases were consolidated under the caption
Chae v. Brocade Communications Systems, Inc. et al. The complaints generally alleged that various underwriters engaged in improper and undisclosed activities related to the allocation of
shares in Brocade’s initial public offering. On March 1, 2002, the Court entered an order dismissing without prejudice all claims against Brocade and its officers and directors named in the
consolidated proceeding. On April 19, 2002, a consolidated amended class action captioned In Re Brocade Communications Systems, Inc. Initial Public Offering Securities Litigation was
filed making claims against the Brocade parties that are substantially similar to those alleged in the earlier case. The complaint seeks unspecified damages on behalf of a purported
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class of purchasers of common stock from May 24, 1999 to December 6, 2000. The lawsuit against the Brocade parties is one of a number of cases challenging underwriter practices in the
initial public offerings of more than 300 cases. All of the cases have been coordinated for pretrial proceedings as In Re Initial Public Offering Securities Litigation, 21 MC 92(SAS). In
October 2002, the individual defendants were dismissed without prejudice from the action, pursuant to a tolling agreement. On February 19, 2003, the Court issued an Opinion and Order
dismissing all of the plaintiffs’ claims against Brocade. Subsequently, the plaintiffs in all of the cases presented a settlement proposal to all of the issuer defendants. Under the proposed
settlement, the plaintiffs will dismiss and release all claims against participating issuer defendants in exchange for a contingent payment guaranty by the insurance companies collectively
responsible for insuring the issuer defendants in all of the related cases, and the assignment or surrender to the plaintiffs of certain claims the issuer defendants may have against the
underwriters. As of June 2004, a substantial majority of the issuer defendants, including Brocade, accepted the proposed settlement, and are awaiting approval of the settlement by the Court.

Item 4. Submission of Matters to a Vote of Security Holders

     Our Annual Meeting of Stockholders was held on April 7, 2004 in San Jose, California. Of the 259,359,015 shares outstanding as of the record date, 234,577,798 were present or
represented by proxy at the meeting. The results of the voting on the matters submitted to the stockholders are as follows:

1. To elect two Class II Directors to serve until the 2007 Annual Meeting of Stockholders or until their successors are duly elected and qualified.

         
Name

 
Votes For

 
Votes Withheld

Neal Dempsey   176,313,894   58,263,904 
Larry W. Sonsini   208,980,951   25,596,847 

  In addition, the terms of office of the following directors continued after the 2004 Annual Meeting:

David L. House
Nicholas G. Moore
Seth D. Neiman
Christopher B. Paisley
Gregory L. Reyes

2. To ratify the appointment of KPMG LLP as independent auditors of Brocade for the fiscal year ending October 30, 2004.

     
Votes for:   224,759,829 
Votes against:   9,190,890 
Votes abstaining:   627,079 

3. To amend and restate the 1999 Director Option Plan

     
Votes for:   35,905,563 
Votes against:   73,834,177 
Votes abstaining:   910,670 
Broker non-vote:   123,927,388 

Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits.

   
Exhibit   
Number

 
Description of Document

2.1 (14)  Agreement and Plan of Reorganization by and among Brocade, Rhapsody Networks, Inc., and certain other parties dated November 5, 2002.
   
2.2 (14)  First Amendment to Agreement and Plan of Reorganization by and among Brocade, Rhapsody Networks,
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Exhibit   
Number

 
Description of Document

 Inc., and certain other parties dated January 5, 2003.
   
3.1 (8)  Amended and Restated Certificate of Incorporation.
   
3.2 (1)  Bylaws of the Registrant.
   
3.3 (10)  Certificate of Designation of Rights, Preferences and Privileges of Series A Participating Preferred Stock of Brocade Communications Systems, Inc.
   
4.1 (1)  Form of Registrant’s Common Stock certificate.
   
4.2 (10)  Preferred Stock Rights Agreement dated as of February 7, 2002 between Brocade and Wells Fargo Bank MN, N.A.
   
4.3 (9)  Indenture, dated as of December 21, 2001, between Brocade and State Street Bank and Trust Company of California, N.A.
   
4.4 (9)  Form of Note (included in Exhibit 4.3).
   
4.5 (9)

 
Registration Rights Agreement, dated as of December 21, 2001, by and among Brocade and Morgan Stanley & Co. Incorporated, Goldman, Sachs & Co., Salomon
Smith Barney Inc. and Merrill Lynch Pierce Fenner and Smith Incorporated.

   
10.1 (1)  Form of Indemnification Agreement entered into between Brocade and each of its directors and executive officers.
   
10.2 (1) *  1995 Equity Incentive Plan and forms of agreements thereunder.
   
10.3 (1) *  1998 Equity Incentive Plan and forms of agreements thereunder.
   
10.4 (1) *  1998 Executive Equity Incentive Plan and forms of agreements thereunder.
   
10.5 (7) *  Amended and Restated 1999 Director Option Plan as of April 17, 2001, and form of agreement thereunder.
   
10.6 (2) *  1999 Employee Stock Purchase Plan.
   
10.7 (2) *  1999 Stock Plan and forms of agreements thereunder.
   
10.8 (13) *  1999 Nonstatutory Stock Option Plan and forms of agreements thereunder, as amended.
   
10.9 (1)  Master Equipment Lease Agreement between Venture Lending & Leasing, Inc. and Brocade dated September 5, 1996.
   
10.10 (1) #  Acknowledgement between Wind River Systems, Inc. and Brocade dated April 22, 1999.
   
10.11 (3) #  Manufacturing Agreement between Solectron California Corporation and Brocade dated July 30, 1999.
   
10.12 (3)  Master Lease Agreement between Spieker Properties and Brocade dated December 17, 1999.
   
10.13 (5)  First Amendment to Lease between Spieker Properties and Brocade dated February 16, 2000.
   
10.14 (5)  Second Amendment to Lease between Spieker Properties and Brocade dated August 11, 2000.
   
10.15 (4)  Credit Agreement between Comerica Bank-California and Brocade dated January 5, 2000.
   
10.16 (5)  First Amendment to Credit Agreement between Comerica Bank-California and Brocade dated March 21, 2000.
   
10.17 (5)  Second Amendment to Credit Agreement between Comerica Bank-California and Brocade dated September 20, 2000.
   
10.18 (5)  Master Lease Agreement between Spieker Properties and Brocade dated July 26, 2000.
   
10.19 (5) #  Purchase Agreement between Compaq Computer Corporation and Brocade dated February 1, 2000.
   
10.20 (5) #  Purchase Agreement between EMC Corporation and Brocade dated January 25, 2000 (EMC Purchase Agreement).
   
10.21 (8) #  Extension Agreement between EMC Corporation and Brocade dated December 18, 2000.
   
10.22 (14)  Extension Agreement between EMC Corporation and Brocade dated November 13, 2002.
   
10.23 (8) #  Goods Agreement between International Business Machines Corporation and Brocade dated April 15, 1999.
   
10.24 (8)  Amendment #1 to the Goods Agreement between International Business Machines Corporation and Brocade.
   
10.25 (8) #  Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.26 (8) #  Amendment #3 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.27 (8) #  Amendment #4 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.28 (8) #  Statement of Work #2 between International Business Machines Corporation and Brocade.
   
10.29 (6)  Third Amendment to Credit Agreement between Comerica Bank-California and Brocade dated January 22, 2001.
   
10.30 (6)  Lease Agreement between MV Golden State San Jose, LLC and Brocade dated December 1, 2000.
   
10.31 (11) #  Amendment No. 5 to Statement of Work No. 1 between International Business Machines Corporation and Brocade.
   
10.32 (11) #  Amendment No. 6 to Statement of Work No. 1 between International Business Machines Corporation and
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Exhibit   
Number

 
Description of Document

 Brocade.
   
10.33 (12) +  Amendment No. 7 to Statement of Work No. 1 between International Business Machines Corporation and Brocade.
   
10.34 (14) #  Amendment No. 8 to Statement of Work No. 1 between International Business Machines Corporation and Brocade.
   
10.35 (14) #  Amendment No. 9 to Statement of Work No. 1 between International Business Machines Corporation and Brocade.
   
10.36 (11) #  Amendment No. 1 to Statement of Work No. 2 between International Business Machines Corporation and Brocade.
   
10.37 (11)  Amendment No. 2 to Statement of Work No. 2 between International Business Machines Corporation and Brocade.
   
10.38 (12) +  OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated January 28, 2000 (2000 OEM Purchase Agreement).
   
10.39 (12) +  Amendment to 2000 OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated April 20, 2001.
   
10.40 (12)  Letter Amendment to 2000 OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated January 25, 2002.
   
10.41 (12) +  OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated April 20, 2001 (2001 OEM Purchase Agreement).
   
10.42 (12) +  Amendment No. 1 to 2001 OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated July 1, 2001.
   
10.43 (12) +  Amendment No. 2 to 2001 OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated November 6, 2001.
   
10.44 (12) +  Amendment No. 3 to 2001 OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated February 1, 2002.
   
10.45 (12) +  Amendment No. 4 to 2001 OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated June 5, 2002.
   
10.46 (14) #  OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated December 16, 2002.
   
10.47 (15) #

 
Manufacturing and Purchase Agreement between Brocade and Hon Hai Precision Industry Co., Ltd. dated April 5, 2003 (HHPI Manufacturing and Purchase
Agreement).

   
10.48 (15)  Amendment Number One to HHPI Manufacturing and Purchase Agreement between Brocade and Hon Hai Precision Industry Co., Ltd. dated April 5, 2003.
   
10.49 (15) #  Manufacturing and Purchase Agreement between Brocade Communications Switzerland SarL and Hon Hai Precision Industry Co., Ltd. dated May 1, 2003.
   
10.50 (15) #  Manufacturing and Purchase Agreement between Brocade and Solectron Corporation dated February 21, 2003 (Solectron Manufacturing and Purchase Agreement).
   
10.51 (15)  Amendment No. 1 to Solectron Manufacturing and Purchase Agreement between Brocade and Solectron Corporation dated March 21, 2003.
   
10.52 (15) #  Manufacturing and Purchase Agreement between Brocade Communications Switzerland SarL and Solectron Corporation dated March 21, 2003.
   
10.53 (15) #  Amendment No. 2 to EMC Purchase Agreement between Brocade and EMC dated February 18, 2003.
   
10.54 (16) +  Amendment No. 3 to EMC Purchase Agreement between Brocade and EMC dated July 30, 2003.
   
10.55 (17) +  Amendment # 10 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.56 (17) +  Amendment # 11 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.57 (16) +  Amendment # 12 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.58 (17) +  Amendment # 13 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.59 (17) +  Amendment # 14 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.60 (17) +  Statement of Work #3 between International Business Machines Corporation and Brocade dated December 15, 2003.
   
10.61 (17) +  Amendment No. 4 to EMC Purchase Agreement between Brocade and EMC dated October 29, 2003.
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Exhibit   
Number

 
Description of Document

10.62 (17)  Third Amendment to Lease between Spieker Properties and Brocade Communications Systems, Inc. dated November 30, 2000.
   
10.63 (17)  Fourth Amendment to Lease between Spieker Properties and Brocade Communications Systems, Inc. dated November 18, 2003.
   
10.64 (17)  Fifth Amendment to Lease between Spieker Properties and Brocade Communications Systems, Inc. dated November 18, 2003.
   
10.65 (17)  Sixth Amendment to Lease between Spieker Properties and Brocade Communications Systems, Inc. dated November 18, 2003.
   
10.66 (17)  Real Estate Sale and Lease Termination Agreement between EOP-Skyport I, LLC and Brocade effective November 18, 2003.
   
10.67 (17)  Grant Deed from EOP-Skyport I, L.L.C to Brocade Communications Systems Skyport LLC dated November 18, 2003.
   
10.68 (17)  Fourth Amendment to the Skyport Plaza Declaration of Common Easements, Covenants, Conditions and Restrictions dated October 18, 2003.
   
10.69 (17)  Guarantee of Brocade Communications Systems, Inc. to EOP Skyport I, L.L.C dated November 18, 2003.
   
10.70 (17)  Right of First Offer Agreement between EOP-Skyport I, L.L.C to Brocade Communications Systems Skyport LLC dated November 18, 2003.
   
10.71 +  Amendment # 15 dated March 26, 2004 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.72 +  Amendment No. 6 dated April 27, 2004 to EMC Purchase Agreement between Brocade and EMC.
   
31.1  Rule 13a-14(a)/15d-14(a) Certification by the Chief Executive Officer.
   
31.2  Rule 13a-14(a)/15d-14(a) Certification by the Chief Financial Officer.
   
32.1

 
Certification by the Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.

* Indicates management contract or compensatory plan or arrangement required to be filed as an exhibit pursuant to Item 14(c) of Form 10-K.
 

# Confidential treatment granted as to certain portions, which portions were omitted and filed separately with the Securities and Exchange Commission.
 

+ Confidential treatment requested as to certain portions, which portions were omitted and filed separately with the Securities and Exchange Commission.
 

(1) Incorporated by reference from Brocade’s Registration Statement on Form S-1 (Reg. No. 333-74711), as amended.
 

(2) Incorporated by reference from Brocade’s Registration Statement on Form S-8 (Reg. No. 333-95653) filed on January 28, 2000.
 

(3) Incorporated by reference from Brocade’s Annual Report on Form 10-K for the fiscal year ended October 31, 1999, as amended.
 

(4) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended January 29, 2000.
 

(5) Incorporated by reference from Brocade’s Annual Report on Form 10-K for the fiscal year ended October 28, 2000.
 

(6) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended January 27, 2001.
 

(7) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended July 28, 2001.
 

(8) Incorporated by reference from Brocade’s Annual Report on Form 10-K for the fiscal year ended October 27, 2001.
 

(9) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended January 26, 2002.
 
(10) Incorporated by reference from Brocade’s Registration Statement on Form 8-A filed on February 11, 2002.
 
(11) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended April 27, 2002.
 
(12) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended July 27, 2002.
 
(13) Incorporated by reference from Brocade’s Annual Report on Form 10-K for the fiscal year ended October 26, 2002.
 
(14) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended January 25, 2003.
 
(15) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended April 26, 2003.
 
(16) Incorporated by reference from Brocade’s Annual Report on Form 10-K for the fiscal year ended October 25, 2003.
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(17) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended January 24, 2004.

     (b) Reports on Form 8-K.

     We filed two reports on Form 8-K during the quarter ended May 1, 2004. Information regarding the items reported on is as follows:

   
Date

 
Item Reported On

March 23, 2004

 

Announcement of tax fees paid to the Company’s independent public accountants and the resignation of one of the
Company’s directors from the Nominating and Corporate Governance Committee of the Board of Directors, under Item 5
thereof.

   
February 11, 2004

 
Announcement of financial results for the first quarter ended January 24, 2004, information furnished under Items 7 and 12
thereof.

Items 2, 3, and 5 are not applicable and have been omitted.
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SIGNATURES

     Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.
     
 BROCADE COMMUNICATIONS SYSTEMS, INC.

  

Date: June 14, 2004 By:  /s/ ANTONIO CANOVA   
  Antonio Canova  

  Vice President, Finance and
Chief Financial Officer  
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Exhibit   
Number

 
Description of Document

2.1 (14)  Agreement and Plan of Reorganization by and among Brocade, Rhapsody Networks, Inc., and certain other parties dated November 5, 2002.
   
2.2 (14)  First Amendment to Agreement and Plan of Reorganization by and among Brocade, Rhapsody Networks,
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Exhibit   
Number

 
Description of Document

 Inc., and certain other parties dated January 5, 2003.
   
3.1 (8)  Amended and Restated Certificate of Incorporation.
   
3.2 (1)  Bylaws of the Registrant.
   
3.3 (10)  Certificate of Designation of Rights, Preferences and Privileges of Series A Participating Preferred Stock of Brocade Communications Systems, Inc.
   
4.1 (1)  Form of Registrant’s Common Stock certificate.
   
4.2 (10)  Preferred Stock Rights Agreement dated as of February 7, 2002 between Brocade and Wells Fargo Bank MN, N.A.
   
4.3 (9)  Indenture, dated as of December 21, 2001, between Brocade and State Street Bank and Trust Company of California, N.A.
   
4.4 (9)  Form of Note (included in Exhibit 4.3).
   
4.5 (9)

 
Registration Rights Agreement, dated as of December 21, 2001, by and among Brocade and Morgan Stanley & Co. Incorporated, Goldman, Sachs & Co., Salomon
Smith Barney Inc. and Merrill Lynch Pierce Fenner and Smith Incorporated.

   
10.1 (1)  Form of Indemnification Agreement entered into between Brocade and each of its directors and executive officers.
   
10.2 (1) *  1995 Equity Incentive Plan and forms of agreements thereunder.
   
10.3 (1) *  1998 Equity Incentive Plan and forms of agreements thereunder.
   
10.4 (1) *  1998 Executive Equity Incentive Plan and forms of agreements thereunder.
   
10.5 (7) *  Amended and Restated 1999 Director Option Plan as of April 17, 2001, and form of agreement thereunder.
   
10.6 (2) *  1999 Employee Stock Purchase Plan.
   
10.7 (2) *  1999 Stock Plan and forms of agreements thereunder.
   
10.8 (13) *  1999 Nonstatutory Stock Option Plan and forms of agreements thereunder, as amended.
   
10.9 (1)  Master Equipment Lease Agreement between Venture Lending & Leasing, Inc. and Brocade dated September 5, 1996.
   
10.10 (1) #  Acknowledgement between Wind River Systems, Inc. and Brocade dated April 22, 1999.
   
10.11 (3) #  Manufacturing Agreement between Solectron California Corporation and Brocade dated July 30, 1999.
   
10.12 (3)  Master Lease Agreement between Spieker Properties and Brocade dated December 17, 1999.
   
10.13 (5)  First Amendment to Lease between Spieker Properties and Brocade dated February 16, 2000.
   
10.14 (5)  Second Amendment to Lease between Spieker Properties and Brocade dated August 11, 2000.
   
10.15 (4)  Credit Agreement between Comerica Bank-California and Brocade dated January 5, 2000.
   
10.16 (5)  First Amendment to Credit Agreement between Comerica Bank-California and Brocade dated March 21, 2000.
   
10.17 (5)  Second Amendment to Credit Agreement between Comerica Bank-California and Brocade dated September 20, 2000.
   
10.18 (5)  Master Lease Agreement between Spieker Properties and Brocade dated July 26, 2000.
   
10.19 (5) #  Purchase Agreement between Compaq Computer Corporation and Brocade dated February 1, 2000.
   
10.20 (5) #  Purchase Agreement between EMC Corporation and Brocade dated January 25, 2000 (EMC Purchase Agreement).
   
10.21 (8) #  Extension Agreement between EMC Corporation and Brocade dated December 18, 2000.
   
10.22 (14)  Extension Agreement between EMC Corporation and Brocade dated November 13, 2002.
   
10.23 (8) #  Goods Agreement between International Business Machines Corporation and Brocade dated April 15, 1999.
   
10.24 (8)  Amendment #1 to the Goods Agreement between International Business Machines Corporation and Brocade.
   
10.25 (8) #  Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.26 (8) #  Amendment #3 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.27 (8) #  Amendment #4 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.28 (8) #  Statement of Work #2 between International Business Machines Corporation and Brocade.
   
10.29 (6)  Third Amendment to Credit Agreement between Comerica Bank-California and Brocade dated January 22, 2001.
   
10.30 (6)  Lease Agreement between MV Golden State San Jose, LLC and Brocade dated December 1, 2000.
   
10.31 (11) #  Amendment No. 5 to Statement of Work No. 1 between International Business Machines Corporation and Brocade.
   
10.32 (11) #  Amendment No. 6 to Statement of Work No. 1 between International Business Machines Corporation and
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 Brocade.
   
10.33 (12) +  Amendment No. 7 to Statement of Work No. 1 between International Business Machines Corporation and Brocade.
   
10.34 (14) #  Amendment No. 8 to Statement of Work No. 1 between International Business Machines Corporation and Brocade.
   
10.35 (14) #  Amendment No. 9 to Statement of Work No. 1 between International Business Machines Corporation and Brocade.
   
10.36 (11) #  Amendment No. 1 to Statement of Work No. 2 between International Business Machines Corporation and Brocade.
   
10.37 (11)  Amendment No. 2 to Statement of Work No. 2 between International Business Machines Corporation and Brocade.
   
10.38 (12) +  OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated January 28, 2000 (2000 OEM Purchase Agreement).
   
10.39 (12) +  Amendment to 2000 OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated April 20, 2001.
   
10.40 (12)  Letter Amendment to 2000 OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated January 25, 2002.
   
10.41 (12) +  OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated April 20, 2001 (2001 OEM Purchase Agreement).
   
10.42 (12) +  Amendment No. 1 to 2001 OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated July 1, 2001.
   
10.43 (12) +  Amendment No. 2 to 2001 OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated November 6, 2001.
   
10.44 (12) +  Amendment No. 3 to 2001 OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated February 1, 2002.
   
10.45 (12) +  Amendment No. 4 to 2001 OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated June 5, 2002.
   
10.46 (14) #  OEM Purchase Agreement between Brocade and Hewlett-Packard Company dated December 16, 2002.
   
10.47 (15) #

 
Manufacturing and Purchase Agreement between Brocade and Hon Hai Precision Industry Co., Ltd. dated April 5, 2003 (HHPI Manufacturing and Purchase
Agreement).

   
10.48 (15)  Amendment Number One to HHPI Manufacturing and Purchase Agreement between Brocade and Hon Hai Precision Industry Co., Ltd. dated April 5, 2003.
   
10.49 (15) #  Manufacturing and Purchase Agreement between Brocade Communications Switzerland SarL and Hon Hai Precision Industry Co., Ltd. dated May 1, 2003.
   
10.50 (15) #  Manufacturing and Purchase Agreement between Brocade and Solectron Corporation dated February 21, 2003 (Solectron Manufacturing and Purchase Agreement).
   
10.51 (15)  Amendment No. 1 to Solectron Manufacturing and Purchase Agreement between Brocade and Solectron Corporation dated March 21, 2003.
   
10.52 (15) #  Manufacturing and Purchase Agreement between Brocade Communications Switzerland SarL and Solectron Corporation dated March 21, 2003.
   
10.53 (15) #  Amendment No. 2 to EMC Purchase Agreement between Brocade and EMC dated February 18, 2003.
   
10.54 (16) +  Amendment No. 3 to EMC Purchase Agreement between Brocade and EMC dated July 30, 2003.
   
10.55 (17) +  Amendment # 10 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.56 (17) +  Amendment # 11 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.57 (16) +  Amendment # 12 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.58 (17) +  Amendment # 13 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.59 (17) +  Amendment # 14 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.60 (17) +  Statement of Work #3 between International Business Machines Corporation and Brocade dated December 15, 2003.
   
10.61 (17) +  Amendment No. 4 to EMC Purchase Agreement between Brocade and EMC dated October 29, 2003.

 



Table of Contents

   
Exhibit   
Number

 
Description of Document

10.62 (17)  Third Amendment to Lease between Spieker Properties and Brocade Communications Systems, Inc. dated November 30, 2000.
   
10.63 (17)  Fourth Amendment to Lease between Spieker Properties and Brocade Communications Systems, Inc. dated November 18, 2003.
   
10.64 (17)  Fifth Amendment to Lease between Spieker Properties and Brocade Communications Systems, Inc. dated November 18, 2003.
   
10.65 (17)  Sixth Amendment to Lease between Spieker Properties and Brocade Communications Systems, Inc. dated November 18, 2003.
   
10.66 (17)  Real Estate Sale and Lease Termination Agreement between EOP-Skyport I, LLC and Brocade effective November 18, 2003.
   
10.67 (17)  Grant Deed from EOP-Skyport I, L.L.C to Brocade Communications Systems Skyport LLC dated November 18, 2003.
   
10.68 (17)  Fourth Amendment to the Skyport Plaza Declaration of Common Easements, Covenants, Conditions and Restrictions dated October 18, 2003.
   
10.69 (17)  Guarantee of Brocade Communications Systems, Inc. to EOP Skyport I, L.L.C dated November 18, 2003.
   
10.70 (17)  Right of First Offer Agreement between EOP-Skyport I, L.L.C to Brocade Communications Systems Skyport LLC dated November 18, 2003.
   
10.71 +  Amendment # 15 dated March 26, 2004 to Statement of Work #1 between International Business Machines Corporation and Brocade.
   
10.72 +  Amendment No. 6 dated April 27, 2004 to EMC Purchase Agreement between Brocade and EMC.
   
31.1  Rule 13a-14(a)/15d-14(a) Certification by the Chief Executive Officer.
   
31.2  Rule 13a-14(a)/15d-14(a) Certification by the Chief Financial Officer.
   
32.1

 
Certification by the Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.

* Indicates management contract or compensatory plan or arrangement required to be filed as an exhibit pursuant to Item 14(c) of Form 10-K.
 

# Confidential treatment granted as to certain portions, which portions were omitted and filed separately with the Securities and Exchange Commission.
 

+ Confidential treatment requested as to certain portions, which portions were omitted and filed separately with the Securities and Exchange Commission.
 

(1) Incorporated by reference from Brocade’s Registration Statement on Form S-1 (Reg. No. 333-74711), as amended.
 

(2) Incorporated by reference from Brocade’s Registration Statement on Form S-8 (Reg. No. 333-95653) filed on January 28, 2000.
 

(3) Incorporated by reference from Brocade’s Annual Report on Form 10-K for the fiscal year ended October 31, 1999, as amended.
 

(4) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended January 29, 2000.
 

(5) Incorporated by reference from Brocade’s Annual Report on Form 10-K for the fiscal year ended October 28, 2000.
 

(6) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended January 27, 2001.
 

(7) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended July 28, 2001.
 

(8) Incorporated by reference from Brocade’s Annual Report on Form 10-K for the fiscal year ended October 27, 2001.
 

(9) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended January 26, 2002.
 
(10) Incorporated by reference from Brocade’s Registration Statement on Form 8-A filed on February 11, 2002.
 
(11) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended April 27, 2002.
 
(12) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended July 27, 2002.
 
(13) Incorporated by reference from Brocade’s Annual Report on Form 10-K for the fiscal year ended October 26, 2002.
 
(14) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended January 25, 2003.
 
(15) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended April 26, 2003.
 
(16) Incorporated by reference from Brocade’s Annual Report on Form 10-K for the fiscal year ended October 25, 2003.
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(17) Incorporated by reference from Brocade’s Quarterly Report on Form 10-Q for the fiscal quarter ended January 24, 2004.

 



 

                                                                   Exhibit 10.71 

 

                                                                      (IBM LOGO) 

                                                            3039 Cornwallis Road 

                                                                   RTP, NC 27709 

 

 

March 26, 2004 

 

Brocade Communications Systems, Inc. 

1745 Technology Drive 

San Jose, CA  95110 

 

Attention:  Mr. Michael Harrison 

 

Subject:  Amendment 15 to SOW#1 of the IBM/Brocade Goods Agreement ROC-P-68 

 

Dear Michael: 

 

This letter (the "Amendment") serves as Amendment Number 15 to SOW#1, including 

all amendments thereto ("SOW#1") of the Goods Agreement ROC-P-68, which the 

parties hereto do mutually agree to amend as follows: 

 

1.    The following Brocade Products are hereby incorporated into the Agreement 

      via the new Pricing Schedule Attached: 1) [*], eight port switch, one 

      fixed power supply, two domain fabric, with WebTools and Advanced Zoning; 

      and 2) [*], sixteen port switch, two fixed power supplies, four domain 

      fabric, with WebTools, Advanced Zoning and Fabric Watch. and 3) [*], Fibre 

      Channel Director, includes 2 Meteor Port Blades, 2 Meteor CP Blades, 2 

      Power Supplies, 3 Blowers, 6 Port Blade Filler Panels, 1 Cable Management 

      Pillar, 2 Power Supply Filler Panels, Fabric OS, Advanced Web Tools, 

      Advanced Zoning, Fabric Watch, Performance Monitoring, Trunking. 

 

2.    The Definitions section is amended to include the following: 

 

      a. "Backline Support" refers to the escalation point for Frontline 

      Support, for issues that cannot reasonably be resolved by Frontline 

      Support, such as complicated installation or configuration issues, 

      compatibility issues, complicated problem isolation and troubleshooting, 

      and escalation of verified bugs to engineering. Backline Support is 

      provided through telephone and e-mail support during normal Brocade 

      business hours and after-hours support for Severity 1 problems. For more 

      details, please refer to Brocade's Service Plan Policies Document 

      . 

 

      b. "End of Life" or "EOL" means the date and process by which Supplier 

      discontinues the manufacture of a product. 

 

      c. "End of Service" or "EOS" means date when Buyer officially discontinues 

      Customer service and support for a Product. EOS dates are only addressed 

      for the purposes of defining the date through which Supplier will make 

      Repair Services available for Products, and do not affect Supplier's 

      obligations with respect to FRU or other Product availability. 

 

      d. "Feature" - Feature Release Version is always a number. It is used to 

      indicate added minor and/or major functionality within a Platform Release 

      Version. 

 

      e. "Frontline Support" includes the initial direct contact with the 

      end-user, call logging, entitlement verification, problem definition and 

      isolation, determination of whether a solution is contained in the end 

      user documentation, review of symptoms in the Brocade Knowledge Base for 

 

- ------ 
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Amendment #15 to SOW#1 of IBM/Brocade Agreement ROC-P-68 

CONFIDENTIAL INFORMATION 



 

      known resolutions, problem escalation to Brocade, and closing the case 

      with the end user after problem resolution. 

 

      f. "Field Replaceable Unit" or "FRU" means a Product, Product component, 

      Product subassembly, Product documentation, Product code, or other Product 

      part used to service a Customer system as described in the Product written 

      specification. 

 

      g. "Maintenance" - Maintenance Release Version is always a number. It is 

      used to indicate a scheduled (date driven) release of defect fixes and 

      carefully selected RFEs (Requests for Enhancements.) 

 

      h. "Patch" - Patch Release Version is a letter (a-z). A Patch release 

      Version should be considered functionally identical to Maintenance Release 

      Version with the exception of the identified defect fixes. It will consist 

      of one, or a limited number of defect fixes. A patch release is based upon 

      the severity/priority of the defect and must be a critical or high 

      severity defect from a customer point of view as well as from Brocade 

      point of view. 

 

 

      -     Patch fixes are rolled into the next maintenance, feature or 

            platform release. 

 

      -     Patch fixes are cumulative for that code branch. 

 

      i. "Platform" - Platform Release Version is always a number. It is used to 

      designate a significant functional change to the software, and generally 

      follows core fabric OS architecture changes, hardware architecture changes 

      or new ASIC support. 

 

      j. "Product_version_code (string designator)" - the letter V is 

      exclusively used by the Fabric OS software product. For all other 

      products, the product code name will be used. To avoid potential issues, 

      all products will be named with lowercase. 

 

      k. "Software Maintenance" refers to the provision to Buyer by Supplier of 

      certain software updates at no additional charge (beyond any charges for 

      Support and Maintenance) during the Software Maintenance period. 

      Maintenance and Patch releases are generally included with Software 

      Maintenance. Platform and Feature releases generally are not included with 

      Software Maintenance. 

 

      l. "Support and Maintenance" or "Software Maintenance and Support" mean 

      Backline Support and Software Maintenance. 

 

3.    Section 2.3 "Taxes and Duties" is replaced in its entirety with the 

      following: 

 

      Supplier will ensure that the Prices do not include any sales, use or 

      other similar taxes that do not apply to Buyer [*]. As may be necessary 

      from time to time, the parties agree to negotiate in good faith to 

      establish the terms and conditions for all legal, regulatory and 

      administrative requirements, in addition to all associated duties and 

      fees, associated with importation of Products into the country where the 

      Product [*], which terms will be incorporated into this Agreement when 

      signed by both parties. Supplier's invoices shall state applicable taxes 

      owed by the Buyer, if any, [*] and with a proper [*] Products and 

      Services. [*] shall remit such tax payments to [*]. Supplier agrees to use 

      its commercially reasonable efforts to properly calculate any applicable 

      Taxes at the time of invoice. Supplier and Buyer agree to cooperate to 

      minimize any applicable Taxes, including reasonable notice and cooperation 

      in connection with any audit. Any incremental taxes shall be [*] 

      responsibility. If Buyer provides certification of an exemption from Tax 

      or reduced rate of Tax imposed by an applicable taxing authority, then [*] 

      unless and until the applicable taxing authority [*], at which time [*]. 

 

      Buyer shall withhold taxes, if required under the law to be withheld on 

      payments made to Supplier hereunder and shall be required to remit to 

      Supplier [*]. Buyer shall remit the taxes withheld to the appropriate 

      government authority and agrees to provide Supplier in a timely manner 

      with properly executed documentation or other information or receipts or 

      certificates evidencing Buyers payment of any such withholding tax. 

 

- ------ 
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4.    The following is appended to Section 9.4: 

 

      All Products purchased under this SOW are subject to [*] Software 

      Maintenance and Support Program. Under the terms of this support program 

      Supplier shall provide Software Maintenance and Support for a period of 

      [*] commencing on the Effective Date of the Agreement. Thereafter, the [*] 

      Software Maintenance and Support Program [*] for additional [*] periods 

      commencing on the anniversary of the Effective Date of the Agreement, 

      unless [*] with ninety- (90) days prior [*]. The fees for this [*] 

      Software Maintenance Support Program shall be calculated as the [*] (as 

      shown in Attachment Section 2.1 "Pricing"), multiplied by the [*]) during 

      the [*] Software Maintenance Support period. For the convenience of [*], 

      Software Maintenance shall be billed to Buyer with [*] as described in 

      Attachment Section 2.1 "Pricing" and will be used to determine the total 

      billings. The amounts for the [*]and [*] billed to Buyer with [*] shall be 

      [*]. If total billings for Software Maintenance during [*] period exceed 

      the fee for the [*] as determined per the calculation as described in this 

      section, the excess billings will be used to [*], may be [*] Software 

      Maintenance Support Program, or may be used as an [*] as mutually agreed 

      upon. If total billings for Software Maintenance during [*] period are 

      less than the fee for the [*] Software Maintenance Support Program as 

      determined per the calculation as described in this section, [*] may elect 

      to either [*] invoice such amount, adjust the [*] price in subsequent 

      period(s) for the deficient amount, or adjust [*] based on [*] between the 

      parties. When initiating a technical support request with Supplier, Buyer 

      [*] either the serial number or worldwide name of the Product. Supplier 

      shall have the right to assign support obligations to the appropriate 

      local Supplier subsidiary. 

 

      The parties agree to negotiate in good faith to clarify [*], and to amend 

      this SOW accordingly by April 16, 2004. 

 

Please have your authorized representative indicate acceptance thereof by 

signing both copies of the Amendment and returning one copy to the attention of 

Robert Tice at 3039 Cornwallis Road Research Triangle Park, NC 27709. 

 

The effective date of this Amendment shall be the date on the top of this 

Amendment (the "Effective Date"). 

 

The parties acknowledge that they have read this Amendment, understand it, and 

agree to be bound by its terms and conditions. All capitalized terms not defined 

herein shall have the meaning set forth in the Goods Agreement or the SOW #1. 

All other terms and conditions of the Goods Agreement and SOW#1 that are 

unaffected by the revisions set forth in this Amendment shall remain in full 

force and effect. Further, the parties agree that this Amendment and the Goods 

Agreement and SOW#1 are the complete and exclusive statement of the agreement 

between the parties, superseding all proposals or other prior agreement, oral or 

written, and all other communications between the parties relating to this 

subject. 

 

 

                                             

ACCEPTED AND AGREED TO:                              ACCEPTED AND AGREED TO: 

INTERNATIONAL BUSINESS MACHINES CORPORATION          BROCADE COMMUNICATIONS SYSTEMS, INC. 

 

By:  /s/ Robert J. Tice        3/29/04         By:    /s/ Jack Cuthbert        3/26/04 

     ---------------------------------               ---------------------------------- 

     Authorized Signature       Date                 Authorized Signature       Date 

 

       Robert J. Tice                                      Jack Cuthbert 

- --------------------------------------               ---------------------------------- 

Type or Print Name                                   Type or Print Name 

 

 

 

     OEM Procurement Team Lead                            VP, OEM Sales 

- --------------------------------------               ----------------------------------- 

Title & Organization                                 Title & Organization 
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                                   ATTACHMENTS 

 

1.    Delete the table in its entirety in Section 1.1, "Specifications" and 

      replace with the following: 

 

 

 

 

IBM SPECIFICATION/ATTACHMENTS 

(IF APPLICABLE)                       ENGINEERING CHANGE LEVEL               DESCRIPTION 

- -----------------------------         ------------------------               ----------- 

                                                                        

NA                                    Version 1.0                            SilkWorm 2000 Family Product Specification 

                                                                             90-0000001-01 

Attachment B                          Dated 8/06/2001                        Supplier Quality Attachment 

GA-219261-11                          Version 10                             Packaging and Materials Handling Specification 

Attachment A                          Dated 10/27/03, part number 22R0129    IBM SAN CSP Specification 

NA                                    Version 2.0                            Brocade Fabric OS Publication 53-0001487-03 

NA                                    Version 2.1                            Brocade WebTools Reference Manual Publication 

                                                                             53-0001490-02 

NA                                    Version 2.0                            Brocade Zoning Reference Manual Publication 

                                                                             53-0001488-02 

NA                                    Version 1.0                            SilkWorm 3800 Product 

                                                                             Specification - 90-0000077-01 

NA                                    Version 1.1                            SilkWorm 3900 Product Specification - 79-0000002-01 

NA                                                                           SilkWorm 3200 Product Specification - Reference the 

                                                                             Silkworm 3800 Product 

NA                                    Dated:  March 8, 2002                  SilkWorm 12000 Product 

                                                                             Specification  - 79-0000001-01 

NA                                    Version 4.1.2                          Brocade Fabric OS 

                                                                             Reference 53-0000519-06 

NA                                    Version 3.1.0                          Brocade Fabric OS 

                                                                             Reference 53-0000500-02 

NA                                    Version 1.0                            SilkWorm 24000 Product Specification dated Nov 7, 2003

NA                                    Dated:  December, 2003                 SilkWorm 3250 Product Specification - 79-0000006-01 

NA                                    Dated:  December, 2003                 SilkWorm 3850 Product Specification - 79-0000005-01 
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2.    Delete pricing table in its entirety in Section 2.1, "Pricing" and replace 

      with the following: 

 

 

 

IBM P/N / NUMA-Q 

    P/N           BROCADE P/N       DESCRIPTION                                        UNIT PRICE 

- ----------------  -----------       -----------                                        ---------- 

                                                                               

[*]                    [*]          8-Port Fibre Channel Switch Single Power Supply       [*] 

                                    (SW2400) Includes [*] - whole unit switch Product 

[*]                    [*]          16 Port Fibre Channel                                 [*] 

                                    Switch Single Power Supply (SW2800) 

                                    Includes [*] - whole unit switch Product 

[*]                    [*]          Silkworm 2000 Power Supply                            [*] 

[*]                    [*]          Mainboard, SW 2400 (8-port)                           [*] 

[*] 

[*]                    [*]          Fan Tray, SW 2400 (8-port)                            [*] 

[*]                    [*]          Chassis, SW 2400   (8-port)                           [*] 

[*]                    [*]          Mainboard, SW 2800                                    [*] 

[*]                                 (16-port) 

[*]                    [*]          Fan Tray, SW 2800 (16-port)                           [*] 

[*]                    [*]          Chassis, SW 2800 (16-port) with operator panel        [*] 

                                    / LCD 

[*]                    [*]          Quick Loop License                                    [*] 

[*]                    [*]          Fabric Watch License                                  [*] 

[*]                    [*]          Extended Fabrics                                      [*] 

[*]                    [*]          Extended Fabrics                                      [*] 

[*]                    [*]          Remote Switch                                         [*] 

[*]                    [*]          Remote Switch                                         [*] 

[*]                    [*]          8 Port Fibre Channel Switch Single Power Supply       [*] 

                                    (SW3200) Includes [*]  (to be included prior to 

                                    10/28/03 for availability for Buyer customer 

                                    shipments) 

[*]                    [*]          8 Port Fibre Channel Switch Single Power Supply       [*] 

                                    (SW3200) Includes [*]                                 [*] 

[*]                    [*]          Full Fabric Upgrade Includes  [*]                     [*] 

[*]                    [*]          16 Port Fibre Channel                                 [*] 

                                    Switch Single Power 

                                    Supply (SW3800) 

                                    Includes [*] - whole unit switch Product 

[*]                    [*]          Fan (SW3800)                                          [*] 
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IBM P/N / NUMA-Q 

    P/N           BROCADE P/N       DESCRIPTION                                        UNIT PRICE 

- ----------------  -----------       -----------                                        ---------- 

                                                                               

[*]                    [*]          Power Supply (SW3800)                                 [*] 

[*]                    [*]          Mainboard FRU (SW3800)                                [*] 

[*]                    [*]          32 Port Fibre Channel                                 [*] 

                                    Switch Double Power Supply (SW3900) 

                                    Includes, [*] - whole unit switch Product 

[*]                    [*]          Fan (SW3900)                                          [*] 

[*]                    [*]          Power Supply (SW3900)                                 [*] 

[*]                    [*]          Mainboard FRU (SW3900)                                [*] 

[*]                    [*]          Secure Fabric OS (SW3200)                             [*] 

[*]                    [*]          Secure Fabric OS (SW3800)                             [*] 

[*]                    [*]          1Gb Secure Fabric OS                                  [*] 

[*]                    [*]          Secure Fabric OS (SW3900)                             [*] 

[*]                    [*]          Secure Fabric OS (SW12000)                            [*] 

[*]                    [*]          Performance Bundle  ([*])                             [*] 

[*]                    [*]          Performance Bundle  ([*])                             [*] 

[*]                    [*]          32 Port Fibre Channel Core Switch (SW12000)           [*] 

                                    Includes 2 Stiletto Port Blades, 2 CP Blades, 4 

                                    Power Supplies, 3 Blowers, 6 Port Blade Filler 

                                    Panels, 1 Cable Management Pillar, [*]. 

[*]                    [*]          Rack Mounting Kit 14U, FRU                            [*] 

[*]                    [*]          Switch Blade 16 port, 2GB                             [*] 

[*]                    [*]          Switch Blade 16 port,                                 [*] 

                                    2Gb, FRU 

[*]                    [*]          Chassis Door, Includes Plastic and Metal door         [*] 

                                    Components and IBM Front Badge 

[*]                    [*]          Control Processor Blade                               [*] 

[*]                    [*]          Stiletto Port Blade Slot Filler Panel, SW12000,       [*] 

                                    FRU 

[*]                    [*]          Power Supply , 180-264VAC, 1000W, FRU                 [*] 
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IBM P/N / NUMA-Q 

    P/N           BROCADE P/N       DESCRIPTION                                        UNIT PRICE 

- ----------------  -----------       -----------                                        ---------- 

                                                                               

[*]                    [*]          Blower Assembly, FRU                                  [*] 

[*]                    [*]          Cable Management Pillar, FRU                          [*] 

[*]                    [*]          WWN Card                                              [*] 

[*]                    [*]          Power Plug, Switch and Distribution Panel             [*] 

[*]                    [*]          Chassis FRU, includes backplane, blower and           [*] 

                                    power supply backplane, AC and blower harness. 

[*]                    [*]          Rear WWN Bezel Assy                                   [*] 

[*]                    [*]          Cable Management Tray                                 [*] 

[*]                    [*]          AC Power Cord, FRU                                    [*] 

[*]                    [*]          AC Power Cord, UK/Ireland, 250V, FRU                  [*] 

[*]                    [*]          AC Power Cord, Cont. Europe CEE7/7, FRU               [*] 

[*]                    [*]          AC Power Cord, AUST/INZ, 250V                         [*] 

[*]                    [*]          AC Power Cord, Intl IEC                               [*] 

[*]                    [*]          Remote Switch software                                [*] 

[*]                    [*]          Extended Fabric software                              [*] 

[*]                    [*]          Fabric Manager 3.x                                    [*] 

[*]                    [*]          ISL Trunking (SW3200)                                 [*] 

[*]                    [*]          ISL Trunking (SW3800)                                 [*] 

 

 

 

ADDITIONS AND CHANGES 

 

 

                                                                                                         **13 MONTHS 

                                                                                                          SOFTWARE 

                                                                                         UNIT            MAINTENANCE 

                                                                                       PRICE OF     (INCLUDED IN UNIT PRICE OF 

BUYER PART NUMBER  SUPPLIER PART NUMBER     PRODUCT DESCRIPTION                         PRODUCT            PRODUCT) 

- -----------------  --------------------     -------------------                         -------            -------- 

                                                                                         

[*]                     [*]                 Fabric Manager 4.x-Enterprise 

                                            (Unlimited copies per one server/PC)          [*]                 [*] 

[*]                     [*]                 Fabric Manager 4.x  - 3.0 to 4.x 

                                            Upgrade to Enterprise ([*])                   [*]                 [*] 

[*]                     [*]                 Fabric Manager 4.x with 10 Domains            [*]                 [*] 

[*]                     [*]                 Fabric Manager 4.x [*]                        [*]                 [*] 

[*]                     [*]                 Secure Fabric OS (SW12000/24000)              [*]                 [*] 

[*]                     [*]                 32 Port Fibre Channel Director 
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                                                                                                         **13 MONTHS 

                                                                                                          SOFTWARE 

                                                                                         UNIT            MAINTENANCE 

                                                                                       PRICE OF     (INCLUDED IN UNIT PRICE OF 

BUYER PART NUMBER  SUPPLIER PART NUMBER     PRODUCT DESCRIPTION                         PRODUCT            PRODUCT) 

- -----------------  --------------------     -------------------                         -------            -------- 

                                                                                         

                                            (SW24000) Includes 2 Meteor Port 

                                            Blades, 2 Meteor CP Blades,                   [*]                 [*] 

                                            2 Power Supplies, 3 Blowers, 

                                            6 Port Blade Filler Panels, 1 Cable 

                                            Management Pillar, 2 Power Supply 

                                            Filler Panels, Fabric OS, [*] 

 

[*]                     [*]                 Meteor, 16 Port Upgrade Blade                 [*]                 [*] 

[*]                     [*]                 Meteor Upgrade kit.  Includes:                [*]                 [*] 

                                            2 Meteor 16 port blades and 2 

                                            Meteor CP blades 

 

[*]                     [*]                 8 Port Fibre Channel Two Domain               [*]                 [*] 

                                            Switch Single Power Supply (SW3250), 

                                            [*] 

                                            COO - China 

 

[*]                     [*]                 8 Port Fibre Channel Two Domain               [*]                 [*] 

                                            Switch Single Power Supply (SW3250), 

                                            [*] 

                                            COO - United States 

 

[*]                     [*]                 16 Port Fibre Channel Four Domain             [*]                 [*] 

                                            Switch, Two Fixed Power Supplies 

                                            (SW3850), 

 

                                            v 

                                            COO - China 

 

[*]                     [*]                 16 Port Fibre Channel Four Domain             [*]                 [*] 

                                            Switch, Two Fixed Power Supplies 

                                            (SW3850), 

                                            [*] 

 

                                            COO - United States 

 

[*]                     [*]                 Secure Fabric OS (SW3850)                     [*]                 [*] 

[*]                     [*]                 Secure Fabric OS (SW3250)                     [*]                 [*] 

[*]                     [*]                 Meteor FRU Chassis , includes                 [*]                 [*] 

                                            backplane, blower and power supply 

                                            backplane, AC and blower harness., 

[*]                     [*]                 Meteor FRU, Chassis Door.  Includes           [*]                 [*] 

                                            Plastic and Metal door Components 

                                            and IBM Front Badge 

[*]                     [*]                 Meteor Switch Blade 16 port, 2Gb, FRU         [*]                 [*] 

[*]                     [*]                 Meteor Control Processor Blade, FRU           [*]                 [*] 

[*]                     [*]                 FRU, Power Supply Filler Panels               [*]                 [*] 

[*]                     [*]                 Extended Fabric                               [*]                 [*] 

[*]                     [*]                 Remote Switch                                 [*]                 [*] 

[*]                     [*]                 Performance Bundle  (Trunking and             [*]                 [*] 

                                            Performance Monitoring) 

[*]                     [*]                 Four Domain to Full Fabric Upgrade            [*]                 [*] 

[*]                     [*]                 Extended Fabric                               [*]                 [*] 

[*]                     [*]                 Remote Switch                                 [*]                 [*] 

[*]                     [*]                 Performance Bundle (Trunking and              [*]                 [*] 

                                            Performance Monitoring 

 

- ------ 

** Certain information on this page has been omitted and filed separately with 

the Securities and Exchange Commission. Confidential treatment has been 

requested with respect to the omitted portions. 
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Amendment #15 to SOW#1 of IBM/Brocade Agreement ROC-P-68 

CONFIDENTIAL INFORMATION 

 



 

 

 

                                                                                                         **13 MONTHS 

                                                                                                          SOFTWARE 

                                                                                         UNIT            MAINTENANCE 

                                                                                       PRICE OF     (INCLUDED IN UNIT PRICE OF 

BUYER PART NUMBER  SUPPLIER PART NUMBER     PRODUCT DESCRIPTION                         PRODUCT            PRODUCT) 

- -----------------  --------------------     -------------------                         -------            -------- 

                                                                                         

[*]                     [*]                 Two Domain to Full Fabric Upgrade             [*]                 [*] 

                                            includes Fabric Watch 

[*]                     [*]                 8 port Switch FRU                             [*]                 [*] 

                                            COO - United States 

[*]                     [*]                 16 port Switch FRU                            [*]                 [*] 

                                            COO - United States 

 

 

**For purpose of calculating the fees for the [*] Software Maintenance Support 

Program as described in Section 9.4, [*] for each part number where it is 

applicable as follows: 

 

 

 

                 BROCADE                                                                                         ANNUAL SOFTWARE 

IBM PART         PRODUCT                                                                                           MAINTENANCE 

NUMBER         PART NUMBER       PRODUCT DESCRIPTION                                                               FEE PER UNIT 

- ------         -----------       -------------------                                                               ------------ 

 

                                                                                                          

[*]                [*]           32 Port Fibre Channel Director (SW24000) Includes 2 Meteor Port Blades,               [*] 

                                 2 Meteor CP Blades, 2 Power Supplies, 3 Blowers, 6 Port Blade Filler Panels, 

                                 1 Cable Management Pillar, 2 Power Supply Filler Panels, Fabric OS, [*] 

[*]                [*]           Meteor Upgrade kit.  Includes:  2 Meteor 16 port blades and 2 Meteor CP blades        [*] 

[*]                [*]           8 Port Fibre Channel Two Domain Switch Single Power Supply (SW3250),                  [*] 

                                 Includes [*] 

                                 COO - China 

 

[*]                [*]           8 Port Fibre Channel Two Domain Switch Single Power Supply (SW3250),                  [*] 

                                 Includes [*] 

                                 COO - United States 

[*]                [*]           16 Port Fibre Channel Four Domain Switch, Two Fixed Power Supplies (SW3850),          [*] 

                                 Includes [*] 

                                 COO - China 

[*]                [*]           16 Port Fibre Channel Four Domain Switch, Two Fixed Power Supplies (SW3850),          [*] 

                                 Includes [*] 

                                 COO - United States 

[*]                [*]           Fabric Manager 4.x-Enterprise ([*])                                                   [*] 

[*]                [*]           Fabric Manager 4.x  - 3.0 to 4.x Upgrade to Enterprise ([*])                          [*] 

[*]                [*]           Fabric Manager 4.x with 10 Domains                                                    [*] 

[*]                [*]           Fabric Manager 4.x [*]                                                                [*] 

[*]                [*]           Secure Fabric OS (SW3850)                                                             [*] 

[*]                [*]           Secure Fabric OS (SW3250)                                                             [*] 

[*]                [*]           Secure Fabric OS (SW12000/24000)                                                      [*] 

 

 

 

OUT OF WARRANTY REPAIR PRICING: 

 

[*]          [*] 

[*]          [*] 

 

- ------ 

** Certain information on this page has been omitted and filed separately with 

the Securities and Exchange Commission. Confidential treatment has been 

requested with respect to the omitted portions. 

 

 

Amendment #15 to SOW#1 of IBM/Brocade Agreement ROC-P-68 

CONFIDENTIAL INFORMATION 

 

 

 

                                       9 

 



 

                                                                   Exhibit 10.72 

 

                                 AMENDMENT NO. 6 

                               PURCHASE AGREEMENT 

 

This Amendment No. 6 ("the Amendment") to the Purchase Agreement (the 

"Agreement") dated January 25, 2000 by and among Brocade Communications Systems, 

Inc., a corporation organized under the laws of the State of Delaware, U.S.A., 

and having its principal place of business at 1745 Technology Drive, San Jose, 

California 95110 ("Brocade-US"), and Brocade Communications Switzerland SarL., a 

corporation organized under the laws of Geneva, and having its principal place 

of business at 29-31 Route de l'Aeroport, Case Postale 105 CH-1215 Geneva 15, 

Switzerland ("Brocade-Switzerland"), (collectively "SUPPLIER") and EMC 

Corporation, ("EMC"), a Massachusetts corporation, is made this 8th day of April 

2004 by and between SUPPLIER and EMC and commences on the date accepted and 

executed by SUPPLIER ("Effective Date"). [*]. 

 

WHEREAS, the parties wish to amend the Agreement to [*] EMC [*]. NOW THEREFORE, 

IN CONSIDERATION OF THE ABOVE AND THE OTHER RESPECTIVE PROMISES OF THE PARTIES 

SET FORTH HEREIN, THE PARTIES HERETO AGREE AS FOLLOWS: 

 

1) Exhibit A, [*], is hereby deleted and replaced with the attached Exhibit A, 

[*]. 

 

2) No Other Changes. All Other terms and conditions of the Agreement shall 

remain unchanged. 

 

 

3) Counterparts. This Amendment may be executed in two or more counterparts, all 

of which, taken together, shall be regarded as one and the same instrument. 

 

IN WITNESS WHEREOF, the parties hereto have executed this Amendment No. 6 to OEM 

Purchase and License Agreement by their duly authorized representatives. Such 

execution of the Amendment may be in three counterparts, each of which shall be 

an original and together which shall constitute one and the same instrument. 

 

 

                                     

Executed and agreed to:                Executed and agreed to: 

Brocade Communications Systems, Inc.   EMC Corporation 

("Supplier") 

 

Signature: /s/ Jack Cuthbert           Signature: /s/ Bill Monagle 

           --------------------                   ------------------------------ 

 

Name:  Jack Cuthbert                        Name: William Mongle 

           --------------------                   ------------------------------ 

 

Title:  VP OEM Sales                        Title: Vice President Corporate Procurement 

                                                       EMC Corporation 

 

Date:    4/27/04                            Date: 

      --------------------                       ------------------------------ 

 

- ------ 

** Certain information on this page has been omitted and filed separately with 

the Securities and Exchange Commission. Confidential treatment has been 
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Brocade Communications Switzerland, SarL. 

("Supplier") 

 

Signature: /s/ Ian Whiting 

           ------------------------- 

 

Name: Ian Whiting 

      ------------------------------ 

 

Title: Managing Officer 

      ------------------------------ 

 

Place: Geneva, Switzerland 

      ------------------------------ 

 

Date:  27-April -2004 

      ------------------------------ 
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EMC EXHIBIT A:  PRODUCT PRICE SHEET - REVISED 4/15/04 

 

REVISIONS: Addition of new Dazzler and Meteor products, Reduction on certain 

software options, Removal of EOL'd SFP FRUs (PN#100619005, 118032135). 

 

 

 

                                                                                          

[*]      [*]    A02      [*]   2GB, 8 PORT SW3200 ENTRY-FABRIC SWITCH                                   [*] 

[*]      [*]    A01      [*]   2GB, 8 PORT SW3200 FULL-FABRIC SWITCH                                    [*] 

[*]      [*]    A01      [*]   2GB, 8 PORT SW3250 ENTRY-FABRIC SWITCH   (GENERAL)                       [*] 

[*]      [*]    A01      [*]   2GB, 8 PORT SW3250 ENTRY-FABRIC SWITCH   (US FED ONLY)                   [*] 

[*]      [*]    A01      [*]   SW32X0 OPTIONAL SOFTWARE, TRUNKING                                       [*] 

[*]      [*]    A01      [*]   SW32X0 OPTIONAL SOFTWARE, FABRIC WATCH                                   [*] 

[*]      [*]    A01      [*]   SW32X0 OPTIONAL SOFTWARE, EXTENDED FABRIC                                [*] 

[*]      [*]    A01      [*]   SW32X0 OPTIONAL SOFTWARE, PERFORMANCE MONITOR                            [*] 

[*]      [*]    A01      [*]   SW3220 OPTIONAL SOFTWARE, QUICKLOOP                                      [*] 

[*]      [*]    A01      [*]   SW32X0 OPTIONAL SOFTWARE, EMC BUNDLE (TRK, FWH, EXF, PRF)                [*] 

[*]      [*]    A01      [*]   SW3220 OPTIONAL SOFTWARE UPGRADE ENTRY-FULL: BUNDLED                     [*] 

[*]      [*]    A01      [*]   SW3220 OPTIONAL SOFTWARE UPGRADE ENTRY-FULL: POST SALE                   [*] 

[*]      [*]    A01      [*]   SW32X0 OPTIONAL SOFTWARE, SECURE OS                                      [*] 

[*]      [*]    A01      [*]   SW3252 TWO DOMAIN TO FULL FABRIC UPGRADE LICENSE KEY - POST SALE         [*] 

[*]      [*]    A01      [*]   SW3252 TWO DOMAIN TO FULL FABRIC UPGRADE LICENSE KEY - BUNDLED           [*] 

 

 

Note (A): The annual fee for Software Maintenance is $80. The above price 

includes the purchase of Software Maintenance for an initial term of one year, 

commencing on the date of purchase, and an automatic renewal for a subsequent 

one year term. Fees for Software Maintenance during these periods are 

non-refundable. Thereafter, Software Maintenance may be renewed for additional 

one year periods, at EMC's discretion, for an annual fee of $80. The above price 

also includes the purchase of an Extended Hardware Warranty for a term of one 

year commencing on the first anniversary of the date of purchase. 

 

                                                                                          

[*]      [*]    A08      [*]   2GB, 16 PORT SW3800 FULL-FABRIC SWITCH                                   [*] 

[*]      [*]    A01      [*]   2GB, 16 PORT SW3852 ENTRY-FABRIC SWITCH   (GENERAL)                      [*] 

[*]      [*]    A01      [*]   2GB, 16 PORT SW3852 ENTRY-FABRIC SWITCH   (US FED ONLY)                  [*] 

[*]      [*]    00       [*]   SW3800 FRU, POWER SUPPLY                                                 [*] 

[*]      [*]    00       [*]   SW3800 FRU, FAN                                                          [*] 

[*]      [*]    A01      [*]   SW38XX OPTIONAL SOFTWARE, TRUNKING                                       [*] 

[*]      [*]    A01      [*]   SW38XX OPTIONAL SOFTWARE, FABRIC WATCH                                   [*] 

[*]      [*]    A01      [*]   SW38XX OPTIONAL SOFTWARE, EXTENDED FABRIC                                [*] 

[*]      [*]    A01      [*]   SW38XX OPTIONAL SOFTWARE, PERFORMANCE MONITOR                            [*] 

[*]      [*]    A01      [*]   SW3800 OPTIONAL SOFTWARE, QUICKLOOP                                      [*] 

[*]      [*]    NA       [*]   SW38XX OPTIONAL SOFTWARE, EMC BUNDLE (TRK, FWH, EXF, PRF)                [*] 

[*]      [*]    A01      [*]   SW38XX OPTIONAL SOFTWARE, SECURE OS                                      [*] 

[*]      [*]    A01      [*]   SW3852 TWO DOMAIN TO FULL FABRIC UPGRADE LICENSE KEY - BUNDLED           [*] 

 

 

Note (B): The annual fee for Software Maintenance is $190. The above price 

includes the purchase of Software Maintenance for an initial term of one year, 

commencing on the date of purchase, and an automatic renewal for a subsequent 

one year term. Fees for Software Maintenance during these periods are 

non-refundable. Thereafter, Software Maintenance may be renewed for additional 

one year periods, at EMC's discretion, for an annual fee of $190. The above 

price also includes the purchase of an Extended Hardware Warranty for a term of 

one year commencing on the first anniversary of the date of purchase. 

 

 

                                                                                          

[*]      [*]    A03      [*]   2GB, 32 PORT SWITCH (WEBTOOLS, ZONING)                                   [*] 

[*]      [*]    A01      [*]   FRU, POWER SUPPLY                                                        [*] 

[*]      [*]    A01      [*]   FRU, FAN                                                                 [*] 

[*]      [*]    A00      [*]   FRU, SFP, SWL, 1PK (FINISAR ONLY)                                        [*] 

[*]      [*]    A01      [*]   FRU, SFP, LWL, 1PK (FINISAR ONLY)                                        [*] 

[*]      [*]    A01      [*]   OPTIONAL SOFTWARE, TRUNKING                                              [*] 

[*]      [*]    A01      [*]   OPTIONAL SOFTWARE, FABRIC WATCH                                          [*] 

[*]      [*]    A01      [*]   OPTIONAL SOFTWARE, EXTENDED FABRIC                                       [*] 

 

- ------ 

** Certain information on this page has been omitted and filed separately with 

the Securities and Exchange Commission. Confidential treatment has been 

requested with respect to the omitted portions. 



 

 

                                                                                          

[*]      [*]    A01      [*]   OPTIONAL SOFTWARE, PERFORMANCE MONITOR                                   [*] 

[*]      [*]    A01      [*]   OPTIONAL SOFTWARE, EMC BUNDLE (TRK, FWH, EXF, PRF)                       [*] 

[*]      [*]    A01      [*]   OPTIONAL SOFTWARE, SECURE OS                                             [*] 

 

 

Note (C): The annual fee for Software Maintenance is $200. The above price 

includes the purchase of Software Maintenance for an initial term of one year, 

commencing on the date of purchase, and an automatic renewal for a subsequent 

one year term. Fees for Software Maintenance during these periods are 

non-refundable. Thereafter, Software Maintenance may be renewed for additional 

one year periods, at EMC's discretion, for an annual fee of $200. The above 

price also includes the purchase of an Extended Hardware Warranty for a term of 

one year commencing on the first anniversary of the date of purchase. 

 

 

                                                                                          

[*]      [*]    A04      [*]   2GB, 64 PORT ENTERPRISE (WEBTOOLS, ZONING)                               [*] 

[*]      [*]    A01      [*]   2GB, 0 PORT, 2 CP, 2PS CONFIGURED CHASSIS                                [*] 

[*]      [*]             [*]   UPGRADE KIT, SW12000 TO 24000 CONSISTS OF 2CPs                           [*] 

[*]      [*]    A01      [*]   FRU, SW12000 CHASSIS                                                     [*] 

[*]      [*]    A01      [*]   FRU, DIRECTOR UNIVERSAL CHASSIS                                          [*] 

[*]      [*]    A00      [*]   FRU, SW12000 PORT CARD WITH OPTICS                                       [*] 

[*]      [*]    A01      [*]   FRU, SW24000 PORT CARD WITH OPTICS                                       [*] 

[*]      [*]    A00      [*]   FRU, SW12000 CP                                                          [*] 

[*]      [*]    A00      [*]   FRU, SW24000 CP                                                          [*] 

[*]      [*]    A00      [*]   FRU, POWER SUPPLY                                                        [*] 

[*]      [*]    NA       [*]   FRU, POWER CORD, NO AMERICAN                                             [*] 

[*]      [*]    NA       [*]   FRU, POWER CORD, UK/IRE                                                  [*] 

[*]      [*]    NA       [*]   FRU, POWER CORD, CONT EU                                                 [*] 

[*]      [*]    NA       [*]   FRU, POWER CORD, AUST/NZ                                                 [*] 

[*]      [*]    NA       [*]   FRU, POWER CORD, OTHER 230V                                              [*] 

[*]      [*]    NA       [*]   FRU, BROCADE RACKMOUNT KIT                                               [*] 

[*]      [*]    A00      [*]   FRU, BLOWER                                                              [*] 

[*]      [*]    NA       [*]   FRU, WWN BEZEL                                                           [*] 

[*]      [*]    A00      [*]   FRU, WWN CARD                                                            [*] 

[*]      [*]    NA       [*]   FRU, CHASSIS DOOR                                                        [*] 

[*]      [*]    NA       [*]   FRU, PORT CARD SLOT FILLER                                               [*] 

[*]      [*]    NA       [*]   FRU, POWER SUPPLY SLOT FILLER                                            [*] 

[*]      [*]    NA       [*]   FRU, CABLE MANAGEMENT TRAY                                               [*] 

[*]      [*]    NA       [*]   FRU, BLADE BOX PACKAGING ONLY                                            [*] 

[*]      [*]    NA       [*]   FRU, BLOWER BOX PACKAGING ONLY                                           [*] 

[*]      [*]    A02      [*]   FRU, EMC CUSTOM DOOR KIT SW12000                                         [*] 

[*]      [*]             [*]   FRU, EMC CUSTOM DOOR KIT SW24000                                         [*] 

[*]      [*]    NA       [*]   OPTIONAL SOFTWARE, TRUNKING                                              [*] 

[*]      [*]    NA       [*]   OPTIONAL SOFTWARE, FABRIC WATCH                                          [*] 

[*]      [*]    NA       [*]   OPTIONAL SOFTWARE, EXTENDED FABRIC                                       [*] 

[*]      [*]    NA       [*]   OPTIONAL SOFTWARE, PERFORMANCE MONITOR                                   [*] 

[*]      [*]    NA       [*]   OPTIONAL SOFTWARE, EMC BUNDLE (TRK, FWH, EXF, PRF)                       [*] 

[*]      [*]    A01      [*]   OPTIONAL SOFTWARE, SECURE OS                                             [*] 

 

 

 

Note (D): The annual fee for Software Maintenance is $400. The above price 

includes the purchase of Software Maintenance for an initial term of one year, 

commencing on the date of purchase, and an automatic renewal for a subsequent 

one year term. Fees for Software Maintenance during these periods are 

non-refundable. Thereafter, Software Maintenance may be renewed for additional 

one year periods, at EMC's discretion, for an annual fee of $400. The above 

price also includes the purchase of an Extended Hardware Warranty for a term of 

one year commencing on the first anniversary of the date of purchase. 

 

Note (E): The annual fee for Software Maintenance is $580. The above price 

includes the purchase of Software Maintenance for an initial term of one year, 

commencing on the date of purchase, and an automatic renewal for a subsequent 

one year term. Fees for Software Maintenance during these periods are 

non-refundable. Thereafter, Software Maintenance may be renewed for additional 

one year periods, at EMC's discretion, for an annual fee of $580. The above 

price also includes the purchase of an Extended Hardware Warranty for a term of 

one year commencing on the first anniversary of the date of purchase. 

 

Note (F): The annual fee for Software Maintenance is $200. The above price 

includes the purchase of Software Maintenance for an initial term of one year, 

commencing on the date of purchase, and an automatic renewal for a subsequent 

one year term. Fees for Software Maintenance during these periods are 

non-refundable. Thereafter, Software Maintenance may be renewed for additional 

one year periods, at EMC's discretion, for an annual fee of $200. The above 

price also includes the purchase of an Extended Hardware Warranty for a term of 

one year commencing on the first anniversary of the date of purchase. 

 

FABRIC MANAGER 

 

                                                                                          

[*]      [*]    NA       [*]   FM 4.0 BASE                                                              [*] 

[*]      [*]    NA       [*]   FM 4.0 STANDARD                                                          [*] 

[*]      [*]    NA       [*]   FM 4.0 ENTERPRISE                                                        [*] 

[*]      [*]    NA       [*]   FM 3.0 UPGRADE                                                           [*] 

[*]      [*]    NA       [*]   FM 4.0 BASE TO STANDARD UPGRADE                                          [*] 

 

- ------ 

** Certain information on this page has been omitted and filed separately with 

the Securities and Exchange Commission. Confidential treatment has been 

requested with respect to the omitted portions. 



 

 

                                                                                          

[*]      [*]    NA       [*]   FM 4.0 BASE TO ENTERPRISE UPGRADE                                        [*] 

[*]      [*]    NA       [*]   FM 4.0 STANDARD TO ENTERPRISE UPGRADE                                    [*] 

 

 

Note: The above prices include the purchase of Software Maintenance for an 

initial term of one year, commencing on the date of purchase, and an automatic 

renewal for a subsequent one year term. Fees for Software Maintenance during 

these periods are non-refundable. Thereafter, Software Maintenance may be 

renewed for additional one year periods, at EMC's discretion, for an annual fee 

as follows: EM-FMG4-0000-S $1,200; EM-FMG4-0004-S $450; EM-FMG4-0010-S $900; 

EM-FMG4-7000-S $675; EM-FMG4-9000-S $300; EM-FMG4-9004-S $750; EM-FMG4-9010-S 

$450. 

 

 

- ------ 
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                                                                    Exhibit 31.1 

 

                                 CERTIFICATION 

 

I, Gregory L. Reyes, certify that: 

 

1.    I have reviewed this quarterly report on Form 10-Q of Brocade 

Communications Systems, Inc.; 

 

2.    Based on my knowledge, this report does not contain any untrue statement 

of a material fact or omit to state a material fact necessary to make the 

statements made, in light of the circumstances under which such statements were 

made, not misleading with respect to the period covered by this report; 

 

3.    Based on my knowledge, the financial statements, and other financial 

information included in this report, fairly present in all material respects the 

financial condition, results of operations and cash flows of the registrant as 

of, and for, the periods presented in this report; 

 

4.    The registrant's other certifying officer(s) and I are responsible for 

establishing and maintaining disclosure controls and procedures (as defined in 

Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have: 

 

      a. Designed such disclosure controls and procedures, or caused such 

      disclosure controls and procedures to be designed under our supervision, 

      to ensure that material information relating to the registrant, including 

      its consolidated subsidiaries, is made known to us by others within those 

      entities, particularly during the period in which this report is being 

      prepared; 

 

      b. Evaluated the effectiveness of the registrant's disclosure controls and 

      procedures and presented in this report our conclusions about the 

      effectiveness of the disclosure controls and procedures, as of the end of 

      the period covered by this report based on such evaluation; and 

 

      c. Disclosed in this report any change in the registrant's internal 

      control over financial reporting that occurred during the registrant's 

      most recent fiscal quarter (the registrant's fourth fiscal quarter in the 

      case of an annual report) that has materially affected, or is reasonably 

      likely to materially affect, the registrant's internal control over 

      financial reporting; and 

 

5.    The registrant's other certifying officer(s) and I have disclosed, based 

on our most recent evaluation of internal control over financial reporting, to 

the registrant's auditors and the audit committee of the registrant's board of 

directors (or persons performing the equivalent functions): 

 

      a. All significant deficiencies and material weaknesses in the design or 

      operation of internal control over financial reporting which are 

      reasonably likely to adversely affect the registrant's ability to record, 

      process, summarize and report financial information; and 

 

      b. Any fraud, whether or not material, that involves management or other 

      employees who have a significant role in the registrant's internal control 

      over financial reporting. 

 

Date: June 14, 2004 

 

                                        By:       /s/ Gregory L. Reyes 

                                            ------------------------------------ 

                                                    Gregory L. Reyes 

                                               Chairman of the Board and 

                                                Chief Executive Officer 

                                             (Principal Executive Officer) 

 



 

 

                                                                    Exhibit 31.2 

 

                                 CERTIFICATION 

 

I, Antonio Canova, certify that: 

 

1.    I have reviewed this quarterly report on Form 10-Q of Brocade 

Communications Systems, Inc.; 

 

2.    Based on my knowledge, this report does not contain any untrue statement 

of a material fact or omit to state a material fact necessary to make the 

statements made, in light of the circumstances under which such statements were 

made, not misleading with respect to the period covered by this report; 

 

3.    Based on my knowledge, the financial statements, and other financial 

information included in this report, fairly present in all material respects the 

financial condition, results of operations and cash flows of the registrant as 

of, and for, the periods presented in this report; 

 

4.    The registrant's other certifying officer(s) and I are responsible for 

establishing and maintaining disclosure controls and procedures (as defined in 

Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have: 

 

      a. Designed such disclosure controls and procedures, or caused such 

      disclosure controls and procedures to be designed under our supervision, 

      to ensure that material information relating to the registrant, including 

      its consolidated subsidiaries, is made known to us by others within those 

      entities, particularly during the period in which this report is being 

      prepared; 

 

      b. Evaluated the effectiveness of the registrant's disclosure controls and 

      procedures and presented in this report our conclusions about the 

      effectiveness of the disclosure controls and procedures, as of the end of 

      the period covered by this report based on such evaluation; and 

 

      c. Disclosed in this report any change in the registrant's internal 

      control over financial reporting that occurred during the registrant's 

      most recent fiscal quarter (the registrant's fourth fiscal quarter in the 

      case of an annual report) that has materially affected, or is reasonably 

      likely to materially affect, the registrant's internal control over 

      financial reporting; and 

 

5.    The registrant's other certifying officer(s) and I have disclosed, based 

on our most recent evaluation of internal control over financial reporting, to 

the registrant's auditors and the audit committee of the registrant's board of 

directors (or persons performing the equivalent functions): 

 

      a. All significant deficiencies and material weaknesses in the design or 

      operation of internal control over financial reporting which are 

      reasonably likely to adversely affect the registrant's ability to record, 

      process, summarize and report financial information; and 

 

      b. Any fraud, whether or not material, that involves management or other 

      employees who have a significant role in the registrant's internal control 

      over financial reporting. 

 

Date: June 14, 2004 

 

                                  By:              /s/ Antonio Canova 

                                      ------------------------------------------ 

                                                     Antonio Canova 

                                              Vice President, Finance and 

                                                Chief Financial Officer 

                                    (Principal Financial and Accounting Officer) 

 



 

 

                                                                    Exhibit 32.1 

 

      CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER 

                                  PURSUANT TO 

                            18 U.S.C. SECTION 1350, 

                             AS ADOPTED PURSUANT TO 

                 SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

 

I, Gregory L. Reyes, certify, pursuant to 18 U.S.C. Section 1350, as adopted 

pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Quarterly 

Report of Brocade Communications Systems, Inc. on Form 10-Q for the fiscal 

quarter ended May 1, 2004 fully complies with the requirements of Section 13(a) 

or 15(d) of the Securities Exchange Act of 1934 and that information contained 

in such Quarterly Report on Form 10-Q fairly presents in all material respects 

the financial condition and results of operations of Brocade Communications 

Systems, Inc. 

 

                                        By: /s/ Gregory L. Reyes 

                                            ------------------------------------ 

                                            Gregory L. Reyes 

                                            Chairman of the Board and 

                                            Chief Executive Officer 

 

I, Antonio Canova, certify, pursuant to 18 U.S.C. Section 1350, as adopted 

pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Quarterly 

Report of Brocade Communications Systems, Inc. on Form 10-Q for the fiscal 

quarter ended May 1, 2004 fully complies with the requirements of Section 13(a) 

or 15(d) of the Securities Exchange Act of 1934 and that information contained 

in such Quarterly Report on Form 10-Q fairly presents in all material respects 

the financial condition and results of operations of Brocade Communications 

Systems, Inc. 

 

                                        By: /s/ Antonio Canova 

                                            ------------------------------------ 

                                            Antonio Canova 

                                            Vice President, Finance and 

                                            Chief Financial Officer 

 


